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SAMSONITE LAPTOP BAGS. 
VERY, VERY WRONGLY NAMED. 


TBWA INDIA\SAM\452 1204 
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Presenting a range of over 25 exquisite laptop bags to carry your world along. Q sa m son | te 
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...Ab cash. bina 
shopping 
aasaan. 


Visa Debit Card offers you the convenience of not having to 
carry cash. Use it to pay for shopping, dining or travelling and for 
all your everyday needs. The amount you pay is directly debited to VISA 
your bank account, so you don't have to worry about ; Electron 
overspending. Accepted at over 13 million merchant outlets Buy what Swipe Sign the 
worldwide, it gives you the power to shop without cash. "us ole TST All it takes. 


dim Banias ye oe ^ S Tv sn > ee ee ana iS. 2228 bn 4. as non fa nl unlmmr in ` A (t Fad 
lowing Banks: Allahabad Bank, Andhra Bank, Bank of Baroda, Bank of India, Bank o ast Uc i nk, Dena Bank, Development Credit Bank, Feder 
| Bank. Indusind Bank. Karur Vvsva Bank. Kotak Mahindra Bank. Oriental Bank of Commerce. Standard Chartered Bank. Svndicate Bank. United Bank of India. UTI Ban 








Design In Mind | 


©) The most useful product in 
your design awards was the 
Dewdrops water creator by 
Killick Nixon. However, I have 
some questions. Creating 
water from thin air is great, 
but havent air conditioners 


been doing this all along? Is this just a cooler with 







a collection tray? If so, is it really such an innovation? 


Pankaj Sharma, via email 


BIG BOYS NEED MONITORS 

Your article on ‘The Rise of Financial 
Conglomerates' (BW, 20 November) 
was needed. I am a bit worried about 
the size of these companies. They have 
become so big that if any player even 
sneezes, the whole economy might 
catch cold. The Indian government is 
there to bail them out, of course, but I 
think that most of them bank too 
heavily on that support. Meanwhile, 
each of the players is busy trying to 
invade the other's territory. With all this 
going on, an article crying out for 
proper regulation was a good move. 
Syed Mohammed Ali, via email 


GROWING UP | 

I can identify with Mahesh Murthy's 
‘The Second Rule Of Threes' (BW, 27 
December) so well. I was a part of the 
HR team at Daksh when it was just 200 
people, and I was there till it crossed 
2,500 employees. I could see the trans- 
ition in everyones roles, including our 















| CEO's. Later, I saw the same thing 
| happen with Global Vantedge in its HR 
department. It went from a 100-person 
company to a 1,000-person company. 
I have now started my own recruit- 
ment firm, and I’m experiencing a 
sense of deja vu about this entire cycle. 


| 
| 
| Tjust hope I can make it grow as big as 
[ 
| 
| 
| 


| I’ve seen before, without completely 
losing touch. 


| Shantanu Saha, posted on BW website 


| CORRIGENDA 
In the photo gallery of the BW-NID 
Design Excellence Awards (‘Honour 
| Where It’s Due, BW, 27 December), 
the person receiving the trophy for 
| Best Digital Media is Ravi Kabra of 
| Bajaj Auto, not Sudhir Sharma of 
| Elephant Design. 


| 
| 


| li In ‘The IMAX Express’ (BW, 20 
| December), we said that IMAX involves 
watching films on eight-foot tall 
screens. It should have read as "eight- 
storey high screens." We also referred to 
IMAX 3D as the same as DMR. Actually, 
IMAX 3D and IMAX DMR are totally 
different technologies. IMAX DMR is a 
proprietary process developed by 
IMAX to convert 35mm films into 
| IMAX's 15/70 film format. IMAX 3D is 
]so a film format, but it's above and 
beyond IMAX' typical 15/70 format. 


E In ‘Welcome Back Mickey’ (BW, 27 
December) a photo caption inadvert- 
antly misidentified Nicky Parkinson as 
Nicky Robinson. We regret the errors. 


editor@bworldmail.com 
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Will the dollar drag the global economy into choppy waters? 


COVER STORY 





$cary $tory: The Falling $ 


The dollar is losing ground, and that could send the global economy into a tailspin. Should the job of 
realigning currencies be left to the markets, or should there be another Plaza Accord? How much more can 
other countries finance the US's spending spree? Shouldn't all this make you worried? 











Railways 
Ll. H Some people are fighting to 
A i 5 keep alive one of the oldest 
RES! Sor private railways. 


Ayu rveda How Himalaya Drug Com- 


pany is using modern science to infuse new life into this 
centuries-old medicinal system. 


| NGO Madhav Chavan has grown Pratham 
| into one ofthe biggest NGOs in the country. His next 
challenge is one of managing scale. How’s he faring? 


N um ismatics Dilip Rajgor’s love for 


coins has helped him overcome several ups and downs 
in life. A profile in passion and courage. 


BUSINESSWORLD 








Ministry of private 
airlines? 


A draft Cabinet Note submitted by the civil aviation ministry 
makes a case to let private operators to fly to foreign shores, 
while restricting IA from flying to more foreign destinations. 


Media The publishers of Dainik Jagran sold 26 per cent 
equity to Dublin-based IN&M, becoming the first language 
paper to tie up with a foreign company. 


PoliticS The Manmohan Singh government has 
tried the soft approach to tackle insurgency. Will it pay off? 


Obit Former PM Narasimha Rao 
will be remembered as the man who put 
India on the path to economic 
liberalisation — and also for his 
procrastination . 
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DILIP BANERJEE 
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z4| The TPG 
Nambiar 
Interview 


In his first media 





The angry patriarch 
interview in five years, the patriarch of the BPL group 
explains why he dragged his son-in-law and chairman of BPL 
Telecom, Rajeev Chandrasekhar, to court. A BW exclusive. 


40 India Calling Who are the new FII players in the 
Indian market. And how much clout do they wield? 


64 | Bookmark Uncovering the mystery of vanishing 
bestsellers and truant reviewers of BW's books pages. 


COMMENT 


28 Omkar Goswami The EPF is India's 
"WE largest Ponzi— it may workin the short term, 
"* butisdoomedin the long term. 


THAT’S IT 


62 Mala Bhargava The costs are high, 
but notebook sales are zooming. Here's how to 
select your personal notebook. 


GUEST COLUMN 


44 | Gordon Orr & Jayant 
Sinha Usand European corpo- 
rations will have to readjust their 
value chains to take on Chinese and Indian firms. 
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Web Exclusives | 
Stock Sense: With the Left getting it right, the Nifty 
is poised to scale higher peaks. 





A Infosys CEO Nandan Nilekani on harnessing IT to 
gain global competitiveness. 


What is making MBAs hop jobs like they are fast 
moving consumer goods? 


Interview: Jeffrey S. Russell, partner, Accenture, talks 
about supply chain management. 


Log on to 





www. businessworldindia.com 

















The dollar does a jig 


FEW weeks ago, I was listening to a speech by a 
top official of the US administration who 
essentially exclaimed what a wonderful 
economic period we are living through 
currently. It almost seemed surreal, 
considering the trepidation with which the world is watching 
the gyrations of the dollar. Once the feel-good speech was 
over, one person in the audience stood up to ask the official 
the inevitable question about the dollar. More important than 
the question itself was the fact that the audience immediately 
broke into an applause — it was as if everyone just wanted 
the US government to face up to the most important question 
that is troubling the global financial system today. 

In a globalising world, concerns and fears are also global. 
Whether you are in Pudong, Gurgaon or Dallas, the way the 
dollar moves will determine your economic well-being in the 
medium term. That is precisely the reason why Deputy Editor 
Niranjan Rajadhyaksha has tackled the dollar question from a 
global perspective. “It is time for the world’s economic leaders 
to sit together and decide how to transition smoothly from 
this highly unstable situation to a more stable one,” says 
Niranjan, an economist by training who leads Businessworld's 
coverage of economic affairs. 

Last month, your magazine received a resounding 
applause for the way it covers politico-economic affairs when 
Principal Correspondent Vikas Dhoot was selected as the 
CNN Young Journalist of the 
Year by the television channel. 
Dhoot, whose three cover 
stories on the looming pension 
funds crisis have set a new 
benchmark for tackling difficult 
subjects in a rigorous and yet 
under-standable manner, richly 
deserves the award. Don't miss 
his story in this issue on the rise 
and rise of the Foreign 
Institutional Investor. 

On 15 November, 
Businessworld had carried a story questioning some of the 
decisions of the civil aviation ministry. We carry the story 
forward this issue. That's on page 8. On page 47 begins an 
interesting assortment of stories intended to reflect the spirit 
of the year that is ending. 

A Happy New Year to you! 


“he 
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TONY JOSEPH, EDITOR 
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Competition between IA and AI on foreign routes could hurt both, says ministry 


HE Union civil aviation 
ministry has presented a 
note to the Cabinet making 
a case for private airlines 
operators to fly on interna- 
tional routes. Interestingly, it argue 
against Indian Airlines doing the sarr 


The draft Cabinet note says that In= 


dian scheduled operators who have 
been in continuous operation for the 
past five years and have a fleet of at least 
20 aircraft should be allowed to fly on in- 
ternational routes. 

It also says that IA should not be al- 
lowed as it would mean pitting one 
state-owned carrier in direct competi- 
tion with the other, Air-India (AI). 

At present, apart from domestic des- 
tinations, IA flies to places like Bangkok 
and Kathmandu. The note points out 
that the carrier has sought approval to 
fly to international destinations like the 
US, the UK, Hong Kong, Saudi Arabia, 
Australia and New Zealand. It says this 
has to be considered from the point of 
view ofthe shareholder, in this case, the 
government, and argues that competi- 
tion between IA and AI could be to the 
detriment of both. 

For one, says the note, IA will have to 
set up its own infrastructure and estab- 
lishment. The note says: "The present 
fleet configuration of IA, which is based 
on the requirements of the domestic 
sector and short haul flights to neigh- 
boring regions, would have to undergo 
a major change. Thus, there would be 
added costs involved." 

It adds that the "government may 
prefer better synergy and integration in 
the operations of AI and IA, rather than 
allowing the two airlines to compete on 








." 820994525294 
Ec adi 





the same routes." This, it is argued, will 
be a better strategy towards strengthen- 
ing both the airlines and creating an ap- 
propriate hub and spoke arrangement 
within the country to make the best 
possible use of traffic rights in the inter- 
national sector. 

The note quotes data from a study 
conducted by A.T. Kearney that show 
that improved collaboration between 
the two would generate potential bene- 
fits of Rs 340 crore to the government as 
the common shareholder, out of which 
Rs 238 crore could be generated 
through efficient integration of net- 
works of AI and IA. 

The document goes on to make a 
strong case for allowing private carriers 
like Jet Airways and Air Sahara to go to 
all international destinations (except 
the Gulf and Saudi Arabia, which will be 
reserved for the public carriers and their 
subsidiaries for the next three years) on 
the grounds that even if AI is strength- 
ened, there will be a significant gap be- 
tween India's entitlements and actual 
utilisation of traffic rights. 

As things stand, utilisation of rights 
by foreign airlines is around 65 per cent 
and by Indian carriers around 30 per 
cent. Also, airlines of 51 countries oper- 
ate flights to India whereas "our own air- 
lines" flyto only 25 countries. 
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Imaging: NEERAJ TIWARI 


On major air routes like those to the 
US and South-east Asia, the note points 
out there would always be balance enti- 
tlements available on “our side [Indian 
airline operators] because of the fairly 
liberal exchange of traffic rights with 
these countries”. 

The Cabinet note goes on to argue 
that on the India-UK route, there would 
be a gap between entitlements and util- 
isation of traffic rights even if AI were 
able to operate according to its opera- 
tional plan up to 2006-07. m 

ANJULI BHARGAVA 


HE good news for print media 

continues. After a great valuation 

for Deccan Chronicle, last week 
Dainik Jagran became the first lan- 
guage paper and the fourth Indian pub- 
lisher to tie up with a foreign company. 
Hindustan Times (Henderson Global), 
The Times of India (Asian Wall Street 
Journal) and Business Standard (Finan- 
cial Times) have walked down that path 
earlier. The Kanpur-based Jagran 
Prakashan will sell 26 per cent equity 
to the Dublin-based Independent News 
and Media Plc for euro 25.5 million or 
about Rs 150 crore. That gives the Rs 
314-crore Jagran Prakashan, a valua- 








T is one clash that everyone is wait- 
|| ing for with bated breath. On Mon- 

day, 27 December, the warring Am- 
bani brothers are scheduled to meet 
each other formally for the first time 
since the Reliance ownership issue 
flared up in November. The company 
has informed the stock exchanges that it 
has called for a board meeting to discuss 
a buyback of shares as chairman 
Mukesh Ambani wants to protect in- 
vestors against falling stock prices. That 
appears to be only an afterthought. 

There is intense speculation that 
Anil is expected to use this meeting to 
drive his own agenda — to get a say in 
the running of the Reliance empire. 
Right now, Mukesh claims he has the 
sole authority to run the Rs 99,000-crore 
group. Does he really? 

Itis yet unclear what issues Anil may 
raise and how the Mukesh camp is likely 
to respond. Sources told BW that Anil's 
strategy will focus on the ownership of 
Reliance Infocomm, a company now 
controlled and run by Mukesh. "Re- 
liance Industries (RIL) and its share- 
holders have been shortchanged by 
a series of complex transactions by 
other shareholders of Reliance 
Infocomm andAnilis not going 
to take that lightly" says a 
close confidant of Anil. 

On 6 December, Anil 
wrote his first letter to RIL board 
members, calling for a meeting to 
discuss RILS largesse to Reliance In- 
focomm. RIL had invested over Rs 
12,000 crore in the the company for 


















a minority shareholding . Much of the 
investment, he claimed, was not in 
favour of the company. 

Last week, Anil apparently written 
another letter to the board saying RIL 
was not informed of the sweat equity 
and related stake changes in Infocomm. 
Anil alleges Mukesh had given himself 
sweat equity in that company without 


THE RELIANCE BOARD MEET 


One for 
the record 
















DAINIK JAGRAN 


The Irish connection 


tion of Rs 578 crore. That is just under two 
times revenue, but several times the 
Rs 14 crore it posted as profit after tax in 
2003-04. The proportion of fresh shares 
that will be issued, and the promoter hold- 
ing that IN&M will get is yet to be decided. 
A lot of things will become clearer once 
government permission for the deal 
comes in, says Sanjay Gupta, editor and 
CEO, Dainik Jagran. 

Why IN&M? "We chose IN&M be- 


cause it is largely a print company, strate- 
gically it made more sense to go with 
them," says Gupta. Especially since the 
money from IN&M will be used to fund the 
expansion of Jagran's print operations, 
says Gupta. The euro 736 million IN&M's 
strength is publishing, radio and out- 
doors. It has spent many years expanding 
into Australasia, which brought in almost 
half of its revenues in 2004. So, South 
Asia is the next logical step. Jagran, on the 
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the knowledge of the RIL board. Be- 
sides, the same sweat equity, valued at 
about Rs 4,400 crore ($1 billion), was is- 
sued to him at just Rs 50 crore. Even as 
we went to press, Mukesh had annulled 
the sweat equity deal. 

The moot point: will Anil's argument 
hold water with the RIL board? First of 
all, it is unclear if Mukesh, as chairman, 
will allow these issues to be raised at the 
board meeting. Even if he does, for all 
the trouble, Anil may just be able to 
record his dissent in the minutes. 

That may not deter the younger Am- 
bani. Says an Anil confidant: “We know 
this is a possibility. But, at least there will 
be a record of these issues that will come 
of use if the matter takes a legal turn.” 

Meanwhile, in the run up to the 

board meeting, Anil fired another 
salvo this week that left a lot of ob- 
servers confused. He has asked for 
changes to the articles of association 
of Reliance Energy through a postal 
ballot. If the ballot allows him, he will 
relinquish his right to nominate di- 
rectors to the Reliance Energy 
board in favour of RIL. With this 
Anil has put the ball back in 
RILs court, making it clear 

that Reliance Energy is not 

a company to be associ- 

ated only with him. So, by 

this, Anil is sending a sig- 
nal that he is not willing to 
settle only for Reliance En- 
ergy, but wants a part of the 
larger pie. Al 
T. SURENDAR 





RAVI PATTIL 


other hand, has been expanding ag- 
gressively into its core Hindi heartland 
territory. It is now the largest read news- 
paper in India at 16.4 million people for 
a circulation of 1.9 million copies. At 
2.4 million copies, The Times of India 
had a readership of just about 7-odd 
million, according to the Indian Reader- 
ship Survey 2003. Jagran owns a mul- 
tiplex in Kanpur, does events and out- 
door work under the Jagran Solutions 
banner, and has recently announced 
plans to get into news broadcasting. 
Watch out for a similar announcement 
from archrival Dainik Bhaskar. ki 
VANITA KOHLI-KHANDEKAR 
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HEN the then fi- 
nance minister 
Manmohan Singh 
inaugurated the first 
branch of the coun- 
trys first private sector bank in Ahmed- 
abad in 1994, little would he have imag- 
ined that 10 years later, as prime 
minister, his government will have to in- 
tervene to salvage the bank's autonomy. 
UTI Bank, the first private sector bank 
that was set up in response to the 
Narasimham Committee recommen- 
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UTI BANK 


Boardroom 


drama 


What made 
the directors 
change their 

mind in a 
=—matter of 
six days? 


ment and the promoter, now SUUTI. 
Recently, the bank had been infor- 
mally discussing the need to raise capi- 
tal as the current growth rate couldn't be 
sustained otherwise, SUUTI said that it 


could provide the requisite capital as it | 
| felt that a dilution of its stake would re- 
| sultinaloss of control. The bank has till | 


| date been largely independent and con- 





dations after the 1992 scam, has beenin | 


the throes of an intriguing drama in the 
past one week. 

UTI-promoted UTI Banks growth in 
the first five years was quite slow. PJ. 
Nayak, who quit his IAS job when he 


joined UTI in 1996, took over as chair- | 


man and managing director (CMD) of 
the bank in January 2000. Since then, 
non-performing assets are down from 
over 5 per cent to around 1 per cent and 
deposits are up about five times to 
nearly Rs 20,000 crore today. It has the 
third largest ATM network in the coun- 
try with 1,487 machines. In fact, over the 
last one-and-a-half years, UTI Bank's 
stock has clearly outperformed that of 
other private banks, with the bank 
growing at a rate of 35 per cent a year. 


Butit's this very growth that has brought | 


matters to a head between the manage- 


| cent ofits directors to 





sidered to be a board-managed com- 
pany despite government institutions 
(SUUTI, LIC and GIC) owning over 


53 per cent stake in it. 
Nayaks tenure was coming to an | 
end on 31 December and most ex- | 


HEMANT MISHRA 


: A rough week in office 


stay back as MD, an offer he declined. 

But this move wasn't just over the is- 
sue of fresh capital. Nayak's IAS batch 
mate M. Damodaran, chairman and 
managing director of IDBI and UTI Mu- 
tual Fund (where his tenure was to end 
on 31 December), was also the adminis- 
trator of SUUTI. Damodaran has ambi- 
tious plans for IDBI, which recently con- 
verted into a bank and is set to merge 
with IDBI Bank. But IDBI and IDBI 
Bank's merger is like an elephant mating 
a deer; UTI Bank in its kitty could have 
helped the merged entity gain scale, say 
analysts. By removing Nayak, 
Damodaran would have been in a posi- 
tion to make SUUTI moot the merger 
idea — as both the buyer (IDBI) and the 
seller (UTI Bank) would be under his 
control, they add. 

However, the script changed dra- 
matically after the meeting. As Nayak 
supporters cried foul, the tremors 
reached North Block. The decision to 
split the CMD post still needed to be 
cleared by shareholders in an AGM, by 
which time the power struggle would 
have intensified. The government 
couldn't have allowed two bureaucrats 
to spar in public. Two days after the 
meeting, on a Sunday, Damodaran re- 


| signed from UTI Mutual Fund and 





SUUTI. Incidentally, it was also a Sun- 
day when he took charge of UTI. 
In another meeting on 22 Decem- 


| ber, the board agreed unanimously to 


pected an extension. However, SUUTI | 
had other plans. A letter was sent by it to | sure, but observers say the initial pro- 


the board members 
recommending that 
the post of the chair- 
man and managing 
director be split, 
which would have 
meant that the board 
needs only 33 per 


be independent as 
against 50 per cent 
under an executive 
chairman. When it 
came up, four of 
the seven directors 
favoured the split. 
Nayak was told to 
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give Nayak another five years as CMD. 
The sharp turnaround is not surprising, 
considering the government's displea- 


posal from SUUTI 
couldn't have come 
without the govern- 
ments blessings, 
whether implicit, ex- 
plicit or assumed. 

At UTI Bank, it's 
business as usual 
and  Nayak can 
heave a sigh of relief. 
The market has 
voted too — the 
stock price rose by 
more than 8 per cent 
the day after the sec- 
ond board meet. 

VIKAS DHOOT 


SANJIT KUNDU 


CAPITAL MARKETS 


A taste 
of debt 


HEIR work in time consis- 

tency, or the idea that the 

rules governing an economy 

have to be consistent and 
credible, is one reason why Finn Kyd- 
land and Ed Prescott won this year’s No- 
bel Prize for economics. The recent un- 
necessary confusion in the debt market 
shows that the worthies who write the 
rules of game in our financial markets 
have still not figured out what Kydland 
and Prescott are saying. 

Traditionally, the authorities have 
frowned on FII investment in debt and 
placed caps on how much foreign 
money can come in to buy Indian debt. 
The official position for many years has 
been that an open door into the debt 
, market would merely attract the wrong 
sort of money. 

The cap at the end of November was 


SHORT-TERM ISSUES 






Tenure | Yield 


issuer (days) | (%) 


oe: 


10 Ue. 90 6 
13 se 90 5.66 


$1.75 billion. In a circular dated 29 No- 
vember, the Reserve Bank of India said 
the cap was for sovereign debt alone; or, 
there was no cap on foreign investment 
in corporate paper. That set off a frenzy 
of short-term debt issues. (See 'Short- 
term issues’) In a few days, FIIs had in- 
vested $650 million in Indian corporate 
debt. Companies lapped up this money 
and interest rates on corporate debt ap- 
proached T-bill yields. 

It was a no brainer: with high do- 


Amount : 
(Rs cr) 


50 
25 


Source: bseindia.com 


mestic interest rates and a strong 
rupee, the arbitrage between the 
US and Indian debt markets was 
far too attractive to miss. An FII 
could borrow dollars at Libor 
(i.e., 3 per cent) and hedge its ru- 
pee investments in bonds for a 1 
per cent forward cover. That gave 
a total cost of funds of 4 per cent. 
The average yield for the 


NEERAJ TIWARI 







short-term commercial paper in 
10 the secondary market was 5.8 per 
10 cent in mid-December, and trea- 


sury bill yields hovered around 


10 5.5 per cent. Says Dharmen Shah, 


head of fixed income at IL&FS: 
“After costs have been accounted for, 
FIIs still net an absolutely risk-free re- 
turn of 150-200 basis points.” 

Then, Sebi, after asking the finance 
ministry, clarified that there would be a 
cap of $500 million on foreign invest- 
ment in corporate paper. It all hap- 
pened in one manic week in early De- 
cember, and sent the debt market into a 
tizzy. So much for time-consistency and 
other new-fangled ideas! & 
IRSHAD DAFTARI 



























Watch out for the 
ICICI Prudential annual 
planner in the next issue 


no chinta, only money. 
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Welcome to a whole new world of flying. At Etihad Airways, the National Airline of the United 
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Conciliatory tactics 


OR the first time in 57 years, | sentatives from the troubled Northern 


representatives from the two 

sides of Kashmir sat across the 

table in mid-December, along 
with a bevy of former diplomats, acade- 
mics and strategic experts, to discuss 
the future of their divided homeland. 
This unprecedented conference in 
Kathmandu was held under the aegis of 
Pugwash, an international NGO that 
won the Nobel Peace Prize in 1995. 

The significance of the meet lies not 
just in the unusual nature of the partici- 
pation, but also in the fact that the con- 
ference had the tacit blessings of India 
and Pakistan. Both countries facilitated 
the travel of Kashmiri leaders to Nepal. 
While Islamabad was more circumspect 
and did not permit prominent POK 
leaders like Amanullah Khan and repre- 


Areas to go to Kathmandu, New Delhi 
was gung-ho. Hurriyat leaders Mirwaiz 
Omar Farooq and Maqbool Bhatt par- 
ticipated and hardliner Syed Ali Geelani, 
too, was encouraged to go. 

In the six months that the Congress- 
led UPA government has been in power, 
there has been a distinct shift in the offi- 
cial policy towards militants and sepa- 
ratist groups. Despite criticism from the 
BJP on its handling of national security 
issues and differences among its policy 
makers. The UPA has chosen concilia- 
tion rather than confrontation, the olive 
branch instead of the stick. It has thus 
gone steps ahead of the NDA regime, 
which was often caught between a do- 
vish PMO anda hawkish home ministry. 

Sample these. The UPA government 








permitted Mirwaiz Omar Farooq to 
travel to Amsterdam recently to meet 
Pakistan president Pervez Musharraf. 
And unlike the Vajpayee government, it 
has not stood in the way of the Hurriyat's 
talks with Pakistani leaders who have 
come visiting, whether it was foreign 
minister Kasuri in August 2004 or prime 
minister Shaukat Aziz two months later. 
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In November, New Delhi welcomed | 


separatist Naga leaders 

(centre) and (right), 
chairman and general secretary, respec- 
tively, of the NSCN (IM), in Delhi and al- 


lowed them to go to Nagaland to meet | 


supporters, sympathisers and rival fac- 
tions. That was despite the fact that ar- 
rest warrants are out for both leaders, 
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who till today stand accused of various 
militant activities. 

Official sources say these decisions 
were taken after hard debates within the 
ruling establishment, citing precedents 
from the Rajiv Gandhiera, during which 
rebel Mizo leader Laldenga was permit- 
ted to return to India and the Centre be- 
gan talks with the Asom Gana Parishad, 
till then a separatist outfit. Its a matter of 
record that later Laldenga signed the his- 
toric Mizo accord with the government 
and gave up his demand for an indepen- 
dent state of Mizoram and the AGP has 
since joined the political mainstream. 

Well-placed government sources say 
that the present regime's conciliatory 
approach has paid off so far. The Kath- 
mandu meet seemed to largely endorse 
the current mood in the establishment 
on Kashmir. Leaders from both sides of 
the Line of Control spoke firmly against 
violence, called for a negotiated settle- 
ment and endorsed the move for confi- 
dence building measures like the Srina- 
gar-Muzzaffarabad bus, more commu- 
nication links and increased trade. Offi- 


cials here indicated they were pleased 
with the outcome ofthe conference as it 
strengthened the Indian position vis-à- 
vis the ongoing talks with Pakistan. At 
the same time, they added, there were 
hurdles to cross before any tangible so- 
lution could be found to the decades- 
old tussle over the status of Jammu & 
Kashmir. As one official said, the process 
of involving the Kashmiri people in the 
negotiations for a settlement has begun, 
albeit in a rudimentary fashion. 
Similarly, the government is hopeful 
ofasolution to the militancy problem in 
Nagaland, now that leaders of the most 
prominent rebel group have been brou- 
ght to the negotiating table, not in Thai- 
land like earlier, but in New Delhi. 
Unfortunately, the strategy has not 


been very successful so far with the 


ULFA and the Maoist/Naxalite groups 
active in Bihar, Jharkhand and Andhra 
Pradesh. All of them continue to hold 


out against the peace offers emanating 


from New Delhi. As a senior official said, 
"All we can do is keep on trying." 
ARATI R. JERATH 
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HE financial crowd in Mumbai is 

signing off the year in a gay 
mood. Naturally, everyone wants 
and, hence, expects, 2005 to be a 
repeat of 2004. 

A quick poll, done in a 
shockingly random manner, shows 
that the assumptions of this year 
will carry on to the next. The 
economy will grow at 7 per cent. 
Petroleum prices will be a problem, 
but not one big enough to spoil the 
party. The rupee will strengthen. 
Interest rates will go up a bit. 
Foreign capital will continue to pour 
into the country. The government 
will stay on the path of economic 
reforms. Add all this, and you get 
the Holy Grail of the financial herd: 
The Consensus Forecast. It'll be 
interesting to see just where they 
all go wrong in 2005. 


RS 


T'S very much the same case in 

the international markets. 
Strategists in the bulge-bracket 
brokerages and investment banks 
are sending out reports that go 
quite well with the overall mood of 
the festive season. (This year's fat 
bonuses have undoubtedly added 
to their optimism.) That's why some 
good contrarian thinking helps clear 
the mind. 

Marc Faber has often made big 
money challenging the orthodox 
assumptions of the rest of the 
financial community. He was a 
bear, for example, when the rest of 
the world was blinded by the tech 
story. He has also been warning 
investors to get out of the US 
dollar. Now, when most people 
expect the dollar to get into trouble, 
Faber has sprung another surprise: 
he advises his clients in a recent 
note to sell US stocks and buy the 
dollar. "Regular readers know that 
my view remains that the US 
economy is in deep trouble and 
that the US dollar is a doomed 
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minell IDEAS 


by Niranjan Rajadhyaksha 


currency, which will over time lose 
all its value. However, even within a 
downtrend there can be 
countertrend rallies the same way 
there can be significant corrections 
within an uptrend,” says Faber. 

He adds: “The US stock market 
is now — in the near term at least 
— in significant over-bought 
territory. The opposite seems to be 
the case for the US dollar, which 
has now reached an extremely 
over-sold position. | recently 
| attended several investors’ 
| conferences and everywhere and 
from everyone | only hear US dollar 
| bashing and that the US dollar will 
decline further. As a contrarian this 
makes me sceptical since usually 
, universal bearishness leads to 
| rallies while universal optimism 
| leads to disappointments.” 
| That's Dr Doom for you: always 
saying something unexpected. 


KS 


EANWHILE, another 

economist whose warnings 
that tech stocks were not worth 
what the markets were assuming 
them to be has come up with an 
| interesting new product. Robert 
Shiller of Yale University and Macro 
| Securities Research, has signed a 
deal with the Chicago Mercantile 
Exchange to offer a new derivative 
product that will allow US 
| homeowners to protect themselves 
against sudden swings in their 
| house values. 

The details are a bit too 
complicated, but what is important 
is this. Shiller has been working on 
the design of new “macro-hedges” 
against the big shocks: technology 
changes, job losses and 
outsourcing, for instance. Those, 
Shiller says, are the biggest threats 
_ to ordinary folk, rather than interest 
rate or exchange rate movements. 
The financial markets have to 
address these risks. 
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OIL AND GAS PIPELINES 
Aunifying 
proposition 


AIL India chairman and manag- 
(5™ director Proshanto Baner- 

jee, in a letter to the Planning 
Commission, has suggested setting up a 
state-owned hydrocarbon transmission 
megacompany to administer all exist- 
ing pipelines. 

There are 17,900 km of PSU-owned 
crude, product and gas pipelines in In- 
dia. Of this, Indian Oil Corporation con- 
trols 7,575 km and GAIL 7,300 km. 

Banerjee says bringing them all un- 
der one umbrella will lead to non-dis- 
criminatory open access for all pipeline 
users. It will also lead to optimisation of 





operations and maintenance expenses. 
He adds the new entity could act as a 
flagship for overseas opportunities. 

The GAIL proposal has come in the 
wake of the government considering 
the merger of public sector oil compa- 
nies to create a vertically integrated en- 
tity. GAIL has also appointed invest- 
ment bankers N.M. Rothschild to 
undertake a study on repositioning it- 
self in the overall perspective of merging 
the oil enterprises. 

Right now this is just one more pro- 
posal doing the rounds of the petroleum 
ministry. It remains to be seen whether 
the other oil companies are anywhere in 
sync with such a proposal. Indian Oil, 
for one, may not think that the idea is 
great. But then, that is for the minister to 
finally decide. X 
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THE INDIAN IT ACT 


Time for a review 





N the first day of the hearing 
of Baazee.com CEO Avnish 
Bajaj in the MMS case, the 
Delhi High Court sought a 
signed copy of the portal’s Blue Book. 
Being a website, it had only an online 





copy attested by a digital signature. The | 


court initially refused to accept this, 
though the Indian Information Tech- 





nology (IT) Act, 2000, recog- 
nises digital signatures as legal. 
The IT Act was prepared for 


other areas where technologi- 
cal advances have completely 
bypassed it. So, the sooner it is 
amended the better it will be 
for e-commerce and the In- 
dian IT industry. 

Supreme Court advocate 
Pawan Duggal says the law 
needs to be revisited to bring 
clarity on the liability of net- 
work service provider for third- 


SEBASTINE JOHN 


services provided by it. “The Indian IT 
Act needs to examine the issue of breach 


of privacy of individuals and corporates | 


by MMS technology and provide for 
remedies. It needs to bring out clearly 
who is to be brought to book when in- 
vestigating a cyber crime,” he adds. 
Nasscom, too, has sought a review of 
the IT Act and would suggest the chan- 


such a situation, but there are | 





ges to the Union IT ministry by the end 
of January. These, says president Kiran 
Karnik, concern provisions on data pri- 
vacy and security. He adds: “Technology 
is way ahead of the law. We are going 


| through a review of the IT Act. There will 


be amendments now. The lawshould be 
more explicit on the liability part.” 
Recently Nasscom looked at three 
aspects: recognising as an offence (that 
is, being able to prosecute an offender) 
and having a penalty for unauthorised 
access to a computer system, unautho- 
rized downloading or copying of data, 
and accessing any electronic record 
without permission of the owner. It also 
brought out clearly how the Act can 
cover unauthorised alteration of any 
record and disclosure of privileged in- 


| formation to third parties. 
party data and information | 


As the use of Net, mobile phones 
and digital devices grows, the law could 
need more changes to tackle new uses. 
IDC estimates 17 million people in India 
use the Net now and 30 million will do so 
in 2006. Not surprisingly, it's time for 
lawmakers to catch up with the new 
economy lest overenthusiastic cops end 
up chasing the wrong people. Li 

SHELLEY SINGH 








tional Airport (BIAL). The first 

greenfield airport in the country 
has got a go-ahead from the Kar- 
nataka government for the second 
time in one year. The latest one has 
come on 21 December after a spate 
of discussions and ultimatums from 
the private parties that are to develop 
the project and months of ruminations 
at the state level and at the Centre. 

All this despite the then state chief 
minister S.M. Krishna giving all clear- 
ances for the project in January 2004 
and signing a concession agreement 
with the private consortium well before 
the elections. Even so, after the elec- 
tions, the coalition partner wanted to 
review clearances given by his prede- 
cessor, including the airport project. 

Now, construction originally due to 
start in October 2002 will hopefully do 
So by February 2005, 26 months late. 
Operations are expected to start 33 
months later. Cost estimates have 


| T'S déjà vu for Bangalore Interna- 


Rs 1,334 crore now. Of this, the state 
government has agreed to extend a 
10-year, interest-free loan of Rs 350 
crore. 

Now the consortium is busy tying 
up funds and plans to obtain financial 
closure by January 2005. For the 
stakeholders it’s back to work, but 
since the engineering contract that 
the airport had with Larsen & Toubro 
and Siemens expired in September, a 
revalidation will have to be done be- 
fore the work can begin. 

But the airport doesn’t have every- 
thing going for it. As part of the final 
clearance, Karnatake has withdrawn 
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risen from the initial Rs 1,150 crore to | the 






exemption 
granted by the 
previous Con- 
gress govern- 
ment. Which means that BIAL will 
have to pay Rs 30 crore annually as 
sales tax. Also, the airport will now 
come up on 4,050 acres as against 
4,450 acres allotted for it earlier. 
Besides, the competing Hyder- 
abad international airport, which 
was conceived almost eight years 
after Bangalore airport, has been 
commissioned and construction will 
start early next year. [o 
SUPRIYA KURANE 
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2004 


A year of rational 
exuberance 


THE ECONOMY | 


THE GROWING GETS BETTER 

In 2003-04, the Indian economy grew 
by a whopping 8.1 per cent. That was 
partly because of a slowdown the year 
before. Agricultural output, which 
grew by over 12 per cent last year fol- 
lowing a drought the previous year, 
does not touch those numbers this 
year. But consumption spending con- 
tinues to be strong although its contri- 
bution to gross domestic product 
growth is likely to fall to about 50 per 
cent from last year’s 64 per cent or so. 
Investment spending increases as 
some sectors of the economy show 
robust growth. Final growth rate will 
likely fall to below last year’s levels al- 
though qualitatively it shows signs of 
being of healthier. 


THE RETURN OF INFLATION 

After almost three years of stability, in- 
flationary pressures start building up 
once again, largely on the back of 
shooting global oil prices, which 
touch $55 a barrel, and metal prices 
driven primarily by the Chinese 
boom. It crosses 7 per cent in August 
and 8 per cent in September for the 
first time in four years. The Reserve 
Bank of India reacts by increasing the 
cash-reserve ratio in September and 
undertakes repo deals to keep the liq- 
uidity levels in check. Even so, infla- 
tion remains well above 7 per cent at 
the end of the year. 












































STOCKS ON A ROLL 
The stockmarket begins the year ona 
high. After exit polls for the general 
elections predict a surprise defeat of 
the BJP government, it goes into a tail- 
spin and the 30-share BSE (R) Sensex 
crashes to 4,227 on 17 May. However, 
it pulls back steadily once again to 
touch the all-time high of 6,480 on 
22 December, primarily on the back 


large doses of fund injection by foreign / f1 


institutional investors. 


INTEREST RATE CYCLE TURNS 
The years of economic slowdown had 
left the system sloshing with funds. 
But demand for fresh investment start 
picking up around a year ago. Still 
there is enough undeployed funds to 
mop up. However, towards the end of 
the year the rates start hardening 
from their 30-year lows. The bond 
markets are spooked by the fear of 






LEFT OUT NO MORE 
For the first time ever, Left ideo- 
logues like Sitaram Yechury (R), 
Prakash Karat (2nd from R), Harkis- 
han Singh Surjeet (2nd from L) and 
A.B. Bardhan (L) get a big say in eco- 
nomic policy and practice as a ma- 
jor coalition partner at the Centre. 
They force rollback of a number of 
the pro-reform steps taken by ear- 
lier governments. The disinvest- 
ment ministry is 
disbanded. An em- 
ployment guarantee 
scheme is instituted, 
although limited to 
rural India in its scope. 
_ & There is also talk of re- 
.. € turning to adminis- 

„ £ tered pricing of petro- 
leum products. 
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high inflation. Some housing finance 
companies start pushing up their 
rates. But lending rates to industry 
continue to be stable. 


FOREX RESERVES SWELL 

Foreign exchange reserves swell by 
about $30 billion to cross $130 billion 
in December, largely on account of 
the increase in foreign currency assets 
by $43.5 billion to $124.7 billion. In 
the second week of December alone, 
the reserves grew by $3.79 billion, the 
highest ever. But increases in forex re- 
serves is a phenomenon being ob- 
served in a large number of countries, 
which are buying up dollars to pre- 
vent their own currencies from appre- 
ciating too much against it. 


BLACK MONDAY 

The BSE Sensex, Indias benchmark 
stock index, loses 565 points on Black 
Monday, 17 May 2004; the Bharatiya 
Janata Party-led National Democratic 
Alliance government, which had 
managed to project itself as a pro-re- 
form and pro-liberalisation govern- 
ment, is thrown out of power and 
doubts are raised about the continu- 
ance ofthe apparently progressive 
policies. The drop is the single biggest 
ever for a day and the market closed at 
4505, down 11 per cent from the pre- 


vious closing. That wipes out 

Rs 124,000 crore of market cap in a 
single day. The day also records the 
single biggest intra-day swing of 793 
points, when the index hits 4227.5. 


ROBUST TRADE WITH CHINA 
Yearly trade volumes with China al- 
most double and cross $10 billion for 
the first time. But that does not even 
take India into the ranks of Chinas top 
10 trading partners in Asia. 


INDIA INC. —- 


THE RELIANCE SPAT 
The biggest and the most influ- 
ential business groups promot- 


THE OUTSIDER 
Priyamvada Birla stuns the Birla 
clan by bequeathing the 

Rs 5,000-crore estate of M.P. 

Birla to , accountant 

to various Birla companies. Bir- 

las contest the will produced by 
Lodha. The key issue is that 
through the control of the M.P. 
Birla Group, Lodha gets a share in 
Pilani Investments, a holding com- 
pany for several Birla firms, and a 
board position in Birla companies. 
The battle continues in court. 










ers end the year on a severely discor- 
dant note. Anil Ambani's camp 
accuses Mukesh Ambani of treating 
RIL shareholders unfairly while fur- 
thering his interests in Reliance Info- 
comm. Mukesh Ambani camp main- 
tains that all its actions were in 
accordance with the law. 


THE BPL IMBROGLIO 

For the father-in-law it is equity, but 
for the son-in-law it is debt. BPL 
group patriarch T.PG. Nambiar 
accuses Rajeev Chandrashekhar of 
deploying more than Rs 250 crore in 
BPL Telecom without getting 
adequate equity representation. It is 
the first time that the group openly 
admits to investing money in the 
telecom business. Nambiar had a 
temprorary relief when the Supreme 
Court orders that the BPL 
shareholding should not be altered. 
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GLOBAL GOBBLE 

Indian companies buy companies 
abroad like they never have before. 
Reliance buys FLAG Telecom for $200 
million. Tata Steel purchases NatSteel 
for $284 million and VSNL invests 
$130 million in Tyco. Flextronics buys 
Hughes Software Systems for $226 
million. Patni makes the biggest IT ac- 
quisition, of Cymbal. Altogether, In- 
dian companies spend $7.4 billion, 
the biggest amount in a year, in acqui- 





















sitions abroad. Other big acquirers are 
Tata Motors (Daewoos truck firm) 
and Bharat Forge (two German firms). 


FIRST TIME LUCKIES? 

Maruti, TCS, NTPC, Biocon, Gail, they 
all do it. [POs and offers-for-sale 
worth Rs 30,000 crore-40,000 crore 
come to the market and most of the 
large ones deliver good returns for in- 
vestors. ONGC, TCS, NTPC, Biocon 
and Maruti do well. It was after many 
years that the public markets open up 
for Indian companies and even a 
small stock like Indiabulls delivers 
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good returns to its investors. 


TCS GETS FERRARI JOB 

Tata Consultancy Services does what 
Narain Karthikeyan couldn't. Finally, 
something of Indian origin, never 
mind if it's just a piece of software, is 
set to go inside Ferrari's Formula One 
cars. TCS will provide IT and high-end 
engineering services to the Ferrari 
racing team. 


POLITICS 


BAD DAYS FOR BJP 

The BJP is handed a shock defeat at 
the Lok Sabha polls despite a decent 
showing on the economic front. So 
former home minister L.K. Advani 
finds himself at the head of the party 
for a fifth time. His job: stem the rot. 
But at a party meeting, the party's 
best-known Hindutva face, Uma 
Bharti, challenges his authority. She is 
suspended, but the fissures show up. 






THE COMEBACK 
After eight years in the wilderness, 
the Congress Party returns to power 
at the Centre, handing a shock de- 
feat to the NDA. This also marks the 
Congress Party's first experiment 
with coalition government at the 
Centre, as it joins hands with un- 
likely allies like the Dravida 
Munnetra Kazhagam — a party it 
has earlier accused of sheltering 
the LTTE, the militant outfit that 
masterminded Rajiv Gandhi's as- 
sassination. Sonia Gandhi declines 
the PM's post and nominates Man- 
mohan Singh instead. She heads 
the political coalition. 
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And the latest Tehelka allegations that 
the BJP paid Best Bakery witness Za- 
heera Sheikh Rs 18 lakh to shut up. 
How will they tackle that? 


NEIGHBOURLY NUDGES 

India and Pakistan hold two rounds of 
foreign secretary level talks. India 
places a host of confidence-building 
measures on the table, including a 
bus service across the Line of Control, 
between Srinagar and Muzaffarabad, 
for better people-to-people contact. 
Talks also begin for the India-Iran gas 
pipeline which is expected to run 
through Pakistan. 


THE SECURITY PUSH 

India joins a four-nation front with 
Japan, Germany and Brazil to push for 
permanent membership of the 
United Nations Security Council. 
Manmohan Singh meets the leaders 
of the other countries in New York on 
the sidelines of the UN General As- 
sembly to push their case, which is ar- 
ticulated in an unprecedented press 
statement. Till the end of the year, 
however, there is no clear indication 
that India will be allowed to join the 
select group in the UN. 


MITTAL STEALS A MARCH 

His connections with India are strictly 
non-business. But Lakshmi Narayan 
Mittal proves that PIOs can reach the 
top. His way of doing it: becoming the 
single largest steelmaker in the world 
with 57 million tonnes per annum un- 
der control. That makes Arcelor, with 
46 mtpa, look like an also-ran. 








A PM 





His arch-rival in the 
Congress, Sitaram 
Kesri, pays obeisance 
on Rao's birthday, 1995 


ORMER Prime Minister PV. 
Narasimha Rao will be re- 
membered as a leader who, 
despite his scholarly demea- 
nour and calculated approach, pro- 
voked some of the most sensational 
events in recent Indian history. His 
five years as prime minister, 1991- 
1996, heralded the globalisation of 
the economy, witnessed the contro- 
versial demolition ofthe Babri Masjid 
and provoked a spate of scandals in- 
cluding the Harshad Mehta stock 
scam. Meanwhile, the hawala scam 
embroiled a number of his Cabinet 
colleagues as well as Opposition 
leaders and a series of corruption 
cases involving himself came out. 

A Nehru-Gandhi dynasty loyalist, 
his decision to retire after Rajiv Gan- 
dhi lost the 1989 elections was dra- 
matically reversed with Rajiv's assas- 
sination in 1991. Sonia Gandhi made 
him prime minister after the Cong- 
ress emerged as the single largest 
party in the LokSabha polls that year. 

Rao will also be remembered as 
the man who began the economic re- 
forms process, which was spear- 
headed by the then finance minister 
Manmohan Singh. Although he 
failed to push reforms at the required 
pace, noticeably slowing down in the 
last years of his rule, Rao deserves 
credit for overcoming political oppo- 
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P.V. NARASIMHA RAO (1921-2004) 


sition from sections of his own Cabi- 
net and the party to take, perhaps, 
the most momentous policy decision 
in post-Independence India. But he 
blotted his book by procrastinating 
on the rising tide of communalism in 
the 1990s that culminated in the de- 
molition of the Babri Masjid in 1992. 
Nicknamed ‘Chanakya’ for the 
unscrupulousness with which he 
turned his minority government into 
a stable majority, Rao earned the rep- 
utation of a consummate political 
strategist. Unfortunately, as his gov- 
ernment gained in political strength, 
he lost the confidence of the person 
who mattered most, Sonia Gandhi. 
After the Congress lost the 1996 Lok 
Sabha elections, Rao was removed as 
party president in what must go 
down as the final humiliation of a 
man who was once regarded as the 
Gandhi family’s most trusted aide. 
Asascholar who knew 17 tongues, 
Rao was perhaps the most learned 
prime minister India has had. But his 
reluctance to take decisions and his 
penchant for political skulduggery 
belied his claim to be a statesman. 
His most quotable quote remains: 
"When I don't make a decision, it's 
not that I don't think about it. I think 
about it and make a decision not to 
make a decision." T 
ARATI R. JERATH 
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BPL group founder TPG Nambiar has been incommunicado ever since he filed a suit against 
son-in-law Rajeev Chandrasekhar for control of BPL Communications, the group's mobile 
service company, in October this year. Last week he secured an order from the Supreme 
Court, which asked both the parties not to “alienate, encumber, sell or dispose off in any 
manner, any of the shares held by them in the... companies till further orders of the Company 
Law Board.” That effectively prevents Chandrasekhar from changing the shareholding pattern 
in any of the group’s mobile companies. 

Rajeev Dubey caught up with TPG, as the BPL group patriarch is known, at his Lavelle Road 
residence in Bangalore after chasing him for over two months. TPG began on a reluctant note 
— “I never give an interview. Media people do not trust anybody. What is truth to you may not 
be truth to me” — but settled down later, talking freely, if rather emotionally, for almost an 
hour. This is, incidentally, the first interview TPG has given in five years. Excerpts: 


il When did you discover that the mobile | TPG NAMBIAR 
business was not yours? 

li 1998 was the time when this hap- 
pened. Lots of shares were transferred. 


E Then...? 

li To be frank with you, God has sent 
somebody to destroy my 40 years' of 
effort. In a nutshell that is what has 
happened. The entire money has 
come from BPL. 


E Rajeev Chandrasekhar never brought | 
in any money? 
ll Not even one rupee. I say this very 
clearly. Neither he nor his family (brought | 
in anything). He had nothing. 

[Rajeev Chandrasekhar disputes this. 
See ‘The Face-off, BW, 18 October 2004] 


ll Are you saying that you knew nothing 

of what was going on? | 
li He was the blue-eyed boy of the 
Nambiar family. I thought he would be a 
good addition to the family. Apart from 
my son. My son is the number one. 
From the very beginning it (the mobile 
business) was being run by him (Ra- | 
jeev), but within certain limits. Finally, 
when we found that he had gone too far, | 
it was too late. Too far, too late. 


E Rajeev was under the impression that 
he owned it. 

W He was under this impression... 
how can he be? How can anybody 
think it will be his ownership when he 
didn't put any money in it? When he 
came in as a son-in-law, he saw a lot 
of wealth inside. He wanted to get a 
part of it. He used to tell his wife 'you 
have so much; I don't have anything. | 
So, I want something. 
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INTERVIEW 


Did you ever clarify to him that he, as 

the son-in-law, couldnt expect to play a 
big role in the group? 
lll No. No. No. My son (Ajith G. Nambiar) 
was always number one. A son is a son and 
a son-in-law is a son-in-law. Normally, 
Marwaris dont take sons-in-law into the 
business. I’m from north Malabar. My in- 
experience may be the reason. 


Inexperience? 
li Yes. I discovered later how to treat 
your son-in-law. I understand now why 
business communities don't treat sons- 
in-law like sons. 


Wasn't he your choice as a husband for 
your daughter? 
W Certainly. About 2-3 months back, 
my daughter asked me: 'Daddy, you 
brought this fellow to me. You asked me 
to marry him. What shall I do now? You 
tell me. I had no answer to that. 


At that time you saw him as a bright 
young man, a bright professional. 
ll His father, whom I knew, wanted a 
job for him in India. I met him in his San 
Francisco room. I made enquiries. Then 
I went and met his family. I went and 
saw his grandfather and grandmother. 
They were a typical Nair family of Ker- 
ala. My daughter was to be married. 
I thought this fellow was OK. But he had 
to be groomed. Brought to a level. That's 
what I did. 

From the very beginning, I told my 
daughter to be part of his companies. It 
would have solved the problem. But 
that didnt happen. My daughter told 
him: 'I dont want it myself; you do it in 
the name of (our) daughter. 

One thing I want to confirm is that he 
has not even put in one rupee. In end- 
1994, when westarted in Bombay, I had ac- 
tively done everything to set it up [the mo- 
bile business] and gave it to him to run it. I 
wanted him to have a good position. This 
had been created and given to him. 


Why weren't you on the board of the 
companies that run the mobile business? 
@ He was running the business, so I 
thought he will report to me. Even my 
son doesnt report to me regularly. When 
he wants to report, he comes and tells 
me what is happening. 


Was Rajeev reporting to you earlier? 


month = |. ] 3... —. INTERVIEW 


B I knew certain things up to a point. 
But after 1998, I had no clue. 


E Did you try to sort this? Did you try to 
talk to him after 1998? 

Bi I didnt consider him as an equal. He 
was a boy who was running around. 
He had absolutely no knowledge about 
a company. 


E Did you ever try to tell him directly or 
indirectly that you should be kept 
informed as the owner of the company? 
ll Ownership and control are different 
things. The same thing has happened in 
Reliance. Anil Ambani was a smart fellow, 
but he never thought Reliance Industries 
will be Mukesh Ambani's company. Luck- 
ily, here I have kept him away from BPL 
[the parent company]. 


E Basically, there has never been an 
attempt to resolve this, in that sense? 

W In that sense, there has been no 
attempt. I did not ask him to give me this 
or that. I thought it would go to my 
daughter anyway. Now, I saw there was 
an attempt to completely wipe me out 
from there. Then only I have gone to 
the Company Law Board. 


E How have your relations been with 
him before this happened? 

ll Not very cordial relations. Something 
in my mind told me this was not the son 
I wanted. 


B Was it soon after his marriage to 
your daughter? 

W No. A little later. When I sensed 
thathehad comeonly because ofthe 
money; not for any love of business. I 
suffered for my daughter. She is the 
one who stopped (me) from doing 
this (till now). I didn't want some- 
thing to happen to her. Otherwise, I 
would have done this long back. 


B What precipitated this action? 
@ Nothing. I had to tell him ‘thus 
far and no further. I have gone to 
the court so that he doesnt destroy 
other businesses. I never thought 
that I would go to court. But there 
is nothing elseI can do now. This is 
only for the sake of record. 


E Are you resigned to the fact that 
you will not get back the company? 


Bl No. 


E How did you communicate at family 
functions? 
lll He has given me respect. 


E When was the last time you met him? 
E I dont remember exactly. He came to 
my office one day, about a year ago. 


Wi It’s been a year since you met him? 

ll Met him face to face. He will not face 
me and talk to me. He has no courage to 
face me. 


E For somebody who has such business 
acumen, how could you go wrong? 
ll I am not a businessman. I dont 
have any business acumen. I am a 
technocrat. My father was a farmer; how 
can I have a business of my own? A mis- 
take has been made. I know that it might 
not even be settled during my lifetime. 
Ihate courts and I hate disputes that 
are in court. Because my father was a 
landlord, though he was a farmer. He de- 
stroyed everything because he fought too 
many cases. He was a court bird. I want to 
be away from that. Today, I have been 
pushed into that and I dont like that situa- 
tion. I just dontlike that situation. 


E What do you see as the future of your 
parent company BPL? 
B | will bring it back to its glory. It will 
improve performance. 


“T didn't consider 


him as an equal. 


He was a boy who 


was running 
around." 
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B With Sanyo or without Sanyo? 
ll Without Sanyo. On my own. 


E Butyou were setting up a joint venture 
with Sanyo in BPL. 

W Thathas been formed. That is only for 
colour televisions. Only TV assembly 
has been taken away. We are now work- 
ing very strongly on mobile telephones. 


E Jf you were to relive this experience...? 
W Its an experience of a lifetime. I 
would have put this fellow in the right 
place; he would be under me and re- 
porting to me. No director, nothing. 
Today, BPL Communications has all his 
employees. So he can get all resolutions 
passed. That is what he is doing. And he 
would like to keep it like that. Unless you 
go and fight for it. That will take time. 


E Did you always see Rajeev as one of 
your several managers? 

ll He is not an owner. Ownership has 
not been given to him. 


E Have you got interested in BPL Com- 
munications only now because it has 
started making money? 

W No. Actually, its value has gone down. 


E What does your son say? 

E Left to him, he would not have gone 

to court. My wife would not have gone 

to court. It's middle-class family val- 

ues. But I thought during my lifetime I 
had to tell him 'this far and no 
further’. I have other properties. 
I want to tell him you can't come 
anywhere near that. That is why 
I have gone to court. I have to 
see how to safeguard my daugh- 
ter's interests. 


E So you have come out of retire- 
ment to fight it out? 

B | will fight it out even (from) my 
graveyard. There are absolutely no 
second thoughts about it. Other- 
wise, he will not learn the lessons. 
I retired because if you dont retire 
totally, they will think that this 
old rgan is disturbing us. I didn't 
want to hear that. I have lived like 
a Maharaja. 





E You regret the whole episode, 
definitely? 
ll Yes. But I could've avoided it. B 


DOES YOUR COMPANY 
CASH FLOW STATEMENT 


REFLECT ENERGY EFFICIENCY 
AS A SOURCE OF REVENUE ? 


You may be missing out on a bright 
business opportunity 


“> ^» CJ "e 
- — —— . Oh eR 5 "ubl cet oma 
LM "4 Pu SRE ES poly CE TN et Sy 
^ è +23 "t i JI NS i fe kr b i £ E? "M. | ie a E 
| At a Vic) YEN Nene lots Fo I 16 
Ln ig i Y ET o tz f "44 - t ) "hist $^. 
Eu: d^ 14 et s J ios éd Av : Sy ye v eiA Ry 
vA wy Li SNC R ys 3 , SC z COP SX E^ LI : 4 ! 
* qu v - 
E K's, | i 4 P 
í * LM 
i "ym si 2 = 5 


MEL: or : nbi t" 
‘et SREP d i i, TAM. Cd 
- o ' Í " » 


Energy efficiency helps in 
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IREDA makes it easy with attractive financial packages 


Indian Renewable Energy Development Agency Limited 
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Raising the 
interest 
rate on 
public 
provident 
funds will 
be an 
utterly 
irrespon- 
sible move 
to pander 
to a few 
at the 
expense of 
the many 

















cember, are to be believed, it would seem 
that Prime Minister Manmohan Singh 
has acquiesced to the Left's demand for 
re-hiking the interest rate on the Em- 
ployee Provident Fund (EPF) scheme. After a 
meeting with Singh, Mr Gurudas Dasgupta of 


the CPI said: “As I understood him, he [the PM] | 


has agreed to increase the interest rate from 8.5 
per cent to 9.5 per cent." He also said: "I have 
never heard Singh [being] so sympathetic to the 
demands ofthe trade unions.” Almost immedi- 


ately came a guarded response from the Prime | 


Minister: “I have not said anything. I said we 
will consider it. When Parliament is in session, I 
cannot make any announcement outside.” 
Let's hope that Comrade Dasgupta and his 
Left colleagues are fondly imagining goodies 
that are just not there. But that may not be so. 
There was an ominous note that trilled from 
people close to the government and the PMO. 
According to them, we should think of the 
Singh-Dasgupta dialogue as a strategic give- 
and-take process with the Left — against this 
‘give’ the government would extract a ‘take’. 


This worries me, because the 'take' record of 


this government vis-à-vis the Left has been as 
illustrious as Parthiv Patel's wicket-keeping. 
The 13 December issue of this magazine 
had carried a comprehensive cover story on 
how successive labour ministers have de- 
stroyed the EPE Not much more need be said 
except to reiterate a few things. First, the Em- 
ployees Provident Fund Organisation (EPFO) 
has, believe it or not, 20,000 employees. The 
second is truly great news. For a body that cov- 
ered 344,508 establishments involving over 39 
million employees in 2003, received provident 
fund contributions worth Rs 11,388 crore in 
2002-03, and administered a PF investment ofa 
staggering Rs102,747 crore as on 31 March 
2003, it does not have a single modern financial 
expert among its employees, or a treasury de- 
partment! Thus, its 42-member Central Board 
of Trustees presided over by the Union labour 
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The great PF 
backtracking? 


F newspaper reports of Friday, 17 De- | 

















minister blindly endorses the parking of funds 
in approved securities, without any of the fidu- 
ciaries seeming to bother about the growing 
gap between EPFOS returns on investments 
and its administratively imposed liabilities. 

A Ponzi is a financial scheme which uses 
some depositors' capital to pay interest to other 
depositors. In effect, it burns up capital to pay 
interest. Ponzis work in the short term, but are 
doomed to fail over a longer horizon. I hate to 
say this in black and white, but the fact is the 
EPF is Indias largest Ponzi — much larger than 
what UTI was in its worst days, but backed by 
the fiscally broke Central government. 

Consider some arithmetic. According to 
the EPFO, 79 per cent of its Rs102,747 crore 
of investments are parked in the Central gov- 
ernment's special deposit schemes which 
pay 8 per cent interest. That translates to an 
interest income of Rs 6,494 crore per year. In 
2002-03, administrative costs of the EPFO 
were Rs 430 crore. At even the existing 8.5 per 
cent interest, the fund must generate 
Rs 9,163 crore to cover its costs and protect 
the capital. Which means that the residual 
2] per cent of it funds must fetch Rs 2,669 
crore, or a return of 12.4 per cent, which is 
well nigh impossible in today's scenario. So, 
the EPFO is already eating into its capital. 

Now, consider what the proposed 9.5 per 
cent interest will imply. To meet that and 
administrative costs, the fund must generate 
Rs 10,191 crore. Hence, EPFO’s 21 per cent 
residual funds have to generate Rs 3,697 crore 
per year. That translates to an additional return 
of 17.1 per cent on the remaining 21 per cent of 
EPFOS funds! Do I need to say more? 

On this one, the Prime Minister had better 
not think of strategic ‘gives’ and ‘takes’. In a mi- 
lieu where the government is already commit- 
ted to the National Employment Guarantee 
programme, if Singh were to agree to a hike in 
the EPF interest rate, he had better believe that 
in the coming spring the trees of India will 
sprout bank notes, not leaves. a 
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Kenneth Rogoff, economist, Harvard University 


The US current account deficit cannot get much larger 
unless it starts borrowing from Mars. 
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So let's say it upfront: the most important issue facing the 
global economy in 2005 is likely to be the decline of the dollar. 
The US currency has already dropped 35 per cent against the 
euro and 24 per cent against the yen since 2001. Yet, that's not 
the end of the story. 

Economists Maurice Obstfeld of the University of Califor- 
nia and Kenneth Rogoff of Harvard University say in a recent 
paper that the dollar needs to fall by another 20 per cent if the 
US current account deficit is to move towards saner levels. It 
could even fall by 40 per cent if things get out of hand. 

Fred Bergsten of the Institute of International Economics 
also says that a 20 per cent fall in the dollar is needed to bring 


the US current account deficit to a sustainable level. And for- | 


mer Fed chairman Paul Volcker, arguably the finest central 
banker ever, feels that there is a 75 per cent chance that the 
world will see a dollar crisis in the next five years. 

Morgan Stanley's Stephen Roach writes in a recent report 
with the ominous title ‘The Armageddon Foil’: "The dollar's 
recent decline is ... encouraging. In real terms, the broadest 
measure of the dollar has basically only retraced the run-up 
that occurred in the first nine months of this year — leaving 
the index about 15 per cent below its February 2002 peak. For 





a US economy with a current account deficit of 5.7 per cent | 
and rising, this adjustment is modest, at best. In my view, there | 
is at least another 10-15 per cent to go on the downside. The | 


trick will be for the world to manage the coming currency re- 
alignment in a fashion that is fair and equitable to all countries 
and regions on the other side of that trade." 

A further 20 per cent fall in the value ofthe dollar can com- 
pletely alter the rules of the global game, sending companies 
and investors scurrying back to the drawing board. There have 





Paul Voicker, former Fed chairman 


There is a 75 per cent chance that the world will see 
another dollar crisis in the next five years. 


ECONOMY 





DILEEP PRAKASH 


Stephen Roach, chief economist, Morgan Stanley 


The trick will be to manage the coming currency realign- 
ment in a fair and equitable fashion for all countries 


been two previous episodes of steep drops in the dollar: in 
1973 and 1985. Both episodes sent the global economy into a 
tizzy: one way or another, a weak dollar led to everything from 


| recessions to asset bubbles. 


Some countries had investment booms while others fell by 


| the wayside. The rise in oil prices and high inflation in the 


1970s, the Japanese asset bubble of the 1980s and its subse- 
quent burst in 1989, the investment mania in countries like 


| Thailand and Malaysia, and even the tech bubble — each was 





a result of the dollar's gyrations since 1973. 

It will be the same this time around as well. The dollar sits 
at the heart ofthe global economy. A change in its fortunes can 
unsettle economies from Chile to Japan. For example, take 
capital flows. Just about every sensible analyst knows that for- 
eign money is pouring into India (and the rest of Asia) because 
the dollar is so weak. The smart bunch is desperately looking 
for a new safe haven where its investments can grow. 

Could a huge rush offoreign investment into India fuel ex- 
plosive economic growth as well as high inflation and over- 
priced assets? On the other hand, what will a rupee that trades 
at 40 to a dollar mean for the profitability of Indian compa- 
nies? Let's wait and see. 

The root cause of the coming decline of the dollar is a sim- 
ple fact: America does not save enough. The country is living 
beyond its means. So its household and government budgets 
are splashed with red ink. The world's most powerful econ- 


| omy has a current account deficit of $165 billion and a fiscal 
| deficit of $58 billion. And there are no signs that these twin- 


deficits will shrink in the immediate future. 
In the absence of adequate domestic savings to finance 
them, America has become a junkie for foreign capital, need- 
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NM the foreign ex- growth in the ese asset bubble M deficit. But has tumbled further since then. 
a change market. continent and and then to a China cannot “Itis hard to see how the US current 
fA ithas little the EU member | B decade-long afford slower account deficit can get much larger un- 
A choice, given the M countries are recession. growth — the less the US starts borrowing from Mars. 
vA mountains of upset. That this The Japanese communist party Already, if one adds up the current ac- 
wa debt and deficit comes soon have good rea- worries that this count surpluses being run up by China, 
3 = that the US has after the face-off li son to ask why could lead to Japan, Germany and all the other coun- 
is built up over the on the iraq issue B they should unmanageable tries spinning excess savings into the 
3 È past decade. is significant. suffer. . Social tensions. world capital markets, the US is soaking 
Es up more than 75 per cent of the total. 
| There is not much left for anyone else,” 
x ing about $2 billion a day to keep its economy going. . says Harvard's Kenneth Rogoff, a former chief economist of 
+ a All this could have sent most economies totteringintoa the International Monetary Fund (IMF). 
" P crisis. America has managed to carry on with its unparalleled | There is both irony and injustice here. It's one thing for 
$ j profligacy because its currency is the world’s currency—what ageing societies like Japan and Germany to send their excess 
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de Gaulle called “an exorbitant privilege" So, foreign investors | 
are quite content pumping their money into the US. This | 
helps America stay on its spending binge. This manic spend- | 
ing keeps exporters in other parts of the world happy. That is | 
why Asia's central banks have operated as a cartel — buying | 
iJ US assets with a gluttonous appetite so as to keep the dollar | 
4 outoftrouble.The countries that are running record tradesur- - 
£ pluses with the US — especially China and Japan — are quite | 


happy financing American profligacy. 


vA og Asian central banks hold some $1.8 trillion in reserves. A | 
1M steep decline in the dollar can quickly eat into the value of | 
"Y these reserves. The big question is how much longer this re- | 
i92 lentlessriggingofcurrency values can continue. Already, there | 
HU are vague rumours in the trading rooms that Taiwan is about | 
to stop propping up the US dollar, while Russia and China are | 
a quietly moving their money out of dollars and into euros. If | 
É this trickle were to become a flood and suck billions out of the | 
US economy, interest rates will shoot skywards. America | 
could topple over into a recession and pull other parts of the | 
| pluses because of undervalued currencies. The Plaza Accord 


world down with it as well. 


Says Barry Eichengreen, economics professor at Univer- | 
sity of California, Berkeley: "There are clear signs of the cartel _ 
| to do. Within a couple of years, the dollar had fallen by a third 


fraying. For example, Chinas purchases of US Treasury secu- 


rities have been growing much more slowly than Chinese re- | 
serves for several months. There are many reports of other | 
Asian central banks, and the Russian Central Bank, surrepti- | 
tiously shifting out of dollars. I think the end of the cartel is | 


already upon us." 


The danger of a run on the dollar is clear, yet can the in- | 
evitable be postponed? It's no longer a rhetorical question. “It | 


savings to the US and quite another thing for poor countries 
like China and India to do so. 

Just what is likely to happen to the dollar? And what will it 
mean for the global economy? There are no easy answers, but 
history can offer us some clues. So let's trek back to 1985, and 
see what happened then. 


N 22 September 1985, at the Plaza Hotel in downtown 

New York, US treasury secretary James Baker announced 
an ambitious deal between the world's five most powerful 
economies to realign their currencies. 

Then, as now, the problem was the same: the US had huge 
fiscal and current account deficits. Apologists of the Ronald 
Reagan administration had at first claimed that the current 
account deficit was not a problem since foreigners were more 
than eager to fund it. In fact, it was an indication of the inher- 
ent attractiveness of God's Own Country. But the cool opti- 
mism later made way for anger against the Germans and the 
Japanese who, it was claimed, were running up trade sur- 


was to sort out precisely this problem. 
The accord was spectacularly successful in what it set out 


against the deutsche mark and by half against the Japanese 
yen. The fall of the dollar helped the Reagan administration 
cut the US current account deficit; by 1991, the US current ac- 
count was in balance. (Not forlong, though. The deficit started 
climbing after a few years.) 

Meanwhile, other economies had to face unintended con- 
sequences. Japan's experience is the most striking. The Plaza 
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Accord was, eventually, an attempt to shift economic growth | 
from Japan to the US. Japan's stunning economic transforma- | 
tion in the 1960s and 1970s was partly due to a cheap yen, - 
which powered its export miracle. So, a stronger yen was | 
bound to squeeze growth in the country. GDP growth fell from _ 


4.4 per cent in 1985 to 2.9 per cent in 1986. To fight the slow- 


down, the Bank of Japan slashed interest rates; the discount 
rate was cut from 5 per cent to 2.5 per cent. 

|. Suddenly, there were rivers of cheap money flowing 
through the Japanese financial system. Some of it went into 
the equity and real estate markets, lifting prices to astonishing 
levels. The Nikkei touched 40,000. Downtown Tokyo was 
worth more than the entire state of California. This was the in- 
famous Japanese Bubble. When it was finally pricked in 1989, 
the world's second-largest economy slipped into a recession 
that it has still not recovered from. 

|. End of story? No way. Hit by recession and high costs, 
Japanese companies poured billions into countries like Thai- 
land, Malaysia and South Korea. Investment from the other 
money centres followed. Soon, these countries had their own 
asset bubbles and subsequent currency crises. The smart 
money was on the move again, till the near-collapse of Russia 
in 1998 sent it hurtling into the ultimate safe haven: the US. 
The dollar soared, interest rates crashed and Wall Street par- 
tied. It was the age of the dotcom. Then the tech bubble col- 
lapsed. Money moved into real estate, pushing US housing 


prices to their current unrealistic levels. 


The moral of the story: a realignment of currency values | 


can unsettle economies from one end of the 
globe to the other. That said, there is little doubt 
that the agreement hammered out over five long 
months in 1985 did achieve what it set out to do. 
Can there be another Plaza Accord today? 
The success of the earlier Accord makes this an 
inviting proposal. But remember: it's a different 
world today. 
. First, the size of the problem is far bigger to- 
day than it was in 1985. The US current account 
deficit then was 2.7 per cent of GDP compared to 
today’s 5.7 per cent of GDP (and growing by the 
day). This will mean a sharper adjustment and 
more blood on the streets. Second, the central 
banks of the rich countries no longer have the 
muscle to ensure that the fall in the dollar is grad- 
ual and orderly. The forex market now is far too 
unruly, with hedge funds out there sniffing for 
trouble. They have the proven ability to upset 
government calculations. 
| And third, even if there is an attempt to get 
various governments to participate in a repeat of 
the 1985 Plaza Accord, there is still a contentious 
question: who should be called to sit at the nego- 
tiating table? It cannot only be the five rich boys 
of 1985 — the US, Japan, the UK, Germany and 
France. Global power is more evenly distributed 
today. There is no consensus here. Harvard Uni- 
versity's Larry Summers, who was Treasury Sec- 
retary in the second Clinton administration, says 


that the G-20 should sit together and chart the cond 


96 of financing 
by central banks 
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future course for global currencies. Others say that this would 
be too big a gang at the table. Instead, only the four countries 
that really count should hammer out a currency deal: the US, 
China, Japan and Europe. 

Meanwhile, parts of the American Right have been busy 
suggesting that the BRIC countries (Brazil, Russia, India and 
China) should be invited with the G-7, to create a G- 11 group. 
Critics of this plan allege that this is nothing but a subtle at- 
tempt to cut Europe down to size, a retribution for the conti- 
nent’s firm opposition to the US invasion of Iraq. 

Others see in this plan a veiled alliance against radical Is- 
lam, since almost all the countries involved have been tar- 
geted by Islamic radicals. 

Whoever sits at the negotiating table will not have an easy 
task ahead. The forex market today can humble the most pow- 
erful centres of financial power. In 1992, for example, George 
Soros almost single-handedly humbled the Bank of England 
and destroyed the European Exchange Rate Mechanism 
(ERM), asystem of fixed exchange rates. A bigger pack of spec- 
ulators broke the back of some of Asia’s most vibrant 
economies in 1997. It can happen again. 

The biggest lesson of the 1990s is that footloose capital can 
undermine the most carefully laid-out plans to manage cur- 
rency values. This is why some economists like Rogoff say that 
the job of realigning currencies should be best left to the mar- 
kets. ^I do not favour a new Plaza Accord. As traumatic as the 
new exchange rate adjustments are likely to be, benign ne- 
glect if preferable to the system of mismanaged exchange 
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M&M's entire manufacturing process is managed by mySAP ERP, right from the time raw material enters the 
system ull the finished goods leave the factory. The inventory automatically takes care of the production. SAP's modules of material 
management, sales and distribution, finance and accounts, plant maintenance, cosung and controlling, project systems and quality 
management ensure online visibility of all transactions across the company. The Result: Improved response time and better inventory 


levels. (Inventory levels have reduced to 2/3rd of the levels M&M had before.) Find out how SAP can help your bottom line, visit sap.com. 


"Riding the New Wave, Growth Strategies for a Recovering Asia-Pacific" is a new Economist Intelligence Unit report that will help you 
gauge your growth aspirations and identify potential opportunities in the region. For a complimentary copy and to find out how SAP 
can help you realize your business goals, visit sap.com/asia/growth, e-mail info.indiac sap.com or call toll-free on 1600 445959. 





The Adaptive Enterprise 


The event-driven firm with the ability to sense and respond to change quickly 


t is said that the answers to most complex prob- 

lems are found in history and nature. 

Notwithstanding the ill-fated experiment by 
Icarus who tried to fly by flapping his artificial 
wings, many of man's creations have been inspired 
by nature. 

Surviving in the harsh business environment of 
today can be likened to surviving in the cruel and 
unforgiving nature of life in the jungle or more 
specifically in the Amazonian Rain Forest. It is 
quite interesting to study the way differ- 
ent species cooperate and collaborate. 
Also creatures react with speed and 
alacrity in response to 
signals that could 
range from the shrill 
signal of a bird 
indicating the pres- 
ence of a predator to 
that of impending 
thundershowers. 

There is a lesson from 
nature for all of us in 
business today. Collabo- 
rate and cooperate with 
partners, and sense and 
respond to signals that could be a 
threat or an opportunity. 

Companies that are winning today collect, ana- 
lyze and respond to information as living beings 
do, in real-time. Dell, Wal-Mart, Toyota, SAP are 
elephants that have learnt to dance. At the core of 
their success lies a remarkable ability to sense and 
respond to change. 

They are the Adaptive Enterprises of the 21st 
century. 

What's driving such an enterprise are still real-life 
issues of costs, profitability and customer retention- 
issues about surviving in an extremely turbulent 
and fast-changing environment. But it knows that 





















the drivers of business have changed. It knows that 
despite all the investments in technology, anticipat- 
ing or estimating demand is getting harder by the 
day. What can be improved, however, is the ability 
to respond to events and situations as they unravel. 
The adaptive enterprise has the smarts to foresee 
that gearing up for ever-shrinking response times 
and ever-changing competitive landscape needs 
more than tweaking its own internal systems. It 
requires a complete reorientation in the way the 
organization’s information systems are wired. 
It is not longer about ver- 
tical or horizontal inte- 
gration of systems. 
What is needed is a 
virtually integrated 
infrastructure on 
which a business ecosys- 
tem of partners, suppli- 
ers and customers can 
be built. 

So the challenge is 
to build an adaptive 
business network that 

links business process- 
es of independent organi- 
zational units using a uniform 
technology infrastructure. Only such a network 
draws on the strength of each individual partner to 
generate shared benefits for all. All the partners 
interact with each other in the network, which 
means any necessary adjustment to the changed sit- 
uation can take place quickly and transparently. 
But the entire network should be in sync- if the 
supplier is not geared for quick changes in the pro- 
duction schedules, there is only so much flexibili- 
ty that can be built into a company's own systems. 
Companies that can quickly integrate all collabora- 
tive value-creation processes into a partner net- 


| work are the ones who will emerge on top. E 
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ERP gets ready to put speed into the 21st century 


ense, respond, collaborate, 

adapt... these operative words 

must guide the choices busi- 
nesses make today to survive—and 
thrive. In such a dynamically chang- 
ing environment, speed and adaptabil- 
ity can be potent weapons in the 
hands of the enterprise. But until 
recent times-when powerful tech- 
nologies like Enterprise Resource 
Planning arrived on the scene-there 
wasn't much that companies could do 
about it. 

Perhaps no single technology has 
had a bigger impact on corporate 
functioning than Enterprise Resource 
Planning, or ERP. For the first time, it 
was possible to understand and 
know -deeply-the status of activities 
within the organization. Companies 
had complete visibility into what 
was going inside the various depart- 
ments-the inventories that were in 
stock; the orders sales staff had 
booked; the outstandings to be col- 
lected. Over a period of time, capa- 
bilities were added to collect all this 
information in real-time. Today's 
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adaptive enterprise 


ERP tools extend this capability | applications focused largely on 
beyond the boundaries of the | automation. They were designed as 
organization-into partner, supplier | high performance  transactional 


and customer organizations-making 
organizations truly adaptive business 
systems. 


engines that drove operational effi- 
ciencies. Since they were built for 
efficiency around a tightly integrated 
set of functions (say finance), they 
often did not have a clear distinction 


In its first avatar, ERP and associated 





between user interface. business 


: The focus of manufacturing systems in this era was on inventory 
control. Software packages were designed to handle stocks based on tradi- 
tional inventory concepts. 


: Material Requirement Planning (MRP) systems emerged in this era. 
With timelines for the finished goods as the starting point, this system 
worked out when and how much of which sub-assemblies, components, 
and raw materials would be needed. 


: The concept of MRP II evolved which was an extension of MRP to 
shopfloor and distribution management activities. 


: The term MRP II was extended to cover areas like engineering, 
finance, human resource and project management-and thus ERP was born. 


: ERP gets modular with several applications such as data warehous- 
ing, business intelligence, CRM and SCM getting added. Internet-enable- 
ment of ERP and all the associated applications begins in true earnest. 








logic, and data. Modifying these sys- 
tems to support the addition of new 
channel partners, products or servi- 
ces, or to target new customer seg- 
ments, resulted in higher costs and 
complexity. 

In the mid-1990s, these constraints 
gave rise to EAI, which attempted to 
stitch together business scenarios 
using specific application-to-applica- 
tion interfaces designed for perform- 
ance and reliability. But EAT has not 
produced an integration architecture 
that is cost-effective in the long run, 
and it has proven to have its own prob- 
lems. More recently, Web Services 
have held out great promise, but their 
true power remains to be tapped. 

While EAI tools can successfully 
link individual applications, they 
require programmers to understand 
the inner workings of both sides, 
which create a tightly coupled integra- 
tion. Programmers then have to main- 
tain these links over the useful life of 
the applications. Creating and main- 


taining these hardwired links is | 


expensive and resource intensive. 
Every process change triggers expen- 
sive and complex programming and 
testing. Creating a scalable, robust and 
flexible architecture that facilitates 
agility and responsiveness calls for 
new answers. 








Services Oriented Architecture- 
The New Answer 

The essential idea underlying this 
architecture is simple: create layers 
which separate interaction logic from 
business logic and data so that data is 
not married to a particular applica- 
tion. Rather, it can be called by differ- 
ent applications as and when needed. 

Since the two are separate, any inte- 
gration or modification effort is sim- 
pler. Besides, this whole new architec- 
ture is being built using Web Services. 
A Web Service represents a self-con- 
tained, self-describing piece of appli- 
cation functionality. It is self-con- 
tained, because the application using 
the Web Service does not have to 
depend on anything other than the 
service itself, and self-describing, 
because all the information on how to 
use the service can be obtained from 
the service itself. 

Instead of requiring programmers to 
establish and maintain links between 
applications, Web Services are loosely 
coupled, making connections simpler 
and more flexible and allowing appli- 
cation architects to find more easily 
and understand services offered by 
other cooperative applications. Since 
Web Services hide implementation 
details of the underlying applications, 
a developer "using" Web Services to 


build a new solution needs no knowl- 
edge of the structure of the applica- 
tions that deliver the service. 

So what does it all mean? The new 
versions of ERP break the operational 
silos and create an enterprise-wide 
picture. They make it easy to co-opt 
external partners-customers, suppli- 
ers, distributors-as and when needed 
by making it easier for applications to 
talk to each other. This, in turn, means 
reduced cost of ownership of technol- 
ogy-and extension of the lifespan of 
their legacy applications. 

The new ERP, built around the 
Services Oriented Architecture, 
enables adaptive business solutions, 
which can be developed rapidly, 
deployed easily across heterogeneous 
landscapes, and adapted quickly and 
efficiently, as business needs change. 

The old ERP was about making 
the back-office efficient, the new 
ERP is about making evervone in the 
enterprise efficient. By combining 
the power of capabilities such as 
enterprise portals, employee self 
services, mobile infrastructure, and 
collaborative on-demand applica- 
tions, the power of ERP is brought to 
all users rather than just a privi- 
leged few, and allows information to 
be made available to-everyone any- 
time, anywhere. a 





After initial hiccups, Indian companies are finally taking to ERP in a big way 


he 1990s were a period of great 
upheaval in the Indian corpo- 
ratedom. Thrown into compet- 
itive waters for the first time, the 
reaction of Indian companies’ was 
mixed; some denied it, others protest- 
ed it, while some others got their 
heads down and decided to do some- 
thing about it. 
While ERP did have world-class 
processes built into it, most Indian 


companies were far from ready. As a | 


result, implementations were long 
and arduous, and by the time they 
were over, it was usually the ERP that 
had to give in to the existing proceses 
rather than the other way around. 
There were a few successes but like it 
happened in the West, failures 
hogged the limelight. 

The story now is as different as it 
could be. One, global competition is 
here and Indian companies have real- 
ized they need to be globally compet- 
itive. The quest for efficiency and 
effectiveness has become a continu- 
ous objective. Businesses are more 
focused and processes have been 
streamlined. And perhaps, just per- 
haps, the remarkable success of 
Indian technology companies too 
have had a rub-off. 

Overall, there is a genuine belief 
that a company cannot survive or 
thrive without large doses of technol- 
ogy. "One cannot imagine managing 
business growth without IT. At the 
transaction level, IT has become a 
must," says Shyamala Srinivasan, VP- 
Group Information Systems, 
CavinKare. This belief has fuelled the 
growth of the domestic technology 
market of Rs 22,000 crore. Growing at 
25-30% annually, it is one of the 
fastest-growing markets in the world, 
according to a Gartner estimate. 











There are several growth drivers. 
Those who had implemented ERP 
earlier are now shifting focus to the 
front-end applications that link up 
external partners (suppliers, vendors, 
distributors) and customers. There- 
fore, they are looking at a range of 
technologies-from SCM to CRM to 
Web portals. 

Then, there is the other bunch of 
companies that avoided ERP during 
1990s thinking it was too cumber- 
some and risky. These companies 
bought, or got custom-built lots of 
small applications for specific func- 
tions such as finance, human resource 
management or inventory manage- 
ment. Most of these were built on 
technologies such as COBOL. As 





According to an IDC report, 
the ERP market in India is 
estimated to reach 

Rs 507.5 crore by 2005-06, 
with a compounded annual 
erowth rate of 9.696 





these companies have grown, they 
have come to realize that these appli- 
cations can't scale up. Nor can they be 
integrated. Even the underlying tech- 
nology is outdated. As a result, they 
are now taking to ERP in a big way. 

But the cause of real excitement for 
ERP vendors is the emergence of a 
new, fast-growing segment: Small and 
Medium Enterprises, or SMEs. The 
top 500 companies in India already 
have ERP, which makes the SMEs the 
next logical adopters. Studies are 
already indicating that spending by 
SMEs on IT is expected exceed IT 
spending by large enterprises within 
a couple of years. 

And although the awareness of ERP 
amongst SMEs (at 3896) is lower com- 
pared to large enterprises (at 8896), the 
number of implementations going on 
are higher in SMEs [IDC research]. The 
research also points out that amongst 
SMEs, it's the service-oriented ones 
that have taken the lead. As a result, 
vendors are offering condensed, gran- 
ular versions along with their regular 
ERP solution portfolio. 

The modular nature of the current 
packages also contributes to making 
ERP more accessible to an SME since 
they typically prefer to start with a 
particular area. 

An SME with manufacturing focus 
would prefer the production module 
to the HR module. However, in gener- 
al, it can be stated that finance, HR, 
production, procurement and order 
management are typically some of the 
modules that any SME would go for. 

Based on these trends, the ERP 
market in India is estimated to reach 
Rs 507.5 crore by 2005-06, showing a 
compounded annual growth rate of 
9.676, according to an IDC report. It is 
boom times ahead. a 





“It is About Business 
Transformation, Not IT^ 


Says Rajiv L Jain, Managing Director and CEO of ICI India Ltd, 
a leading manufacturer of paints and specialty chemicals 


strong advocate of innovation 

as the primary source of com- 

petitiveness, Rajiv L Jain has 
used technology intensively to make 
ICI into a growth-driven organization. 
This has led to introduction of new 
products and brands, a strong focus 
on operational excellence and greater 
cost-competitiveness. How did he 
make ICI India strong in such a tough 
and globally competitive market? 
Excerpts from an interview that was 
part of the SAP Leadership Series: 


What factors have contributed to you 
being a leader in your field? 

What has really contributed is our 
focus on the consumer, our focus on 
innovation to meet consumer needs, 
our deep insight into consumer 
needs, and our ability to fulfill them 
through global technology 
backup and our global understand- 
ing of markets. 


Our 


What do you think is the most impor- 
tant factor to consistently succeed in 
delivering quality products and serv- 
ices to your customers? 

[ think the first thing is to understand 
customer needs and consumer needs. 
The second is to devise a robust for- 
mulation that delivers the benefits 
being sought by the consumer. And 
then, having a manufacturing pro- 
gram, which delivers flawlessly what 
is sought to be delivered in the 
formulation. 


Could you give us some instances of 
how IT in general and SAP in partic- 

















"We viewed it as a busi- 
ness transformation proj- 
ect, and SAP was a key 
element enabling that” 


ular has contributed? 

SAP has actually been a great enabler 
in the change process, which we 
embarked upon in our paints business 
in India. We never viewed SAP as an 
IT project. We viewed it as a business 
transformation project, and SAP was a 
key element in enabling that. 

We've been using SAP for a year 
and few months now, and it has been 
transformational for us because it has 
helped improve our delivery reliabil- 
ity very significantly; improve our 
sales processes; ensure that the con- 
sumer gets the quantity and quality of 
paint that he needs at the right place. 
It has also enabled our sales force to 
meet the needs and requirements of 
our dealers. It has also enabled the 
organization to have one source of 
data which is undisputed and the dis- 
cussions are focused on actions on 








data rather than disputing the data. 


Q. What are some of the changes that 
you expect within your industry in 
the next 3-5 years? 

We expect changes in the retail for- 
mat: how paint is sold. We expect 
change in the way people perceive 
the importance of paint and how the 
consumer looks at it as an item for 
improving his environment, rather 
than a nuisance which he has to 
undergo every three years. 


What is your vision for your company? 
The vision for our company is very 
clear. It is to be the leading supplier 
of quality coatings, and meeting the 
stated and unstated needs of the 
consumer in India. 

I think India is an evolving market. 
We are already seeing people experi- 
ment with different colours. We see 
the young Indian home-owner-the 
age has come down from 40-45 years 
to 30-35 years—and his interest is in 
creating his own environment, his 
own home space. And ICI is seeking 
to help fulfill the needs of a 
consumer in creating a dream home. 


What competencies do Indian compa- 
nies need to further enhance their 
reputation in the global marketplace? 
I think what any company needs-1 
won't talk only of Indian companies 
-is really a deep understanding of 
the consumer; followed by a very 
strong mechanism to deliver innova- 
tion, to meet those stated and 
unstated needs. # 
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"Returns on IT is Over 
Years as Usage Increases” 


Says Shyamala Srinivasan, VP—Group Information Systems, CavinKare 


tarted as a single product com- 
S CavinKare today offers 

quality hair care, skin care and 
personal care products. Products like 
Nyle, Fairever and Spinz are big 
brands in the Indian cosmetic mar- 
ket. The Rs 263-crore FMCG company 
uses technology intensively to man- 
age an efficient supply chain over a 
wide network spanning the length 
and breadth of the country. 

For CavinKare, information avail- 
ability was pivotal to its growth. As a 
marketing and distribution company, 
it had to get its stocking strategy right. 
It had to know where to place its 
stocks to capture demand spurts, and 
avoid build-ups in sluggish demand 
regions. All this had to be done with- 
out overstocking and with minimum 
capital locked up in inventories. But 
in the company’s traditional IT system 
information collation was not immedi- 
ate. What it needed was an ERP sys- 
tem that could gather information 
across the different divisions of the 
company in real-time. CavinKare did 
this successfully, and the returns 
have been impressive. Even as busi- 
ness volumes have grown at a fast 
pace, inventory levels have 
come down-setting the stage 
for a robust and profitable 


growth. As the company increasingly becom- - 
embarks on the process to ing outward looking, | 
become the leading FMCG : | 
marketer in the country, what — — with the key role 


will be the role of technology 
now to achieve its objectives? 
Shyamala Srinivasan shares 
her views in a SAP Leadership 
Series forum. 





“TT applications are 


being the ability to «m 
connect business partners, — 
suppliers and vendors" | 


What are some of the challenges that 
CIO's are facing today? 

The key challenges that CIOs of enter- 
prises face today is the rapid obsoles- 
cence of technology and shorter life 
cycles of hardware and software 
products. Another issue that is crop- 
ping up is security. Here the CIO has 
to play a very crucial role of provid- 
ing a secure and robust infrastructure 
to the organization. 


What are the key trends shaping your 
industry? What is the role of IT in 
this changing environment? 

IT applications are increasingly becom- 
ing outward looking, with the key role 
being the ability to connect business 
partners, suppliers and vendors. 


What is the IT vision you have for 
your company? 

IT has played a supportive role for 
CavinKare and we have reaped quick 
benefits, however our dependence on 
IT will be need-based. 


How is IT helping you better manage 
the rapid growth in business? 
One cannot imagine managing busi- 








ness growth without IT. At the trans- 
action level, IT has become a must. 
The returns out of investing in IT will 
accrue over the years as usage 
increases. 


Why did you choose SAP and how 
has SAP helped address your busi- 
ness challenges? 

After an analysis of various business 
software, we chose SAP since its 
Sales and Distribution module was 
feature-rich, and this matched our 
core requirement. SAP helped us get 
better control of inventories, central 
price administration, tighter control 
on sales and overhead costs. 


How important is innovation in 
today's environment? 

Innovation is business and business 
is innovation. As an FMCG company, 
we have to be innovative. Customers 
desire new things all the time. 


How does innovation in IT impact 
growth? 

Innovation is happening at a rapid 
pace in IT. Through technology, new 
products and improved services could 
be provided to customers, 
which in turn help in growth 
of business. 


What role has SAP played in 
contributing to innovation 
and growth in your company? 
In our organization, we have 
critical processes running on 
SAP. We foresee SAP playing 
a leading role in contributing 
to our growth. s 





onsider this. Eight factories, a 

warehouse, over 120 exclusive 

franchisee showrooms, 15 
agents, 22 distributors and 3,500 
retail outlets spread across the coun- 
try-and that’s only one side of the 
equation that N P Singh, Vice 
President, Information Technology, 
Madura Garments, had to solve. The 
other side-hundreds of SKUs that 
must be sold within 4-6 weeks. 
Otherwise, whatever was left had to 
be cleared at discounts of up to 50%. 
Mind you, this is a business where 
planning-to-sales cycles could be as 
long as 6-9 months. 

Keeping the level of unsold stocks 
(returns) down to 5-10% is the chal- 
lenge that every garment-maker must 
deal with. Returns up to this level are 
acceptable since it is impossible to get 
the forecasts completely right-but 
anything higher, and it begins to hurt. 

This was the case with the 
Bangalore-based Madura Garments 
that sold brands such as Louis 
Philippe, Van Heusen and Allen 
Solly. The returns in Madura's case 
were as high as 3096, high enough to 
hurt the bottomline. 

The problem was apparent. "Users 
across functions identified operational 
problems and absence of timely MIS 
as two major issues," says Singh. The 
drawbacks of the legacy system 
included lack of updated information 
due to non-integrated systems, diffi- 
culty in modifying current systems for 
new information requirements related 
to product development and impend- 
ing technology obsolescence (INGRES, 
COBOL, and FOXPRO were the 
platforms). 

The presence of multiple technolo- 
gies was making integration and 
modification complex and cumber- 
some. Moreover, the company was 
incurring high costs in maintaining 
the IT infrastructure. As a matter of 
fact, there were times when the ware- 
housing system would show one fig- 
ure that would be totally different 
from the consolidated figure at the 








Fashioning 
Success 


A perfect software and precise implementation 
led to remarkable results for Madura Garments 


corporate level! 

It was critical that Madura had 
complete visibility into the supply 
chain. It also needed more accurate 
forecasting, better 
demand and production, smoother 
interfaces with distributors 


retailers. It needed to wire up every- | 
thing-production, forecasting, and | 
| platform to serve the specific needs of 


distribution—smartly. 

In other words, Madura needed 
ERP, and also add other applications 
on top of it to reduce lead times and 
have better response mechanisms. 

Having analyzed various imple- 
mentation needs at the organisation, 


Singh knew that SAP, which already | 


had over 200 installations of SAP R/3 


in India alone, was the right partner | 


matching of 


and | 





for triggering re-engineering initia- 
tives at Madura. So the company 
started with ERP from SAP. It decided 
to go for an industry and inventory- 
specific solution called Apparel and 
Footwear Solution (AFS) comprising 
SAP R/3 and AF3. 

Now, a traditional ERP attempts to 
integrate all functions onto a single 


all the departments. So it takes care of 
the 'enterprise' part (in its acronym) 
reasonably well. The trouble is with 
the *planning' part. There, it doesn't 
quite live up to its promise. 

SAP had two great aces up its 
sleeves: APO or Advance Planning 
and Optimization module (a forecast- 
ing application); and BIW or Business 





Intelligence and Warehousing mod- 


ule (a data warehousing and decision | 
support application) that took care of | 


planning and top management deci- 
sion-making concerns. 

Since both the applications were 
from SAP, it meant that integration 
was going to be easier. It also added a 
Web-based customer interface on top 
of the ERP system. This would make 
sure that it captured data from exter- 
nal sources (distributors, retailers, 
suppliers) in addition to what ERP 
gathered from within the organization. 


How did it implement? 

Madura formed a project team com- 
prising a consultant from PwC 
(which is now IBM Business 
Consulting Services.) Besides, a joint 
team was formed with SAP India 
also. “It’s because of the industry 
expertise SAP had,” says Singh. A 30- 
member core team comprising 15 
consultants and an equal number of 
specialists from Madura was formed 
to oversee the operations. Madura 
also hired 4-5 programmers and 
trained them in ABAP (the SAP lan- 
guage). They were to do the cus- 
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tomization during implementation. 

Since Madura wanted all the 
processes to be automated, the cus- 
tomization team came in handy. For 
example, entry of SKUs into the ERP 
system is manual. “But that would 
have been very cumbersome,” says 
Singh. So the team developed a bar- 
code-scanning module-essentially, 
software that would collect and load 
data automatically into the ERP sys- 
tem from a barcode scanner. 

The team then integrated its existing 
Web-based ordering process with the 
ERP system. Today, Madura does not 
entertain any orders offline. 
Distributors and agents can place 
orders, check status of their orders and 
even check the accounts with the com- 
pany, just by logging in. With this, the 
team had integrated a large chunk of 
the supply chain with ERP at its core. 

Simultaneously, it went about inte- 
grating the top management MIS so 
that it could cull out data from the 
back-end and present it to the bosses 
faster and more accurately than ever 
before. This included information 
like profitability across brands and 
channels, sales offtakes and working 





capital status. 

While implementing, Madura set 
certain milestones-when a module 
such as Materials Management was 
implemented-it insisted that SAP AG 
fly an expert from its headquarters in 
Germany for auditing that milestone. 
Only after the audit did they move to 
the next stage. As a result, Madura 
was able to stabilize the system with- 
in 12 months. 

“SAP implementation has changed 
the way we conduct our business by 
bringing in transparency and doing 
away with islands with tenuous con- 
nections to each other,” says Singh. 
In the process, Madura has also 
reduced its response time to internal 
and external customers. “We are now 
able to sense, act and respond effi- 
ciently to the ever-changing market.” 

Now, senior executives at Madura 
can monitor variations between 
annual budget plan and monthly 
plans, which ensures coordinated 
monitoring of top-line and bottom- 
line growth resulting in improved 
profitability. The implementation has 
also brought an integrated order man- 
agement, revenue recognition and 
account receivables functionality; 
and at the same time has eliminated 
non-value adding functions like rec- 
onciliation and consolidation. 

“Profitability assessment for each 
showroom, brand and customer can 
be done in the system,” says Singh. 
The new system can also suggest 
replenishment based on these parame- 
ters and also generate weekly control 
reports on sales and inventory for each 
showroom. Moreover, sales returns 
can be linked to original sales orders. 

The numbers at Madura tell the 
entire story. Order fulfillment is up 
from 70% to 90%; order release-to- 
dispatch time is down from 22 days 


| to 18 days; inventory is down from 


13% of sales to 11.7%; showroom 
receivables have reduced from 55 to 
40-45 days. 

Now things don’t get better than 
this, do they! a 





Lean Publ 


Machine 


The implementation of 
SAP ERP helped 
Macmillan India shed 
inefficiencies and 

gain speed 


t was a classical case of a mid-size 

company working with assorted IT 

applications, some created in- 
house and others purchased. Each 
department was an IT island, with no 
information flow between depart- 
ments, or any useful aggregation at the 
senior management level. In many sit- 
uations, when an IT person left the 
company, the knowledge of working 
on a particular application also left the 
organisation. The direct impact on 
business was evident in the rising 
inventory levels. 

So the senior management at 
Macmillan India, one of the leading 
book publishers, took a decision to 
change all this. The Rs 101-crore 
company, with 1,200 employees 
across 25 locations in the country, 
needed an IT system that could tie up 
all its activities to facilitate informa- 
tion flows and enhance operational 
efficiency. It also had to provide vis- 
ibility into the operations on a day-to- 
day basis to the senior management. 

The go-ahead was given to a project 
to integrate the IT infrastructure of all 
the departments of the organisation— 
sales and distribution, production and 
planning, finance and accounting, 
controlling and payroll. Given the 
requirements, the software solution 
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had to be an ERP suite, and there were 
many options to choose from includ- 
ing Ramco, JD Edwards and SAP. 

Macmillan was looking for three 
things. One, it had to be a solution 
with India-specific functionalities 
that complied with Indian rules and 
regulations. Two, it had to be a well- 
known brand. Three, it had to be a 
financially stable vendor who could 
provide support and service on a 
long-term basis. 

Only SAP met all three criteria, and 
its R/3 4.6B version was chosen for 
implementation. An implementation 
team-with internal and external 
experts was set up, and the integra- 
tion process began. The biggest chal- 
lenge was centralizing the vast IT 
administration network, where 
regional offices had IT teams running 
their own networks. Data transfer 
from the legacy system into the SAP 
system was also a tricky exercise as 
the process is prone to errors and 
takes a long time to finish. 

Overcoming these challenges, the 
system went live at Macmillan in the 
beginning of 2002. The benefits of the 
integrated IT system that ERP created 
began trickling in almost immediate- 
ly. With centralized IT administra- 
tion, IT staff at the regional offices 








were redeployed into the core sales 
and publishing functions, which 
boosted the company’s productivity 
even further. The centralization of 
administration and data storage and 
processing also reduced the cost of 
ownership substantially. At the same 
time, it gave operational visibility 
across the organisation. 

Most importantly, the company 
was able to match its demand and 
supply more accurately. Instead of 
keeping extra stocks in the regional 
offices to meet unplanned demand, 
these offices started placing orders 
through the centralized ERP system. 
This way stocks were dispatched 
against actual orders only from the 
stores, and inventory levels in the 
pipeline came down substantially. 

With the smooth rollout of the core 
R/3 solution, the company decided to 
implement the business warehouse 
solution also, which would help man- 
age the stocks at the warehouses more 
efficiently. Having done that success- 
fully, the company is now planning to 
implement a CRM solution. 

After integrating its core business 
processes, reducing inventory costs, 
and increasing productivity, the focus 
at Macmillan India is now to leverage 
the ERP platform for more profits. m 





mySAP ERP-Extendin 
the Enterprise 


The new-generation ERP suite sets the stage for adaptive business systems 


n today’s complex and rapidly 

changing business environment, 

technology has been playing a 
critical role in driving efficiency and 
growth. For companies however, 
identifying and adapting the right 
technology solution has become a for- 
midable challenge. 

For over 30 years, SAP has played a 
pivotal role in providing IT tools that 
interface with business processes, 
and impact operational performance 
in a significant manner. In fact, SAP 
has become synonymous with the 
software solution it sells: Enterprise 
Resource Planning, or ERP. A suite of 
software applications that has driven 
business productivity and process 
optimization over the last two 
decades, an entire industry has 
grown around ERP. 

Today, when business is about net- 
worked ecosystems and the enter- 
prise is getting extended to collabo- 
rate with its suppliers, partners and 
customers, ERP is also changing to 
keep up with the times. SAP, the 
industry leader, has redefined the 
scope of ERP with its next-generation 
version called mySAP ERP. 

A comprehensive set of tools, 
mySAP ERP helps organizations cre- 
ate truly adaptive business systems. It 
extends SAP's vision from automat- 
ing end-to-end business processes to 
increasing efficiency within the 
organization and extending processes 
beyond the organization to the entire 
business ecosystem. 

The goal of mySAP ERP software 
suite: build adaptive business 
systems. 








What mySAP ERP does 

The mySAP ERP is a suite of software 
tools and applications designed to 
address real-time business issues at 
an operational and strategic level. 
Targeting core and extended business 
requirements of midsize and large 
organisations, it incorporates all busi- 
ness processes in a single integrated 
solution. 

By doing this, it helps plan, coordi- 
nate and execute operations quickly 
and effectively in challenging busi- 
ness environments. And it gives bet- 
ter control over the business assets 
and processes by providing a full 
range of software functionality. 

At the user level, mySAP ERP trans- 
lates into two kinds of activities. One, 
it enables self-service applications 
that simplify process steps, optimize 
workflow and automate routine tasks. 
This improves productivity tremen- 
dously. Two, it enhances role-based 
functionality across a range of opera- 
tional areas by making information 
more easily accessible and usable for 
faster decision-making. This reduces 


| 
| 





time to response significantly, and cre- 
ates new value creation opportunities. 


Key features 

e mySAP ERP is the most complete 
ERP solution in the market. It inte- 
grates end-to-end business processes 
across all areas of the enterprise: ana- 
lytics, financials, human capital man- 
agement, operations—both for value 
creation activities and support servic- 
es—and corporate services. 

e It extends the reach of real-time 
business processes. (See box ‘Key 
Capabilities from mySAP ERP suite'.) 
By doing this, it adds more users 
within and outside the organization. 
This extendibility, coupled with Web 
and role-based portal environments, 
ensures that all personnel have sys- 
tem-wide access to a consolidated, 
consistent view of business proces- 
ses. A large number of better-informed 
users in the organization translates 
into empowered employees who can 
respond to situations quickly. 

e At the same time, for the senior 
decision-makers, the software extracts 





knowledge of activities across the 
entire business network to give a 
deeper understanding of the organiza- 
tion. With this comes rich insights that 
enhance the ability of the senior man- 
agement to identify concerns proac- 
tively, and also pursue new opportu- 
nities aggressively. 

e Most of all, mySAP ERP is built on 
a flexible technology platform. Based 
on a SAP-developed integration and 
application platform called Net- 
Weaver, it not only connects IT sys- 
tems, but it also connects users, infor- 
mation and business processes across 


technology boundaries and organiza- | 


tions. Commonly used development 
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tools like .Net, Websphere, and J2EE | 


can extend this platform. 


e At another level, mySAP ERP has | 
the flexibility and scalability to add | 


incrementally Supply Chain Manage- 
ment, Customer Relationship Mana- 
gement and Product Lifecycle 
Management functionality as the 
business evolves. 


The promise 

Beyond the specific advantages of the 
mySAP ERP suite lies the rich experi- 
ence of an organization, accumulated 
over decades by working with thou- 
sands of customers. For a business 


grappling with complex challenges in | 








today’s world, working with the right 
technology partner could be the dif- 
ference between success and failure. 

SAP, the industry pioneer, has been 
offering ERP solutions for over 30 
years. Today, the mySAP ERP suite 
has 27 industry solutions and 280 
micro-vertical partner solutions 
being used by 21,600 customers 
across the world. Think of any need, 


| any business situation or any prob- 
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lem, and SAP’s experts would have 
the answers to it. 

Working with trusted partners, the 
SAP promise is compelling and 
unmatched: a committed partner in 
your organization's long-term growth. si 





ere Is 
E RP Hea 


s the Internet marched 
unstoppably and the little ‘e’ 
got stamped over everything 
that had anything to do with busi- 
ness, ERP looked increasingly like 
the software equivalent of the main- 
frame computer, a relic from the past. 

Pitted against the new-age applica- 
tions flaunting the e badge (e-CRM, 
e-procurement), ERP found itself at 
the receiving end. Too expensive, too 
hard to implement and too tough to 
use, was the verdict at the dawn of 
the new millennium. 

ERP vendors knew they had a prob- 
lem. And the problem was simple. 
ERP, as it existed then, had simply 
refused to acknowledge the existence 
of the Internet, only to find its own 
existence being questioned. 

That was 3-4 years back. ERP is 
BACK. And it is here to stay. In fact, 
it might well be the essential core that 
powers every real-time, collaborative, 
adaptive, whatever-have-you enter- 
prise. That's because the ERP biggies 
have gotten smarter and the technol- 
ogy is all set to power the enterprise 
of the future. 

Increasingly, the focus is shifting to 
extending enterprise applications to 
the front end in a manner that facili- 
tates exchange of information 
between a company and its external 
partners. 

SAP, for instance, has a simple but 
powerful solution: Enterprise Services 
Architecture. The essential idea is to 


look at the users rather than the data | 


or the application. Unlike the earlier 
applications where data, technology 
(business logic) and user interface 


ded? 


Towards the enterprise services architecture _ 





(interaction logic) 
were woven into one, 
the new approach 
separates each of the 
layers. 

SAP has combined 
this novel idea with * 
another powerful, open standards- 
based technologv: Web Services. 
What this does is give an identity to 
each data point. As a result, data 
becomes a complete whole in itself, 
rather than depend on some native 
application that defines it. It can live 
independently and be available to 
whatever application that needs it. 

This brings major benefits. As long 
as data is there, newer applications 
can be configured easily to access it. 
Since this whole approach is based 
on open standards as opposed to pro- 
prietary technologies that previous 
and even some current generation 
application platforms incorporate, it 
becomes easier to work on. This, in 
turn, means that wiring up the enter- 
prise, or even external partners, 
becomes that much easier. It also 
means that businesses don't have to 
re-invest money in a new technology. 

Further, in this new architecture, 
data has been separated not just from 
the business logic, but from the inter- 
action logic (presentation formats) as 
well. As result, ERP vendors are 
beginning to offer portal modules to 
provide users with a browser-accessi- 
ble view of the enterprise. 

The advantage of this functionality 
is that the presentation can be cus- 
tomized to include data and process- 
es that are specific to certain job func- 















tions. For example, a portal cus- 
tomized for a marketing executive 
will give him access to only customer 
information, sales and tracking, pur- 
chasing trends, and finished goods 
inventory without providing access 
to manufacturing, shipping, finance, 
human resources, and a multitude of 
other information in the ERP system. 
Portals provide information in a 
clear, convenient, and secure manner. 

Leveraging this uncoupling of data 
with interaction logic, ERP compa- 
nies are offering modules that help 
companies set up and manage private 
exchanges or e-markets to extend 
their business processes to external 
partners. For instance, SAP is merg- 
ing its portal and e-market sub- 
sidiaries into a single unit because 
customers that want one or the other 
application usually want both. 
Internal and external users can use 
exchanges to conduct auctions, pro- 
cure materials, collaborate, or man- 
age their supply chains. Since 
exchanges are Web-based, anyone 


who registers and has the appropriate : 


security permissions, can participate. 

ERP, driven by Enterprise Services 
Architecture, is moving IT architec- 
tures to dramatically higher levels of 
adaptability and help companies 
move closer to the vision of the real- 
time enterprise. al 
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JOHNSON TILES 
RUNS SAP 
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THE BEST-RUN BUSINESSES RUN SAP 


® 





AND HERE'S WHY: As part of its IT initiative, H&R Johnson implemented mySAP Supply Chain 
Management, mySAP Customer Relationship Management and mySAP Enterprise Resource Planning. This helped the 
company to meet customers’ expectations and enhance operational efficiency across the value chain by significantly reducing 
time-to-market. Find out how SAP can help your bottom line, visit sap.com. 
"Riding the New Wave, Growth Strategies for a Recovering Asia-Pacific" is a new Economist intelligence Unit report that will help you 


gauge your growth aspirations and identify potential opportunities in the region. For a complimentary copy and to find out how SAP 
can help you realize your business goals, visit sap.com/asia/growth, e-mail info.india@sap.com or call toll-free on 1600 445959. 








O&M t0275 





® 


You don't have to be big to think big. Or to run SAP*. With a variety of solutions for small and midsize businesses, SAP is an affordable 
choice for growing companies. Working with our experienced partners, SAP can deliver scalable solutions to make your business run 


more efficiently. And do it faster than you ever thought possible. Visit sap.com/affordable to see big ideas for your company. 


"Riding the New Wave, Growth Strategies for a Recovering Asia-Pacific" is a new Economist Intelligence Unit report that will help you 
gauge your growth aspirations and identify potential opportunities in the region. For a complimentary copy and to find out how SAP 
can help you realize your business goals, visit sap.com/asia/growth, e-mail info.india?sap.com or call toll-free on 1600 445959. 
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UCKED away inside a charac- 

teristically punchy piece that 

Nobel Laureate Joseph 

Stiglitz wrote for a journal last 

year was one shocking statis- 
tic: according to some estimates, the 
world has seen over 100 financial 
crises in the last 35 years. “The ques- 
tion,” says Stiglitz, “is not whether 
there will be another crisis, but where 
it will be.” 

As Stiglitz went on to point out in 
his article, if the global economy 
functioned well, capital should flow 
from rich countries like the US and 
Europe to countries in say, Sub-Saha- 
ran Africa who are desperately 
starved of capital and need it the 
most. Yet, the world’s richest country 
is also its largest debtor, sucking in 
capital at a rate of almost $2 billion a 
day. According to the World Bank: 
“since 2000, the developing world 
has been a net exporter of capital to 
the advanced economies.” 

The current slide of the dollar has 








solution: 
an inter- 
national 
currency 











only increased fears that the adjust- 
ment in its value will be catastrophic 
rather than gradual. In June this year, 
economist Barry Eichengreen, in a 
speech in Chile, said: “...all the ingre- 
dients are in place for a classic emerg- 
ing-market crisis." He went on to ex- 


plain that the rise in US interest rates | 


typically tend to trigger off a financial 
crisis in emerging markets. Higher oil 
prices were a further complication. 
And the world is dependent on just 
two sources of growth — China and 
the US. If either should fail, the ripple 
effects could be felt across the globe. 

Is the global financial system in 
serious need of repair? Or has the 
world progressed enough since the 
Asian and hedge-fund crises of the 
late 1990s that what is needed are just 
a few fixes to a system that now func- 
tions much better than it did a 
decade ago? 

Proponents of the latter view, 
economists Brad Setser and Nouriel 


Roubini, argue in a recent book that | 
| reserves at the same time — if there 


the 'hardware' is largely in place and 
that the principal question really is 
what the IMF's role will be when a cri- 
sis hits. How should the IMF help a 
crisis-hit country? Should it provide 


as much help as it can (in terms of | 


money to pay off international credi- 
tors)? Or should it refuse to lend 
money at all, given that a bail-out can 
lead to moral hazard? 

Economists like Eichengreen 


have argued that the IMF needs to be | 


made more representative and ac- 
countable to the countries that are 
the target of its programmes — such 
as those in Africa, for example. Fur- 
ther, should there be a bankruptcy 
law for countries just like the one for 
companies, which allow the compa- 
nies to restructure and grow their 
way out of their problems while en- 
suring creditors get a fair deal? What 
should such a bankruptcy structure 
look like? 

While economists grapple with 
these specific issues, others, like 
Stiglitz, point out that these ques- 
tions ignore the fact that the world’s 
financial system needs more basic re- 
forms. At the heart of the problem is 
the fact that between 1984 and 2003, 
foreign exchange reserves rose six- 
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fold to around $3.1 trillion (excluding 
gold). Over that same time, nominal 
GDP grew only three times. 

Why should this be a problem? 
Reserves are like savings which coun- 
tries can put away for a rainy day. If 
countries didn’t have reserves (as in 
1991, when India had barely enough 
forex to pay for two weeks of im- 
ports), any prolonged net outflows of 
dollars would lead to a default on in- 
ternational payments. 

Given the number and frequency 
of crises that have buffeted the globe, 
it is only natural that countries will 
want to hold reserves as a form of in- 
surance. The problem is that the vast 
chunk of that $3.1 trillion is invested 
in liquid securities of either the US 
government or on deposits with 
other central banks, rather than be- 
ing used to finance investment or so- 
cial expenditure in the countries 
which build up those reserves. And 
those reserves earn a very low return. 

All countries can't build up their 


are a bunch of countries building up 
reserves, there has to be another 
group whose external accounts are in 
deficit and are paying out more in 
foreign exchange than they earn. It is 
up to this latter group of countries to 
try and work their way out of their 
deficit problems. If all countries try to 
build up their reserves, more and 
more of the growth in global income 
gets invested in sterile, low return as- 
sets like US government bonds. 

To try and get countries to be less 
worried about building up reserves, 
economists like Stiglitz and Paul David- 
son have developed their own varia- 
tions on a plan first suggested by John 
Maynard Keynes at the time of the 
founding ofthe IME Keynessuggested a 
form of international money, ex- 
changeable for national currencies 
which countries could trade between 
themselves and which could be spent 
on goods and services. 

Davidson had presented his varia- 
tion on this plan at a meeting of the G26 
in the aftermath of the crises of the late 
1990s. That meeting led to little thatwas 
concrete. And now, even he is pes- 
simistic that such fundamental reform 
would happen soon. 


rates we could get if policy makers 
try to deal with deeper problems 
— like massive borrowing by the 
US, low European productivity and 
the lack of domestic demand in 
Asia — through exchange rate in- 
tervention policy,” says Rogoff. 

Eichengreen points out that the 
adjustment of the dollar has been 
orderly so far. “But market move- 
ments sometimes acquire a mo- 
mentum of their own. I worry seri- 
ously that this could be about to 
happen absent constructive action 
by the Bush Administration and 
the US Congress.” 


IME is running out. In October 
2003, the G7 issued a state- 
ment in Dubai criticising currency 
manipulation by Asian central 
banks. Though the dollar has fallen 
steeply against the euro and the 


WHAT A WEAK DOLLAR 
COULD MEAN FOR THE 
WORLD ECONOMY 


GHON 





iR H The world economy could slow 
down or stagnate, depending on how US 
consumption reacts to a weak dollar. More 
importantly, growth could get redistributed — 
away from those countries that let their cur- 
rencies appreciate and towards the US. 


INTEREST RATES A falling dollar could 
mean that foreigners start pulling out their 
money from the US financial system. The 
most likely result will be higher interest rates, 
which could upset the solvency of deep-in- 
debt American families. 





CAPITAL FLOWS It is likely that more capital 
could flow to markets where currencies are 
strong. Asia could be a big gainer, though 
past history shows that such sudden floods 
of capital can lift asset values to unsustain- 


deficits? We asked Rogoff how seri- 
ous the new Bush administration 
was about the twin-deficit prob- 
lem. "Let's just say that the way 
things are going, India will proba- 
bly manage to balance its govern- 
ment budget deficit before the US 
does," he said. 

The coming year will test the 
strength ofthe international finan- 
cial and diplomatic systems to the 
full. There is little doubt that the 
dollar has to continue to lose value. 
Though there may be the odd 
weeks when it reverses course, the 
case for a weak dollar is too com- 
pelling for governments and mar- 
kets to ignore. 

Says Roach: “... The dollar's 
weakness — despite the angst of 
the headline writers —fitstherebal- 
ancing script to a tee. While euro and 
yen cross-rates are raising discom- 


yen, it has lost just 17 per cent of its able levels. 
value against a basket of major cur- 
rencies. This means that Europe 
and Japan have borne the brunt of 
the first round of currency adjust- 
ment. Now, the others have to do 
their bit. That, essentially, was what 
the G-7’s complaint was. 

China is an obvious target. It 
currently accounts for a quarter of the US current account 
deficit. Yet, its currency has not budged against the dollar for 
many years. Chinas central bank has, in a strong attempt to 


CRISIS A lot depends on how orderly the 
decline of the dollar is. Some economists 
fear that matters could get out of hand and 
we could see a huge financial crisis. The 
coming months will test the strength of the 
global financial architecture. 


keep its export engine purring, bought $130 billion from the | 


market to keep the yuan down. Will China take a hit as Japan 
did in 1985? It's still unclear, but it doesn't seem very willing. 

Why? Once again, currency realignment is a way of shifting 
growth from one country to another. Can China afford to slow 
down? Our China correspondent says that fiddling with the 
exchange rate now can hurt exports, and the Communist 
party needs to keep creating jobs if it is to contain rising un- 
rest, particularly in rural areas. 

Though many economists believe that the yuan could ap- 
preciate by as much as 40 per cent if it is allowed to float, it's 
more likely that the Chinese government will raise it gradually 
over the next year or two. In fact, the tone of the US adminis- 
tration has not won it too many brownie points in China. 
In November, Li Rougu, a deputy governor in the People's 
Bank of China, lashed out at America. He said that the US 
should sort out its own economic problems rather than blam- 
ing others for them. 

Will George Bush and his merry men see the light? The US 
has been pursuing a strong dollar policy for more than a 
decade now. John Snow, the current treasury secretary, still 
pays lip service to the strong dollar, but his actions have not 
backed his words. The US seems quite content to let the dollar 
slip. But that still begs the big question: what about the 
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fort levels in Frankfurt and Tokyo, the 
dollars descent still looks like a well- 
managed soft landing to me. In real 
terms, the Federal Reserves broad 
trade-weighted dollar index is down 
15 per cent from February 2002 
through November 2004 — a pace 
that equates to a decline of about 5 
per cent per year. That's a measured 
and encouraging adjustment path — provided, of course, the bur- 
den of currency realignment now spreads from Europe to Asia, 
including China." 

Not everybody believes the decline of the dollar will be as 
smooth as the swoop of a hawk; it could resemble the wild 
tumble of a plane with a drunken pilot in the cockpit. A blas- 
phemous thought? "The question is not whether there will be 
an emerging international market crisis. The question is 
when," Paul Davidson of the New School University and edi- 
tor of Journal of Post Keynesian Economics wrote to BWin an 
e-mail reply. "For more than 30 years, the world has used a dol- 
lar standard in its international payments relationships. A 
continually falling dollar threatens the very existence of the 
dollar standard." 

And then he adds: “I am convinced that nothing is going to 
be done to make fundamental reforms in the international 
payment system — especially since US economic policy is al- 
most completely in the hands of free-market ideologues, both 
at the central bank and treasury. Thus, until a serious global 
financial crisis disrupts the economy of most of the major na- 
tions of the world, we will try to muddle through... The 
recovery from such a crisis, when it occurs, is likely to belong 
and painful." 

Are you prepared for the worst? | 


Ka www.businessworldindia.com_) 
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S ITHE UNPREDICTABLE RUPEE 


T 
24 The two-way movement of the rupee is 
giving sleepless nights to India Inc. 


By Avinash Celestine 
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OR a long time, predicting how the rupee would 
| move in the short term against the dollar was, if not 
illi exactly easy, far easier than predicting the stock 
Ur, market. There was only one way for the rupee to go 

and that was down. The only questions were how 
much and in what time. 

In the last two years, that trend seems to have reversed be- 
cause of the weakness ofthe dollar. Now most analysts expect 
therupee to go only one way — up. Is that expectation valid? 

In the long term (and by that we mean years, even 
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pee will appreciate against the greenback. As Roopa Pu- 
rushothaman of Goldman Sachs explains: "We assume that if 
an economy experiences higher productivity growth than the 
US, its equilibrium exchange rate will tend to appreciate." 

Goldman Sachs, in its BRICs (Brazil Russia, India and 
China) report published last year, assumed that if an economy 
has a one percentage point higher rate of productivity growth 
than the US, its exchange rate will appreciate by one percent- 
age point against the US dollar. On this assumption, the 
BRICS report expects India's exchange rate to appreciate in 
real terms by around 281 per cent by 2050. 

So, has the one way bet gone the other way — instead of 
the rupee depreciating against the dollar year after year,, will it 
now appreciate every year? 

Such a scenario is a grim one, if you're a software company 
whose major chunk of business comes from outsourcing from 
the US or Europe. According to a senior chief executive of a 
software company, a one percentage point appreciation in the 
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decades), there is little doubt among economists that the ru- | 





rupee reduces operating margins of Indian software compa- - 
nies by half a percentage point. For every percentage pointap- | 


preciation in the value of the rupee, the net margin for IT and 
ITES companies goes down by about 40-50 basis points. And 
this takes into account any benefit that companies get due to 
cheaper hardware imports. 

"The industry should brace up for low margins. The small 
and medium enterprises will be the worst hit as their ability to 
reinvest in business gets impacted," says Sunil Mehta, vice 
president, Nasscom. 

However, if you're the CFO of a company, whether in the 
software sector or not, you can't necessarily afford to make the 
assumption of a constantly appreciating rupee. For instance, 
currency traders expect any changes in the domestic 
exchange rate to be dominated by the movement of the dollar 
in the international markets. By and large that has turned out 
to be true. Between March 2002 and December 2004, the dol- 
lar depreciated by 52 per cent against the euro. In the same 
time period, the rupee rose against the dollar by 10 per cent. 

"My board wants to know the profit for next month. With 
the rupee appreciating sharply I am unable to offer pre- 
dictability," says Rostow Ravanan, general manager (finance), 
MindTree Consulting. 

But take a look at the movement in the rupee since Octo- 
ber. It has moved from 46 to the dollar to 43.56 and then 
back down to 44.73, while in the same time the dollar has 
depreciated against the euro by 7 per cent. So even that as- 
sumption of a simple appreciation of the rupee is not cor- 
rect, especially when youre looking at short-term move- 
ments of a few months. 

"Companies and traders have got to get used to two-way 


| movements in the domestic currency,” says K.N. Dey of Basix 


Forex, a consultancy which advises medium-sized companies 
on their foreign exchange strategy. "Every time the dollar 
spikes a bit against the rupee, exporters rush in and sell green- 
backs," he says. 

Dhananjay Sinha, economist at ICICI bank, expects the 
rupee to be at around 45.50 to the dollar by the end of the fi- 
nancial year as compared to a current level of 43.90. This is be- 
cause he expects the dollar to remain at current levels against 
international currencies for that period. 

Reflecting the volatility in the currency markets, the for- 
ward premium on the dollar (the rate at which the rupee will 
exchange for the dollar in the market at a specific date in the 
future) is actually around 2.1 per cent for six months and 1.4 
per cent for a year. The premium had turned into a discount 
just a few weeks back. 

The recent spate of volatility has really been sparked off by 
the RBI on one side and the FII’s on the other. Dollars have 
been pouring into the country, but the RBI — in its increas- 
ingly desperate bids to prevent a massive spike in the rupee — 
has been buying huge amounts of dollars in the market. This is 
the reason for the see-saw movements in the exchange rate 
over the past few weeks. 2. 





With reports from Shelley Singh 
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CARDIAC INTERVENTIONS 


The need for cardiac intervention may arise with the developing of coronary artery disease (blockages). The 
common interventions - bypass surgery and angioplasty. 


What is bypass surgery? 

Here a healthy blood vessel (artery 
or vein) is used to form a detour (by- 
pass) around a blockage in a coro- 
nary (heart) artery. The new blood 
vessel used is called a 'graft' and the 
procedure is termed as 'coronary ar- 
tery bypass graft’ surgery. The origi- 
nal blockage in the artery remains as 
it is, but the heart muscle has adequate 
blood supply beyond the blockage. 


Procedure - The 'graft' used can be 
either an artery or a vein. However, 
these days most advanced heart cen- 
ters prefer to use 'arterial grafts' 
which have a longer life, remaining 
open even after 20 years of surgery. 
When surgery is done only using 
arteries as grafts, the chances of get- 
ting recurrence of angina are very 
slim, and in most cases the patient 
does not need a second bypass sur- 
gery. 

The most common artery used is an 
artery from the chest called the Left 
Internal Mammary artery (LIMA). 
This artery is detached from the chest 
wall and the open end attached to the 
coronary artery below the blockage. 
The right internal mammary artery 
(RIMA) can also be used. An artery 
from the arm, known as the radial ar- 
tery is used as also the saphenous 
vein. In this case, one end of the vein 
is stitched onto the large artery leav- 
ing your heart - the aorta. The other 
end of the vein is attached to the coro- 
nary artery below the blockage. 
What is 'beating heart' surgery? 
Earlier, surgeons always used a heart- 
lung machine, which allowed the 
heart to be 'stopped' for a while to 
perform the grafting. 


However, over the past few years 
some of the'surgeons also perform 
the surgery on a 'beating heart' and 
do not use the heart-lung machine. In 
this method a device called 
‘OCTUPUS'’ is used and the surgery 
is done while the heart is beating. At 
the Asian Heart Institute almost all 
surgeries are done on the beating 
heart and have resulted in the patients 
spending less time in the ICU, less 
blood transfusion and complications 
as well as a shorter hospital stay. 
What is an angiography? 

À 'coronary angiography' is done to 
confirm as well as quantify the block- 
ages in the heart's arteries. A con- 
trast material or dve is injected into 
an artery in the leg. This is then 
traced to view the flow of blood 
through the coronary arteries, thus 
revealing the presence and extent of 
the blockages. 

What is angioplasty? 

Angioplasty is a medical procedure 
in which a balloon is used to open 
narrowed or blocked blood vessels 
of the heart. The heart and heart ar- 
teries are visualized by using X-rays 
and dye, and blockages in the heart 
vessels are identified. A balloon cath- 
eter is then inserted in or near the 
blockage and inflated, thus widening 
or opening the blocked vessel and 
restoring adequate blood flow to the 
heart muscle. 

What is PAMI? 

Another option for a myocardial 
infarctions is to do an angioplasty di- 
rectly, instead of waiting to first dis- 
solve the clot through a process 
known as thrombolysis. This is 
known as primary angioplasty and 
has yielded promising results. 


Beat that smoking habit 


and you'll keep your heart beating 


a healthy 38 million times a year. 





Curing of Restenosis ~ 

One of the major problems of ‘plain 

angioplasty’ is restenosis. The use of 

stent was found to be successful. A 

stent is a wire mesh tube used to prop 

open an artery that’s recently been 

cleared using angioplasty. When the 

balloon is inflated, the stent expands, 

locks in place and forms a scaffold. The 

stent stays in the artery permanently, 

holds it open, improves blood flow to 

the heart muscle. Today, new types of 

stents called drug-eluting stents have 

been used. These are coated with drugs 

that are slowly released and help keep 

the blood vessel from reclosing. 

Questions To Ask Your Doctor Before 

Angioplasty 

1. How many blocked arteries do I 
have? 

2. Could all the blocks be taken care 
of with an angioplasty? 

3. Is bypass surgery an option? 

4. What are the risks of involved with 
the procedure? 

5, What are the chances of the arteries 
getting blocked again? 

6. Will there be surgical "backup" in 
case anything goes wrong? 


Authors: 

Dr. Ramakanta Panda, CEO and 
Cardiothoracic surgeon, Asian Heart In- 
stitute Dr. Bhaskar Shah, Interventional 
Cardiologist, Asian Heart Institute 
Asian Heart Institute 


This ts the third of a series of articles on 
heart disease; prevention and treatment 
by heart specialists at the Asian Heart 
Institute. 

For more information write to : 
info@ahire.com 
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MONG the growing tribe of 
foreign investors on Dalal 
Street, amid the heavyweights 
like Fidelity, GMO, and Capi- 
tal, one name stands out — 
that of Monsoon Capital. One 
ofthe few foreign funds to launch a ded- 
icated fund for Indian mid-cap stocks, 
Monsoons name itself captures a more 
subtle metaphor about the rush of 
money into India. Gautam Prakash, its 
managing director, explains: "Monsoon 
clouds bring moisture from the west to 
the east. And while the Indian monsoon 
is legendary for its uncertainty and the 
influence it wields on the economy, it 
can, like anywhere else, bring destruc- 
tion or boost growth." 

Ever since 1993 when they opened 
up, Indian markets have always swayed 
to the foreigners’ song, but the lyrics 
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have changed and the tempo has in- 
creased now. What started as a 200 mil- 
lion-middle class consumer story in 
1994 is now about the entire workforce 
and demographics, about world class 
companies competing with global ma- 
jors. And foreign investors are lovin’ it 
this time round. 

The numbers reflect the mood — 
638 Foreign Institutional Investors (FIIs) 
are registered in India now against the 400- 
odd last year. And they have pumped in 
Rs 21,411 crore (nearly $5 billion) into the 
Indian markets since June — the reaction 
to the shock results of the May elections 
was just a blip. The inflows in 2004 — $8.18 
billion by 21 December as against $6.59 
billion in 2003 — have been the highest 
ever, and constitute almost 27 per cent of 
all FIL inflows since 1994. 

“India is no longer an underper- 
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From hedge funds 
to pension funds, 
Flls from various 
countries are 
bullish on India. 
What is drawing 
them? Will they 
keep pumping in 
the money? 


By Vikas Dhoot and 
Rachna Monga 

















former among emerging markets. We 
are now directly competing with Brazil, 
China and Russia, and to an extent, in- 
vestors prefer India. Brazil has weird 
policies, China is more FDI driven and 
has few good companies to invest in, 
while Russia is largely an oil industry 
play. India offers much more diversifica- 
tion, despite macro concerns," notes 
Manish Chokhani, director, Enam Secu- 
rities. The wave of foreign liquidity has 
been taking the Sensex and the Nifty to 
new highs. 

Monsoon Capital's first offering, the 
Monsoon India Inflection Fund, is a 
hedge fund investing in mid-cap stocks. 
That's another aspect to the story — it is 
no longer just the emerging markets 
funds or large-cap funds from the US 
and the UK that are here. There are 
hedge funds, private equity funds, vul- 





HERR 




















ture funds, country funds, mutual 
funds, banks, insurance companies.... 
And the entry of Calpers has encour- 
aged a slew of pension funds to follow. 

A senior Sebi official remarks: "We 
are seeing inflows from non-traditional 
sources like pension funds from Den- 
mark, Belgium, Holland, Canada, even 
Germany. Till recently, the FIIs were 
usually from the US, the UK and Hong 
Kong. Now they are from places like 
Oman, Sweden and Luxembourg." 
Clearly, Indian markets have never had 
so much diversity in the opinions and 
addresses of foreign investors. 


The Heat Is On 


Almost 17 per cent of the top 200 stocks 
are in foreign hands. And foreign invest- 
ments in most top companies have 
either reached the maximum permissi- 
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ble limit or are getting there. There is a bit 
of concern about this 'over-ownership by 
foreign investors. Most local analysts dont 
have much ofa handle on where some top 
stocks will go, as their fates are now linked 
to the decisions of a few persons sitting in 
Rotterdam or Montreal. Moreover, as one 
fund manager puts it: "Once a stocks FII 
ceiling is reached, even domestic play- 
ers’ interest in that stock wanes. So, 
over-ownership per se is a problem on 
some trading days." 

The other concern is the sheer dom- 
ination of foreign investors in the 
bourses (See ‘Where Foreigners Rule’). 
“At a patriotic level, it might not feel 
good. But this is inevitable as businesses 
become global. With only about 2 per 
cent of Indian household assets in 
equity (down from 7 per cent in 1993), at 
least businesses can now be assured 
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that if they have the ability, capital wont 
be a problem,” says Chokhani. 

But even the absence of a local 
equity cult is seen as a positive by for- 
eign investors. "With changing demo- 
graphics of the workforce and wealth 
accumulation trends, retail ownership 
can only go up from here,” says a strate- 
gist ataWashington-based FII. 

With the FIIs getting interested in 
mid-caps, two of the biggest institu- 
tional brokerages that transact for FIIs, 
Kotak Securities and DSP Merrill Lynch, 
even set up separate mid-cap research 
desks last year. A market veteran 
remembers how in a similar mid-cap 
rush in 1994, foreign investors who dab- 
bled in all sorts of stocks burnt their 
fingers badly. 

It may be different this time. Jamshed 
Desai, head of research at IL&FS Invests- 
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mart, says: "In ten years, the quality of 
Indian stocks has improved and Fils 
have also become wiser. They wouldn't 
get carried away easily like in 1994.” 


Bumps Ahead? 


Hedge funds have been betting big on 
India since last year. The Securities and 
Exchange Board of India (Sebi) is con- 
sidering a report on allowing hedge 


funds directly into the country, but no | 


decision is likely till February when the 


term ofthe current Sebi chairman ends. 

“Another big factor is the Ashok 
Lahiri Committee looking into the FII 
investment limits in companies. Today, 
once FIIs reach the ceiling in a stock, the 
company has to hold aboard meeting to 
raise the ceiling. The committee is rec- 
ommending that the need for the board 
meet can be done away with," says An- 
drew Holland, executive vice-presi- 
dent(research), DSP Merrill Lynch. The 
quality of IPOs in 2005 will also be im- 


portant — will the new offerings match 
those of ONGC or TCS? 

The time taken by Sebi to register 
Flis has gone down from one year in 
1993 to about a week now. But some FIIs 
feel the registration process isnt 
needed. "Apart from Korea, Taiwan, 
China and India, no other market re- 
quires us to register," laments one. 

But the optimism reniains. "India 
suddenly has a capitalism-friendly 
environment unlike earlier, and is com- 


ing up on the radars of many investors. 
Press coverage on India and Indian 
companies in the US has hit a record 
high in 2004, with many Page One sto- 
ries in leading financial dailies. I’ve 
never seen anything like this before," 
says an US fund manager who has just 
launched an India fund. 

FII inflows are hogging headlines. 
“These inflows are still a drop in the bucket 
compared to other markets. Inflows from 
the US will be stronger next year as more 
capital seeks non-dollar assets. This is a 
harbinger of things to come,” a fund man- 
ager with a US Fil says. 

An informal survey by DSP Merrill 
Lynch of some of the investors who 
attended the finance ministers meet in 
the Waldorf-Astoria hotel in the US in 
September showed that investors with 
allocations of $200-odd billion to emerg- 
ing markets plan to put a lot more money 
in India next year. 

This song could be far from its coda. Wi 


€———————M————————MÁ—————————————————— 


With reports from Aditya Khanna 


30 ind 2004 


E Fl ^ Value of | 
| Share“ "Holding" 


12. 88 | 





Sintex industries CMO EM Fund, Lloyd George Inve, B BNP Paribas 


Wateprdim 
McDowell & Co. | 
Jain Ir Jain Irrigation Systems - “GMO EM Fund, Goldman Sachs, Morgan Stanley 


—— dtt abeam ENEE eer cee manera e — ——————————————P———————————————HÁ 


Asahi India Glass 1.18 . 11.88 NotzStucki ET CIE S.A. 


Mitre refers sitet aeann aaan rte entente Printer eenaa vr Pe ee Pret ten nnno terrier erint I tne — — 


Bank Of Rajasthan —— 
CESC NNNM 
Mahavir Spinning s Mills — l 


aaminin aaiae eeren 


Karnataka Bank - 








—————————————————————— MÀ 


|. 10.97 
9.80 


p ——————— ÁO —————— M —B — —— 


13.95 10159 __ 


eA tmm Monet Stee et A 


2.02. 
246 


WARI. 


Nahar Spinning Mitis 1. 39 3.64 Matterhorn Dynamic Equity Fund - 
Note: Till Sept 2003, these stocks had negligibie FH holding: 
The list of Fil investors isnt exhaustive. *Figures in 96 


si **Rs crore Source: CMIE, sebi.gov.in 





Graphics: NEERAJ TI 


BUSINESSWORLD 42 3 JANUARY 2005 
























Partner Schools 


@Kellogg iq S Wharton 


Y of PESNETLVANTA 


Learn. Adapt. Change. That is the only way you can 
retain your edge. Tomorrow is uncertain, and today 
is all you have. Equip yourselves with the skills to 
capitalize on this growing economy, flush with 


opportunities. Take on tomorrow. 


The Indian School of Business (ISB) works 
towards building your leadership skills. It has 
a unique research oriented approach to 
education. Being a partner school with 

The Kellogg School of Management, 

The Wharton School and The London School 
of Business puts it on par with the best 


B-Schools in the world. 


Admissions open for 2005-06 


Application Requirements: 





e Tests (GMAT/GRE/CAT*) e Graduation Degree 
e Work experience e Recommendations e Essays 
"Exceptional candidates with CAT Scores will be considered. 
If they meet the combined admissions criteria, a conditional 
offer may be made, subject to their taking the GMAT before 
10th March, 2005 and obtaining a minimum score of 680. 








Last date for Submitting Applications : 15th Jan 05 


Apply online at www.isb.edu/Isbapp 





METAMORP H 





ISB 


Get future ready 


E. 


Indian School of Business, Hyderabad. 


www.isb.edu/pgp 








Gordon Orr is managing 
director of McKinsey & 
Company's Greater China 
practice and is based in 
Shanghai. 





Jayant Sinha is partner at 
McKinsey & Company and 
is based in New Delhi. 


Today's 
global 
compa- 
nies must 
redesign 
their value 
chains to 
beat the 
Chinese 
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firms at 
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HEN Chinas leading com- 
puter manufacturer, the 
Beijing-based ^ Lenovo 
Group, acquired IBM's PC 
business recently, the deal 
symbolised more than a Chinese takeover of an 
American industry leader. Lenovo's bold acqui- 
sition, in fact, heralded a new globalisation 
wave, one in which Chinese and Indian com- 
panies will increasingly assert themselves on 
the global stage. 

Business globalisation's first wave in the 
20th century saw the expansion across the 
world of American and European companies, 
while its second wave brought Japanese corpo- 
rations to prominence. This emerging wave 
could prove even more disruptive. As the Chi- 
nese and Indian economies continue their 
rapid expansion, companies emerging from 
them will challenge today's global corporations 
to broadly rethink how they do business. 

Even at the announcement of the transac- 
tion, Lenovo — now with 32 per cent market 
share in China — served warning to Dell and 
Hewlett-Packard that it is not content "to be 
only number three" in the world. Similarly, 
TCL, theleading Chinese consumer electronics 
company, acquired assets from French con- 
sumer electronics maker Thomson last year to 
create the scale needed to challenge Sony and 
Samsung globally. Indias leading tea company, 
Tata Tea, bought the UK's Tetley Tea to better 
compete with Unilever's Lipton brand around 
the world. Wanxiang, meanwhile, has bought a 
series of automotive components businesses 
in the US. Others like Haier, Infosys Technolo- 
gies, and Ranbaxy Laboratories have looked 
more to organic growth, rather than acquisi- 
tions, to fuel their global ambitions. 

Challengers might assert that other Chinese 
and Indian companies will have a more diffi- 
cult time going global. Conventional wisdom, 
after all, argues that all emerging market com- 
panies face daunting obstacles trying to ex- 
pand internationally. The same factors that 
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make them successful at home, according to 
this view, can work against them abroad. 

In reality, the Chinese and Indian markets, 
far from being a handicap, provide an invalu- 
able springboard for determined companies. 
The combination of demanding yet price-sen- 
sitive customers and challenging distribution 
environments can actually help them develop 
the distinctive capabilities they need to com- 
pete successfully elsewhere. And in China the 
high tech market has been fully open to global 
competition for many years. 

Leading Chinese and Indian companies 
have designed effective, advanced value chains 
that are very difficult to replicate. For instance, 
the top Indian IT services companies can hire, 
train, and deploy thousands of software engi- 
neers far faster than any of their competitors. 
As a result, their customers can scale-up high- 
quality software development and mainte- 
nance services quickly and capture tens of mil- 
lions of dollars in cost savings. 

Globalisation's third wave challenges to- 
day's global leaders to redesign their value 
chains to incorporate new manufacturing 
hubs and service centres, essentially to outdo 
Chinese and Indian competitors at their own 
game. Product development may have to reori- 
ent to cater to fast-growing emerging market 
manufacturing and services. 

The challenges ahead for emerging market 
based attackers and entrenched global defend- 
ers are in many respects very similar. Compa- 
nies will have to examine difficult cultural is- 
sues. Should some companies set up a second 
headquarters in Beijing or New Delhi? Lenovo's 
answer is a Chinese chairman in Beijing for a 
Hong Kong-listed company with an American 
CEO in New York. That's one model, and doubt- 
less there will be others. 

Given the inevitable integration challenges 
that Lenovo will face, the deal's ultimate suc- 
cess is a long way off. Yet the acquisition itself 
indicates the global economy is on the brink of 
anew wave of global competition. p 
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railway line that’s owned privately, but is run by the government. 

A Leftist who walks with capitalists to educate children. A com- 

merce graduate who learned archaeology, history and linguistics 

to understand coins and catalogue them for those interested in 
numismatics. A doctor and a pharmacist trained in the scientific traditions 
of Newton investigating ayurveda, the old Indian system of medicine. 

Our year-end package of stories is a collection of paradoxes, much like 
the year that went by. A political party in India made everybody "feel 
good", except itself. An economist who practically wrote the textbook on 
the subject became disenchanted with free trade. Institutional investors 
who were so critical of India's systems and infrastructure put more money 
into its stockmarkets than ever before to take it to a record high. 

This short section reflects some of those contrasts, but doesn’t weigh 
too heavily on the mind. Happy reading! 
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ARWAH Motibagh railway sta- 
tion is a place time has forgot- 
ten on its way to the future. 
Only one train calls at the sta- 


tion everyday. The two-foot- 

high dilapidated platform is 
nothing but mud and stones. The two 
rooms in the quaint stone building next 
to the platform serve as the stationmas- 
ters workspace, accounts office, ticket- 
ing office, and an all-purpose dump. The 
furniture inside is mouldy, the defunct 
Morse code instrument is now a table- 
top, and on the walls hang pictures of 
Jawaharlal Nehru and Rajendra Prasad. 





Its as if nothing has changed since 1946. 
In one corner of the stationmaster's 
room sits a creaky wooden table with a 
walkie-talkie that spurts more static 
than words. Behind the desk sits Raghu- 
nath Kenodkar, the just-retired station- 
master of Darwah. He still comes in to 
teach the new stationmaster the ropes. 
After manning the station for 23 years, 
heis surely the best person to initiate the 
new recruit. Kenodkar rips open an en- 
velope. “We never get any official letter 
on time," he grumbles. The district is Ya- 
vatmal, the heart of cotton-growing Ma- 
harashtra, barely 200 km from Nagpur. 
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ast Station 


Raghunath Kenodkar, ex-stationmaster 
of Darwah, has heard rumours of the 
line closing down for two decades now 


This is the story of Shakuntala Rail- 
way, a century-old narrow gauge line 
that was laid by a British company to 
transport cotton from the nearby fields 
to the mainline. The load was then taken 
to Mumbai and eventually shipped to 
Manchester. The line no longer carries 
freight, but runs two passenger trains 
everyday. Indian Railways, which has 
been operating the line since Indepen- 
dence, is thinking of shutting it down. At 
atime when the government is pushing 















does it want to shut the 
oldest operating private rail- 
way line in the country? 


To figure out, we decided to go and | 
see for ourselves. We reach Murtajapur | 


junction, which is on the Mumbai- 
Kolkata mainline, one early winter 
morning. Through the fog, we spot two 
trains standing back to back at the op- 
posite platform. One will head 144 km 





south-east to Yavatmal, while the other | 


will chug 77 km in the opposite direc- 
tion, to Achalpur near the Melghat tiger 
sanctuary. We opt for the longer route. 
Passengers — farmers and oddjobs- 
men from the nearby villages — jostle to 
settle down on the wooden benches 
spanning the 10-foot-wide compart- 


ment, while suitcases, trunks and fire- | 


wood clutter the floor. Outside, the dri- 
ver and his assistant are busy attaching 
the engine to the carriages. A staff of 


private companies | 8.00 a.m. We are already late by an hour. | 
to build tracks, why 


"Thats just the way it is. The train never 
leaves on time. It doesn’t even arrive at 


the same time everyday," informs a fel- | 


low passenger. Cling, clang and the four- 
coach carriage sets off for Yavatmal. 
Its a good four and a half hours to 


cover the 147 km. Legend has it that no | 
one has ever missed this train. No won- | 


der! The maximum speed is 30 km an 
hour, but the average is closer to half 


that rate. A large board in every com- | 


partment instructs passengers to shut 
all windows and doors when strong 


winds blow. That's how fragile the train | 


is. But the passengers adore the train — 
its their most vital connection to the rest 


ofthe world. There is a parallel road net- | 


_ work, but at Rs 22, the rail journey costs 





seven manages the show — right from | 


attaching the engine to driving the train, 
selling tickets, and signalling. After load- 
ing parcels and stacks of newspaper into 
his compartment, the guard flags off at 


a third of the other option. 

The train passes through fields of 
grains, and eucalyptus and teak planta- 
tions before curving up a long embank- 


ment to reach its destination. There are | 
17 stations on the way, but they are | 


nothing more than, well, halts. (There 
are 11 halts on the Darwah-Achalpur 
leg.) The guard himself sells tickets from 
his own perch, pretty much like a bus 
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At a time the 
government is 
giving a big 
push to private 
railways, one of 
the oldest ones 
in the country 
Is Slowing 

to a halt. 

By Supriya Kurane 


“conductor. But not everyone buys a 


et. Another problem, as a senior rail- 
way employee at Murtajapur pointed 
out, is that some guards don't deposit all 
the money they collect. Since there is no 
established process of plugging this 
hole, a considerable amount seeps out 
of the system. The resultant loss is the 
main reason the authorities want to 
shut down the line. 

Take a look at the numbers. On an 
average, the guard collects about 
Rs 3,000 from each run, and the stations 
at the two ends of the line sell tickets 
worth Rs 2,000. But the daily operating 
cost of the line is much higher than 
Rs 5,000. The numbers just don't work 
out, say Indian Railways. 

They also point out that a good 
55 per cent of the earnings are given 
over to the Central Provinces Railways 
Company, a firm registered in India by 
Killick Nixon, the British company that 
built the railway in 1903. There is an- 
other 35-km patch between Pulagaon 
and Arvi, also near Nagpur, that was laid 
by the same company Central 
Provinces Railways still owns the lines 
on lease, while Central Railway runs it. 

Every 10 years, the lease comes up 
for review and the Indian Railways de- 
cides on the fate of the lease. If it wants 
to make the line viable, the government 
would have to convert it to broad-gauge 
so that other trains can ply too. But tak- 
ing over these loss-making lines and 





-feature 


converting them to broad gauge would 
cost the Indian Railways more than 
Rs 200 crore. A few years ago, when a 
plan for gauge conversion went up to 
. Parliament, it was shelved citing the rea- 
son that the line carries a mere 325 pas- 
sengers a day and the road network is a 
fine alternative. 

The only other private passenger 
railway runs for 52 km between 
Ahmedpur and Katwa and is operated 
by Eastern Railway. 

In fact, every time the lease comes 
| up for renewal, rumours of a shut down 
float up, villagers animatedly discuss 
what it would mean to their lives, and 
miraculously enough, the lease 
gets extended. "There is 
enough pressure from 
politicians in this area to 
make sure that the train 
keeps running,’ says Ken- 
odkar. The politicians 
logic is simple: the people 
who live along the line are 
poor farmers who consti- 
tute an essential vote bank. 
As long as the legislators 
keep up the pressure, the 
railways keep obliging. 

However, this time 
around (the next year) 
everyone thinks that po- 
litical clout alone will 
not be enough to save 
the Shakuntala. The 
current round of lobby- 
ing has started years 
back. The suggestion 
book at Darwah has a 
lone entry, written in 
1987 by a journalist from 
Nagpur: "Save the Shakuntala 
train. Dont let the Indian Railways shut 
it down." Far from Darwah, in England 
lives another man who wants to save 
the Shakuntala. He hasn't yet travelled 
the line. In fact, he hasn't ever been to 


India. But in 2002, London-based | 


steam train enthusiast David Breaker 
formed a Shakuntala Railway Protec- 
tion Committee. "I want to save the rail- 
way line mainly because it is such a vital 
link to the community and the econ- 
omy of the area. Besides, India has lost 
too much of its railway heritage al- 
ready," says Breaker. 

He puts forward a bold option: if In- 
dian Railways can't run it, he will run it 











himself as Indias only privately-run her- 
itage train. The daily trains will be 
hauled by diesel engines, as they are be- 
ing run now. And there will be monthly 
or weekly 'steam specials, which will 
hopefully attract enough tourists to 
cover the costs. 

If you travel the route, you will un- 
derstand why a bunch of far-flung peo- 
ple wants to save the Shakuntala. His- 
tory goes along with you all the way. A 
signal near Darwah, for example, is still 
operated by century-old lever frames 
bearing the inscription 'Railway Signal 
Co Ltd, Liverpool, England, 1895’. There 
are no other signals along the whole 


route. Instead, a lone man stands with a 
flag in the middle of the jungle that 
stretches along the last 15 km ofthis leg. 
That's because the bend at that particu- 
lar place is too treacherous and the dri- 
ver can see the track from his post. 

A lot has changed in the past half 
decade, though. Of the four steam en- 
gines that used to pull the train for more 
than halfa century, two are lying in loco- 
sheds in Pune and Bhusaval and an- 
other one has been towed away to Ban- 
galore. The fourth one is in the Rail 
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Museum in Delhi. The ostensible rea- 
son for moving from steam to diesel was 
the acute water shortage in the area. 
Currently, there are only two other lines 
that run regular steam-operated ser- 
vices — the Darjeeling Himalayan Rail- 
way and the Nilgiri Mountain Railway. 
The other steam trains — the Fairy 
Queen between Delhi and Alwar, and 
the Royal Orient between Jaipur and 
Delhi — run only the October-March 
tourist seasons. 

Just as the train pulls out of Darwah, 


The guard sells tickets too. Just three 
of the 17 stations have ticket counters 











I spot a woman carrying firewood run- 
ning behind the train. Thankfully, the 
driver spots her too and stops for her to 
hop on. That explains why no one has 
ever missed the train. Though it cant be 
hailed, the drivers and guards are sym- 
pathetic enough to make unscheduled 
stops along the way. 

Will fate be as considerate to the 
Shakuntala? Or will it get torn between 
vote-seeking politicians and the eco- 
nomics of railways? We wouldn't really 
know till the next year. 2] 
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8247 / 9003); Jabalpur : (5066886); Jaipur : (2363695, 2373689); Jalandhar : (5074769, 5000569); Jalgaon : ( 3091607); Jammu: (2456920); Jamshedpur : (2434957); Jodhpur : (5106610); 
Kakinada : (2387772, 2344321); Kanpur : (233-0912 / 1145); Kochi : (2359294 / 703); Kolhapur : (265-5142 / 4491); Kollam : (3091485); Kolkata : € AJC Bose Rd: (22892161/2281-7745/7802); 
€ Lake Town: (2534-1172 / 4723); Kota : (3091476); Kottayam : (3093181, 2561131); Kurnool : (249811); Lucknow : € Ashok Marg: (220-4205 / 4559 / 8652); € Station Road: (395-5886/2429); 
Ludhiana : (2772523 / 3097022); Madurai : (2342169, 5379989); Mangalore : (2432050); Meerut : (2666166, 3092244); Mumbai : € Nariman Point: (22040888, 22823173); € Andheri : (2671-6563 
8410); € Ghatkopar : (55987187 / 89); € Thane : (253-75836 / 82659); € Vashi :(30990427/28); € Borivali:(39514760/61); € Tardeo: (23531844, 23523519); Mysore : (2543803); Nagpur: (3099029, 
5617708); Nasik : (2570413, 5604820); Nellore : (2301222); New Delhi: € Barakhamba Rd, (23739157/69); € Meera Bagh:(2528-3007 / 1138); € Kamla Nagar: (55481831, 23841358); € South Extension 
: (5164-7667/8004); Nizamabad : (229531); Noida : (2592410, 2516024); Patna : (3099395); Pondicherry : (2220991, 5209596); Pune : € Shivaji Nagar: (4026975 / 76); € Bund Garden Road: (4048771/ 
72), € Nigdi-Pradhikaran: (56317150); Raipur : (5061361, 5091919); Rajahmundry : (2448813, 2434919); Rajkot : (2462684, 5535777); Ranchi : (2331-922 / 508); Rohtak : (241348 / 329); 
Rourkela : (2473736); Sagar : (508131); Sambalpur : (2230250); Salem : (2332122/2442122); Shimla : (2657046 / 48); Siliguri : (2524079); Solapur : (2602839); Surat : (2650485, 5530048); 
Tanjavur : (309578); Thrissur : (3090920, 2321263); Tiruchirapalli : (2740761); Tirunelvelli : (2561533 / 44); Tirupathi : (5561058); Trivandrum : (232-0853 / 1302, 3950550); Udaipur : (5102- 
254 / 545); Ujjain : (2555088); Vadodara : (2341780, 5540299); Vallab Vidyanagar : (239734); Varanasi : (2226-320 / 439); Vijayawada : (2473620, 5563620); Visakhapatnam : (2752653, 2598650); 
Vizianagaram : (226122); Warangal : (2552610); Yamuna Nagar : (309872, 261263). 


You can also send your request for Prospectus and Application along with your brief bio-data to: 
The Programs Officer, The ICFAI University, 23, Nagarjuna Hills, Punjagutta, Hyderabad 500082. 
040-23430431-36, Fax: 040-55639711. E-mail: info@icfai.org 
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.K.Mitra was preparing to go 
to the UK for a PhD when his 
professor asked him if he was 
interested in the Himalaya 
Drug Company. Mitra had 


studied pharmacology after 
his medical degree; he wasn't sure what 
he would do in an Ayurvedic company. 


Yet he went to Mumbai, where Him- | 


| alaya was then based, to check it out. 
"I joined the company thinking that 
I would leave in six months," says 
Mitra. He is still there now as executive 
director (research). 

Even in 1991 when Mitra joined, it 
was obvious that Himalaya had a differ- 
ent approach to practising Ayurveda. Its 
successful brand, Liv 52, was launched 
after some research, which set it apart 
from other Ayurvedic products at the 
time. Himalaya's R&D centre in Mumbai 
| wasasmallunit that was trying to estab- 
lish some methods and systems for 
| Ayurvedic practice. The company had 
| global ambitions and was under pres- 
| sure to standardise its products and 
processes. It was trying hard to develop 
new products as well. So Mitra moved 
his office to Bangalore and turned it into 
a high tech laboratory, with equipment 
and people rarely found in Ayurveda. 
| If you walk into Himalaya R&D now, 
| you wouldn't find it too different from 
| the R&D of a Dr. Reddys or a Ranbaxy; 
| thefaint smell of herbs and the copious 
pictures of plants on the walls are the 
only clues to the lab's real business. You 
could find an Atomic Absorption Spec- 
trophotometer, an expensive machine 
that could tell you the heavy metals in a 








herbal fraction. In another corner is a | 


Real-time PCR (polymerase chain reac- 
tion) machine that amplifies DNA 
quickly. There is an HPLC (high perfor- 
mance liquid chromatograph), an Elisa 
reader, a flow cytometer, and so on. 
Given an unknown plant, Mitra and 
his team can quickly separate biologi- 
cally active ingredients, check their ac- 


tivity, isolate the molecule that is resp- | 


onsible (if any), and reveal 
its structure as well. He 
looks at classical texts for 
clues, but Himalaya has 
never launched a classical 
product so far, with the 
exception of 'Chyavana- 
prasha. It has its own 
brand of Ayurveda whet- 
ted by modern science. 
Says Ravi Prasad, CEO of 
Himalaya: "Ayurveda is 
everything to us. But what 
we practise is contempo- 
rary Ayurveda, where we 
use modern methods to 
ancient knowledge." 

Why apply modern sc- 
ience to Ayurveda? Any- 
one who has tried to do so 
has found it to be a formi- 
dable task, at least as diffi- 
cult as finding a drug bas- 
ed on new chemical en- 
tities. Traditional Ayurve- 
dic medicines are cock- 
tails of molecules; a mix- 
ture may have more than 
a hundred ingredients. 
How do we decide what 
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molecules have therapeutic value? The 
biological activity of the mixture could 
be from a single molecule or from the 
collective action of several molecules. 
Sometimes, a single molecule could be 
more potent when acting alone; some- 
times it could be better in the company 
of several others. Is the combined 
knowledge of Ayurvedic physicians and 
classical texts enough in this matter? 





NAMAS BHOJANI 


S.K. Mitra, executive director (research) at 
Himalaya's state-of-the-art laboratory. 


Things have changed considerably : 


since the standard Ayurvedic texts were | 
written. A few thousand years of evolu- _ 
| safe practice for an Ayurvedic company. 


tion have altered the chemical compo- 


sition of plants, however slightly. Plants 
mutate as much as any organism. We | 


would not know the effect of these mu- 
tations until we carry out tests in the lab. 


contaminated with sewage water. Take 


those leaves, make a paste, and you may | 





contain the active ingredient only if cul- 
| tivated in specific places. Sourcing a 
herb from the wild is, thus, no longer a 


Some Ayurvedic drugs react with chem- 
ical drugs and become toxic. Says Mitra: 
"Indian patients often do not tell their 


| physician that they are taking Ayurvedic 
Plants are also as affected by pollu- | 
tion. Medicinal plants can grow in areas | 


have a recipe for creating diarrhoea. It 
could even be worse, depending on - 


your luck. If the plant grows in an area | 


contaminated with battery waste, your 
medicine to cure arthritis could poison 
you with lead. We have cited two obvi- 
ous cases. Let your imagination run free 
and reality will catch up soon. 

Seasonal variations could be impor- 
tant too. Wrightia tinctoria, a plant fou- 
nd in north India, has a pigment with 


the requisite antibacterial action only in - 


the summer months. Geography is an- 


drugs. This is a dangerous practice." 
Many of these factors were not im- 
portant even 50 years ago. Bacterial 
contamination is probably not a recent 
phenomenon, but heavy metal conta- 
mination certainly is. So, making herbal 
medicines without checking the ingre- 
dients can be disastrous in the modern 
age. Unfortunately, analysing herbs for 
their quality needs advanced technol- 
ogy that only big companies can afford. 
Thus, Himalaya goes through the 
following process to develop a new 
drug. It surveys classical literature for 
clues about herbs. The herb is then pro- 
cured, the active ingredients separated, 


_ molecules identified, structures eluci- | 
dated. The herbal preparation then goes | 


other important factor; some herbs | 
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through animal toxicity studies — Hi- 
malaya has an animal house too — and 
human clinical trials, just as any other 
new chemical entity. It is not always that 
the company finds a single molecule or 
even a few molecules. More often than 
not, the biological activity comes from 
the combination of several herbs. 

Mitra says that all the products that 
ithas launched in the last ten years have 
gone through such rigorous testing and 
analysis. Rumalay Forte and Himplasia, 
two recent Himalaya drugs for arthritis 
and prostrate enlargement, have supp- 
osedly gone through seven years of stu- 
dies, including multi-centric clinical tri- 
als on several hundred patients. The 
company is getting ready to launch a 
product for Hepatitis B next year after 
such clinical trials. 

Himalaya could soon find data from 
its tests and its clinical trials invaluable 
in ways it had not imagined. As Mitra 


was being interviewed for this story, 


news came about a study by Harvard 
Medical School. Scientists there had 
found heavy metals in many Ayurvedic 
products from India. Low on their list, 
but still present, was karela from Hi- 
malaya (some other major manufactur- 
ers have much higher concentrations of 
metals in their products). A perturbed 
Mitra shows results of all the tests his 
team has conducted on all recent bat- 
ches of karela; no batch had lead con- 
tent of more than 0.1 parts per million. 
Heis preparing to contest the findings. 
We wouldn' vouch for the efficacy 
and quality of Himalaya products; it is 
for doctors and patients to judge. But af- 
ter a few days at its R&D centre, you re- 
turn with the feeling that unleashing 
modern science on Ayurveda is not a 
bad thing. In the long run, it could be the 
only way to save this ancient science. W 
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ADHAV Chavan is an acci- 
dental educationist. Train- 
ed as a chemist, he is now 
considered one of the 
foremost contributors to 
literacy in India. The NGO 
co-founded by him — Pratham, a liter- 
acy mission for pre-school children — 
has managed to do what countless 
other NGOs have failed at. It has grown 
into a loosely-held confederation of 
nine trusts across 13 states. In its 10- 
year existence, about a million kids 
have been taught by the young women 
that Pratham has recruited from the 
very slums the children call home. The 
scale, befitting a country with the 
largest illiterate population in the 
world, hasn't been attained by anyone 
else before or since. 

Pratham has spawned the loose net- 
work of trusts, but it doesn't control 
them directly — Chavan is the unitying 
factor. "Only Madhav can manage to 
control such a loose organisation. He is 
a complete maverick says Ujjwal 
Thakker, CEO of Pratham India, the 
fund-raising part of the NGO. On his 
part, Chavan is critical of what he calls 
the small-is-beautiful philosophy that 
keeps NGOs in a ‘boutique mentality. 
"There is 40 per cent illiteracy in India. 
What is small and beautiful about that? 
I’m not a big NGO fan. I don't consider 
myself a typical NGO,” he says. 

That's quintessential Chavan: forth- 
right and very impatient. Farida Lam- 
bay, co-founder of Pratham and a vet- 
eran of many disagreements, says that 
in his younger days Chavan came across 
as an "arrogant know-it-all”. Now at 50, 
Chavan has mellowed from his earlier, 
brash self. But he still harbours the lofty 
ambition of changing the face of India in 
his lifetime. That's perhaps the reason 
he has been inducted into the National 
Advisory Council, Sonia Gandhi initia- 
tive for social reform. Some education- 
ists have questioned the quality with 
which this goal can be achieved; Cha- 
van says he is reining back an organisa- 
tion that's straining to break free. 

Truth is, Pratham is now too un- 
wieldy to go where it wants to with just 
the momentum of goodwill behind it. 
Managing size is, in fact, the lesson 
Pratham is learning right now. Already, 
some amount ofinstitutionalisation has 
come in over the past year. There are 





now monitoring systems in place to see 
if the children taught at Pratham can ac- 
tually read. There is more discipline in 
the accounting system that the trusts 
operate on. Chavan is still working out 
what to leave untethered and what to 
put down in the rulebook. In effect, the 
founder is trying to make sure that the 
movement lives on without him. 


Between The Left And The Right 


Chavan was born into activism. His fa- 
ther, Yashwant Chavan, was a member 
of the Lal Nishan Party, a political outfit 
owing ideological allegiance to Lenin. 
The name still pops up in Leftist rallies, 
but the party has seen feistier days. Cha- 
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of the biggest 
. NGOs in the coun- 


try. Now comes 
the critical phase. 
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. By Radhika Dhawan 








van was a teenager when radical right- 
wing parties like Shiv Sena and Dalit 
Panthers were coming up. At home, 
there was never much money around, 
but there was plenty of poetry, classical 
music and discussions on social revolu- 
tion. Chavan laughs as he remembers: 


"Conversation around the dining table | 


was never about the latest movie.” 
People who work with Chavan find 
him a resourceful lateral thinker. He 
picks up what is useful in every situa- 
tion, ideology or person, and puts it to 
his use. This is one reason he has been 
able to enrol the support of capitalists in 
his fight for social causes. Chavan be- 





lieves the tools of social change need to 
be sensitive to the evolution of a soci- 
ety's thinking. So he has little time to 
quibble with capitalism; instead, he 
sees at its heart the promise of educa- 
tion and healthcare for all. 

Coming back after doing his PhD in 
physical chemistry in the US over eight 
years, Chavan joined the National 
Chemical Laboratory and moved on to 
Mumbai University’s department of 


| chemical technology as a reader in 


physical chemistry. In 1988, while lead- 
ing a strike by college teachers, he wrote 
a letter to then Prime Minister Rajiv 
Gandhi, who passed it on to Anil Bor- 


NGO 


‘Fogg QN — P 
. With his life's mission of 
literacy forall © 


dia, his education secretary. 

Chavan can't remember what 
caught Bordias attention, but it did get 
him a meeting. Bordia, who was steer- 
ing the National Literacy Mission, asked 
him how was it that Chavan talked so 
much about social change and didn't 
participate in it himself. What was the 
point of printing the brochures and 
pamphlets if the people they were 
meant for couldn't even read? The meet- 
ing changed Chavans work and life. 

For a year after that, he produced a 
Doordarshan programme called ‘Akshar 
Dhara’, in which children were taught 
how to teach their illiterate parents. He 
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started mobilising some organisa- 
tions that worked in the slums, 
telling them women’ liberation was 
impossible without literacy. He gal- 


Mumbai University by telling them 
that without literacy there could be 
no popularisation of science. 

At about this time, the idea of 
starting a literacy project in the 
slums of Mumbai came from 
Unicef, the United Nations organi- 
sation involved in children’s educa- 
tion. The city, where more than 47 
per cent of the population lived in 
slums, seemed to be the right place 
to start. But Unicef was not provid- 
ing the funds needed for this ambi- 
tious mission. Discussions went on 
for a year and a half. The corporates 
wanted a complete plan and the 
NGOs needed the money to begin. 
Finally, Chavan and Lambay took 
up the cudgels themselves. 

“Madhav knows what to say to 
whom. He is as comfortable with a 
bureaucrat as he is with street chil- 
dren. He knows what to work in a 
person,” says Lambay. Chavan used this 
skill to get corporate funding. Pratham 


found an early ally in Narayanan Vaghul, | 
head of ICICI, which was then a devel- 


opment finance institution. While ICICI 
helped as a corporate, Vaghul pitched in 


in his personal capacity too. Pratham’s | 


first supporter became its biggest en- 
thusiast, and Vaghul used personal con- 
tacts to get other industrialists like 
Mukesh Ambani and Kumar Mangalam 
Birla on the board. It remains the key 
factor in maintaining Pratham's corpo- 
rate relationships, which have stood the 


NGO in good stead. Among other | 


things, the companies headed by these 
industry leaders have provided office 
space, infrastructure and their own em- 
ployees (sometimes on full salary) to 
help with Pratham’s projects. 


All About Scale 


From the very beginning, Chavan en- 
sured that Pratham had a low-cost and 
scaleable model of functioning. In a 
study published in 2001, consultants 
McKinsey estimated that what would 
cost up to $75 (about Rs 3,400) per pupil 
a year under the regular pre-school 
model that's popular in the West, would 
cost Pratham less than $10 (Rs 450). 











Farida Lambay, co-founder: Her considered 
approach acts as a foil to Chavan's impatience 


Classes are held in private homes, com- 
munity centres, municipal schools and 


even mosques — just about any place | 


that would allow them to do so. Teachers 
are paid about Rs 300 a month, even less 
than the salary of a domestic help. So 
Pratham recruits people who would tra- 
ditionally not work outside their homes. 

The tools of instruction are often 
picked up from the best and the latest in 


the field, or are born of innovations by | 
Chavan or others at Pratham. For exam- | 


ple, its accelerated reading programme, 
which allows a pupil to learn to read in 
just a few weeks, is an extension of works 
done by noted educationists like Dr A.K. 
Jalaluddin of Bangladesh. Says Rohini 
Nilekani, chairperson of the Akshara 
Foundation in Bangalore: "It came be- 
cause his mind is open to new ideas." 

It's Chavan's openness that has al- 
lowed Pratham to get its scale. "If I have 
to sit down and educate five kids, I can 
do the world's best job. But to create 
100,000 people like me is not possible," 
he says. The nine trusts around the 
country look like Pratham, but Chavan 
or Lambay control very little. There are 
4,000 people who work at Pratham 
trusts, but few know them personally. 

Aditya Natraj, head of Pratham Gu- 
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jarat, says: “As long as you have in- 
tegrity, are secular, dont badmouth 
the government, but learn to work 
with it, then Madhav would say, 
‘Here's a little money — go build 
something." For Chavan, setting up 
a balwadi (literally, a pre-school) is 
about finding a room and getting 
started. As long as classes are held 
regularly, Chavan doesn't mind. Al- 
most no one at Pratham has devel- 
opmental or social work experience 
at any level. Says Lambay: "Madhav 
has tremendous faith in people. He 
is very good at letting people go." 

But this culture has its critics. 
Says Vinita Kaul, an educationist 
and a consultant to the World Bank: 
“He is always in a tearing hurry, and 
in a way, that's a limitation. He is in- 
terested in quick solutions to all 
problems. I think educationists 
would question the quality [of 
Pratham' work]." Chavan remains 
unfazed. "There could be other 
ways of doing it, but this is my way. 
Unless I see another scaleable 
model and the speed with which we 
can work it... ,” he trails off and shrugs. 

No wonder. His personal philoso- 
phy of leadership derives much from a 
saying by Lao Tzu, the Chinese philoso- 
pher who propounded Taoism: "When 
the leader’s work is done, the people will 
say: we did it ourselves." 

As Pratham grows, Chavans biggest 
fear is that the agility will be lost. He is 
particularly proud of the speed with 
which the organisation responds, and 
he has a favourite anecdote about it. In 
September 2004, the Bihar government 
decided to recruit 80,000 panchayat 
Shiksha Mitra teachers and it asked for 
Prathams help in training them. In five 
days, Pratham was ready to do it. The lo- 
gistics were daunting: the teachers 
would be trained by 6,000 trainers, who 
in turn would be trained by Pratham. 
This training was to be held over 150 lo- 
cations in Bihar. In less than a month, 
the NGO galvanised 280 people, half of 
them girls from across India, and sent 
them to Bihar. They stayed in Patna for 
one day's orientation and then went on 
from there to the rest of the state. 

"The culture isn't about sitting in one 
place; it's about changing India," says 
Chavan. "It's doable in my lifetime. I'm 
itching to get there." We wish he does. Bi 
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How unwavering 


passion for 
coins helped a 
man get atop 
the greatest of 
odds. A profile 
of Dilip Rajgor. 
By T. Surendar 
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DILIP Rajgor hardly laughs. But he can't 
help cracking up when he remembers his 
student days at the M.S. University in 
Baroda. In his first year, while doing his 
masters degree in archaeology, fellow stu- 


| dents would jokingly worry if he would | 


pass his exams in Indian numismatics 
and epigraphy. After all, he was being 
taught from a book he had himself writ- 


ten some years ago. It would bea shame if | 


he didn't manage to clear the subject. 
That was in 1995. A year later, Dilip 
completed his degree with flying colours 
— first class with distinction. He already 
held a doctorate in history, a post-gradu- 


| ate diploma in linguistics, and was al- 


ready an acclaimed numismatist. His 
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| qualifications made him the best candi- 
date for the post of a lecturer at the uni- 
versity, a job Dilip wanted badly at that 
time. He appeared for the job interview 
but failed to get through. 

But setbacks weren't new to Dilip. The 
losing streak, which had started a few 
years before that, didn't actually end till 
recently. Today, Dilip is an author, pub- 
lisher, private consultant to museums, 


| and an acclaimed specialist in old coins. 


He calls it a new beginning. But this story 
is not about his publishing business. It is 
far more basic than that. It is about how 
one mans passion and conviction saw 
him through his troubles and made him 





what he is today. 





The last edition of this book was acknowledged as the final word on consumer insights, analysis and expert opinion. 


2005 edition. Coming soon. 
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T all started when Dilip was in his 
eighth standard. Dilip came from 
a middle-class joint family in Mu- 
lund, a bristling suburb in north 
Mumbai. His grandfather ran a 
shop that bought 
junk. His father had a few 
godowns by the dock that 
stocked cotton before be- 
ing shipped. Life was sim- 
ple and surprises were few. 
Dilips biggest interest 
those days was reading 
books, mostly on adven- 
tures. Nothing else seemed 
to interest him. There was a 
lot of stuff his grandfather 
brought home from his 
shop — small, fancy things 
that others had no use of. 
There were also some coins 
that his grandfather kept in plastic 
boxes. Back then, Dilip had no interest 
in them — he felt they were just a part of 
the junk that came home. 

Dilips father, when he took over the 
collection from Dilip’s grandfather in the 
early 1980s, seemed a little keener. He 
would spend time with his coins and 
even invest in acquiring new ones. Still, 
Dilip wasn't attracted to coins. One day, 
his father was sorting out some one-ru- 
pee coins. Dilip was simply curious 
about the exercise. Why would anyone 
collect coins he used to buy stuff on way 
to school? His father showed him the 
mint marks — a coin of the same year 
bearing two different mint marks were 
different. Ifit had a diamond mark below 
the year, it came from Mumbai, and if it 
bore a star, it came from Kolkata. That, 
somehow, caught Dilip’s fancy, and he 
too began collecting. 

His growing fascination for coins led 
him to newer fields of interest: history 
and old scripts. He describes finding out 
about them as an adventure. Coins from 
the times of Maratha ruler Baji Rao or 
the Mughal courts were inscribed in 
Persian, Urdu or Devnagari, while those 
dating back 2,500 years were inscribed 
in Brahmi. Dilip started learning the 
scripts just to find out more about the 
coins. After schooling, he decided to 
join the commerce stream — just like 
his friends from other business families. 
His father’s suggestion that he study 
accountancy and take up a white-collar 
job appealed to him. 


















Punjab: Ancient and 
Sikh coins 


Bhandara: The metal 
melting industry 
flourishes at this 
place near Nagpur 


Tamil Nadu: Ancient 
Indian coins, and 
some Roman 

coins too 
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However, he joined a correspon- 
dence course instead of a regular one 
where he would have to attend college 
everyday. During the day, he would 
work at his hobby or read religious texts, 
an interest he had inherited from his 
grandfather, who doubled up as a priest. 

Then fate intervened. At a coin exhi- 
bition, someone talked ofa coin special- 
ist — a numismatist. Dilip considers the 
event the first real turning point of his 
life. One afternoon, he landed up at the 
gentleman's house without an appoint- 
ment. The daughter told him that her fa- 
ther would be back only after six in the 
evening. He hung around, watched a 
film at the nearby Opera House, and 
went back in the evening. The gentle- 
man, S.M. Shukla, happened to be an 
honorary numismatist at the Prince of 
Wales Museum in Mumbai. For Dilip, 
theassociation proved to be a goldmine. 
From then on, he would be at Shukla's 
house every Sunday between 10 a.m. 
and 1 p.m., poring over books and dis- 
cussing coins with other enthusiasts 
who would also land up at the house. 

Shukla helped Dilip write about 
coins and publish a few papers in jour- 
nals. Then, Dilip wanted to do some- 
thing different. While still in his final 
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Coin trail 
Areas in India with the 
richest hauls of coins 


iw Bihar & UP: 
Along the 

4 Gangetic plain, 
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year at college, he and a few friends put 
up an exhibition at the Prince of Wales 
Museum, titled '2,500 years of coins in 
India. Dilip says the show was success- 
ful — the museum continued with it for 
a month more than the original sched- 
ule on popular demand. Around this 
time, Dilip also started a club, Mudra 
Bharati, which brought out a bi- 
monthly bulletin called Kabarnama. 

When he completed his graduation, 
Dilip agreed to his father's suggestion of 
becoming a chartered account. He even 
joined an NIIT course to learn comput- 
ers. But he could not keep away from 
coins. And his interest continued to 
throw up new opportunities. When 
Shuklas friend K.K. Maheswari began a 
project to study the coins of Western 
Kshatrapas at the Institute of Research in 
Numismatic Studies in Nashik, Dilip got 
pulled in. The Kshatrapas ruled south- 
ern Rajasthan, Gujarat and northern 
Maharashtra between the first and fifth 
centuries AD, and their coins were em- 
bossed in Brahmi. Dilip researched till 
1989 and published a book about it in 
1994 — the same book that was taught at 
M.S. University while he was there. 

In one ofthe visits to Shuklas house, 
another coin collector, Dr Arvind Jain, a 
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CA| van, which publishes 


(D , history. Upad- 
yet yaya, apart 
Aen i from being a 


ET) Mumbai Univer- 
2S3 known guide, was a 


dd historian and Sanskrit 
|! scholar. He tested Dilip 


: through the clause. 
Pes Ihesearchledhimto 


scientist at the Bhabha Atomic Research 
Centre, suggested to Dilip that he pur- 


"14 suearesearch programme in archaeol- 
“4 ogy. Dilip considers it the second turn- 
>. ing point of his life. He quit his course at 
ge NIIT halfway. His father was now wor- 

| ried, as was his mentor Shukla. They 


told him that there was no career in 


coins but for jobs in the academe or in 
| museums. The family business of ware- 


housing was doing well — why not join? 
But Dilip couldnt be distracted. 
Then, he hit his first major hurdle. 


| The Mumbai University admitted only 
E masters students from the same or re- 
Í lated streams like history for their doc- 
| torate programme in Indian culture. 


And Dilip had graduated in commerce. 
Luckily for him, there was a clause in the 


| university rules that allowed in excep- 
| tional graduate students too. He then 


began searching for 
someone who could 
help him get in 


S.A. Upadhyaya ofthe 
Bhartiya Vidya Bha- 


books on Indian 


teacher at the 


sity and a well- 


and helped him file an application of 


Pe »" 100 pages that contained some of Dilips 
44 published papers. Upadhyay then sent 





the application through Bhartiya Vidya 
Bhavan. Six anxious months later, Dilip 
heard from the executive and manage- 
ment committee of the university, who 
called him for an interview, which Dilip 


| breezed through. Two months later, the 


University admitted him to their doc- 


| torate programme directly. 


Dilip completed his programme in 
the quickest possible time — three and a 
half years. During this time, he contin- 
ued to write papers, articles and advised 
collectors for a small charge. Towards 
the end ofhis course, now sure of his fu- 
ture, Dilip got married. Soon after, he 


| began searching for a job. 


Anoth* hurdle came up. He found 


eatue | | | 


that the Mumbai University appointed 
only post-graduate students who had 
scored 55 per cent or more as lecturers. 
By now, he was convinced that his life 
would be around coins and he wanted 
to research them further while working 
in a university or a museum. But the 
Prince of Wales Museum also hadn't 
replied to his application. Yet, he could 
think of nothing else. 


To get around the hurdle, he picked | 


another circuitous route: he decided to 
do a masters programme. That's how he 
came to study at the M.S. University in 
Baroda, studying ancient history and 
archaeology. His wife, too, enrolled for a 
masters programme in clinical psy- 
chology to keep him company. In his 
second year, he joined a part-time post- 
graduate diploma programme in lin- 
guistics. He then thought that since 


there were no archaeologists who are 
also numismatists, he would be called 
for any major excavation. He finished 
his masters with merit, and stood first 
class first in linguistics. 

But when, after seven years of strug- 
gle, the M.S. University turned down his 
job application, even the circuitous 
road seemed to have come to an end 
suddenly. He landed up again at his fa- 
ther's house in Mumbai. Though his 
family was supportive, relatives goaded 
him to take up any job or join his father's 
business right away. The occasional pic- 
ture and article in a newspaper would 
get him some respect, though. 

Dilip again changed tack and con- 
centrated on his newfound interest — 
archaeology. It was known that the bed 
of the Saraswati river was still buried in- 
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tact under Gujarat. Dilip reasoned that 
theriverbed would still have some water 
in it that could be put to good use in the 
water-starved state. He approached a 
handful of NGOs for help — to get a 
dozen satellite pictures, at Rs 15,000 
each, of the riverbed. The pictures 
showed the presence of water and Dilip 
wrote a report that envisaged pumping 
out water during summer and storing it 
again in the riverbed during the mon- 
soon. The Gujarat government bought 
the proposal and sanctioned Rs 25 lakh 
for a pilot project. Again, Dilip had 
turned a difficult corner. But again, the 
good times lasted only a few months. 
The Bhuj earthquake ate up funds for 
other developmental work and Dilip 
was back where he had started. He had 
no offers, no projects, and his income 
was from editing a few articles and do- 
ing consultancy for an up- 
coming museum in 
Kalina, Mumbai. 

It was now 2002 and 
Dilip was tired of waiting 
for his career to take off. 
Earlier, while still in his 
doctorate programme, he 
had sent a manuscript on 
'Punch-mark coins' to a 
publisher in Delhi, but 
nothing had worked out. 
He decided to publish the 
book himself. The cost 
worked out to Rs 80,000 
and his father was ready 
to give him a small capi- 
tal. Dilip did better than 
the last time. Then he had pre-sold a 
bookto a publisher. This time, he sold 25 
copies of the new book to overseas col- 
lectors for a total of Rs 60,000. 

That was another turning point. 
Dilip is now beginning to feel easy. He 
has bought the rights to Reesha Books 
International, a company he floated 
with a friend. He has published over a 
dozen books and is much sought after 
as a consultant by coin buyers. 

A fortnight ago, he was in Baroda to 
deliver a lecture at his alma mater. The 
university has also offered him a job — 
this time, without a question. They feel 
that he is the best man for the job, but 
Dilip has declined the offer. 

Says Dilip: “Life teaches you a lot. 
To understand it, you have to first be- 
lieve in yourself.” B 
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Despite its 
small base 
in India, I 
would 
have to 
pick the 
notebook 
as the 
favourite 
device of 
the year 








NLY one in about 18 computers 
bought in India is a notebook... 
the total number of laptops in the 
country isnt even worth compar- 
ing with the West... notebooks 
still cost the average person too much.... 

All the same, if I were to pick a favourite de- 
vice for the year, it would have to be the note- 
book. It's on a small base, but Dataquest found 
that notebooks have grown 75 per cent over the 
year. In 2002-03, there were 52,147 sold, and 
91,180 in 2003-04. The industry and analysts 
expect a 100 per cent growth over the coming 
year — so that's a product to watch. 

Notebooks used to be niche in India. Top 
management in large enterprises had them. 
Yet, in the past year, they have begun to span 
across functions that really need them: people 
who travel frequently, those who work from 
home and office, sales teams, etc. In many 
companies, product managers, middle man- 
agement and others are beginning to get lap- 
tops. That's one of the drivers of this market, 
along with the growing SOHO (small office 
home office) and self-employed segments. 

If you want the convenience of staying pro- 
ductive and connected without having to spe- 
nd a lot, look in the Rs 55,000 to 70,000 range. 
The lightest notebooks aren't in this range, but 
even so, they're practical and perfectly work- 
able. Weight is important if you're really mobile 
— don't just go by the rated weight. You'll be 
carrying it with a bag and an adaptor, and those 
together weigh as much as the notebook does. 

You'll also find that the really light ones will 
have less built in. Or will inevitably be smaller. 
One of the lightest ‘complete’ notebooks in this 
batch was the Zenith Presidio — along with its 
bag and adaptor it was 3.2 kg. The Sony Vaio 
was lighter, but then, it’s also smaller. If porta- 
bility is important, it's worth a bit of research. I 
learnt the hard way with a laptop from IBM's R 
series, choosing it because it didn't seem fragile 
and because of the big screen. I first tried to 
carry it myself. Today I’m constantly looking for 
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someone to carry it for me and find myself 
wishing I'd gone for a lighter ThinkPad. In this 
space, Dell, HP IBM, Benq, ACI, Zenith, and 
Acer are among the more practical and afford- 
able. Sony, Samsung and LG are stylish and fall 
in the upper end ofthis category. 

In screen size for this range, look at the diag- 
onal length, which can go up to about 17 inch- 
es. The resolution of the screen is critical, but 
that's also affected by the graphics card and the 
physical material of the screen. Wi-fi should be 
a given, built-in. Wireless connectivity — or 
even its potential — is definitely one reason 
people buy notebooks today. Hotspots are in- 
creasing, and even though users aren't sure 
where to find them or what they'll cost, there's 
growing awareness of the possibilities. Battery 
life shouldn't be less than two or two and a half 
hours, enough for a domestic flight. Battery te- 
chnology (which I don't feel has kept up with 
the rest yet) can see you through eight hours in 
some, but that takes you into the top end. 

A DVD combo drive on the notebook is a 
good idea. You'll get 40 GB ofhard diskspace on 
the notebook, but half of it will be taken up by 
software from day one, and the rest will quickly 
be gobbled up by data or additional stuff. Espe- 
cially when it begins to be your personal enter- 
tainment centre too. So, the ability to put stuff 
onto DVD whenever you need to will be impor- 
tant. You should also have at least 256 MB RAM, 
if not more. The speed of the processor isn't as 
important as it used to be per se, because there 
are combinations that end up making for great 
performance. A faster processor will take up 
more battery, for example. 

Keyboards matter too. I got a shock when I 
saw different types of key placements on some 
models. If you're used a standard keyboard, a 
new key arrangement can drive you crazy. 

Duties on bringing in notebooks from ab- 
road have been done away with. However, mid- 
level notebooks in India are beginning to com- 
pete. I'd advise you to buy Indian unless you 
really want one that’s top end or hard to get. Mi 
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Our success is borne out of 
erms of Quality, Technology, 
ation, Exports & Customer Care. Qur 
vision is based on holistic growth with ethics 
and excellence. 

More than 60% of the revenue is due to our 
continued export thrust in global markets. 
Our list of international clientele continues to 
grow (General Motors, Eaton, Volvo, Bosch, 
Honeywell, Emmerson, SNECMA, BT, Deutz 
and many more). We have well known joint 
venture pariners like Berger, Hampson, 
Hensel, Daibu (Germany) and Amerigon 
(USA). We also enjoy the goodwill of many 
worldwide collaborators like Blue Giant 
(Canada), Vestergurad (Denmark), Abrassa 
(Spain) and soon. 

Maini Group has huge investment plans to 
accelerate growth. Convince us about your 
potential and we shall invest in you too. Tell us 
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BW Jobs 


about your track record of Top Performance 
and your growth shall be nurtured, doubled, 
tripled and what more, to help you carve a 
position that gives you enough space and 
freedom to function at your best and a bright 
future ail the way on your journey to the top. 


We are looking for two CEO designate in two of 
our companies. In addition, top slots in 
Marketing, Corporate Governance, 
Management Audit need to be filed. Senior 
Positions in Production, Planning, Quality, 
Technical, Materials, Estimation, Projects and 
Finance. In fact, there are openings at all levels 
to fit into our ambitious growth plans. 


You can read about us at our Website: 


http:Jiwww.mainigroup.com 

You can let us know more about your growth 
plans specially if you are between the age of 
2710 42 years. 

We wouid like you to please take the initiative 
to take part in our professional selection 
process. 
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E have had to hire extra help over the past year to cart 
away the business books that came in for review. A 
slight let-up in leadership books — Shackleton was 
offthe hook, but not Alexander, (you can be a corpo- 
rate world-beater too!) who had a dozen shiny new 
titles extolling the extraordinary skills of the Mace- 
donian conqueror— was more than made up for by the self-help titles. 

These came in an unremitting tide, washing up a strange assortment of titles 
that tried to combine incompatible genres, especially from Indian writers. Hu- 
man resources larded with spiritual texts, management gobbledygook culled 
from Sanskrit epics, strategy masquerading as CRM. It was difficult to give them 
away, even to dewy-eyed recruits just out of business school. 

Do not mistake this for editorial arrogance or reviewer 
hubris. We searched through the heaps with due care for the 
books that would edify, stimulate debate, entertain, and 
above all, surprise. The glut of books did yield some excellent 
offerings in a year that had everyone deciphering the Da 
Vinci code or trying to avoid the psychedelic prescriptions of 
Tom Peters for Business Ex- 
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cellence in a Disruptive Age. ; 

Foremost among these was Latha Jishnu 

The Wisdom of Crowds (Lit- uncovers the 

tle, Brown) in which James mystery of the 

Surowiecki put forward the missing bestseller 
persuasive theory that the judgement of many books and 
was more dependable than that of individuals. vanishing reviews 

There was also Harry Mintzberg's Managers from BW's 2004 

Not MBAs (Berrett-Koehler) which shook the Bookmark pages 


establishment with his finding — rather late in 

the day, some would argue — that business 

schools turn out people who are fit to manage nothing. Mintzberg believes 
that MBA courses teach students to be brilliant analysts, which does not neces- 
sarily mean they become good managers. For example: the discredited Jeffrey 
Skilling of Enron. 

C. K. Prahalad was a star author not so much for his Fortune at the Bottom of 
the Pyamid (Wharton School of Publishing), which our favourite corporate re- 
viewer found was old wine in a new, unseasoned cask, but for The Future of Com- 

petition (Harvard Business School Press) that made a convincing case 
for companies to co-create value with customers. 
But it was essentially a year in which the company’s structure, 
processes and power was put under the scanner. The most worri- 
some prognosis emerges in The Corporation: The Pathological 
Pursuit of Profit and Power by Joel Bakan (Free Press). It's a book 
that traces the rise of the big company and explains why the 
obsessive pursuit of profits has turned corporations into 
pathological monsters that are a threat to citizens and 
democracy. It is a powerfully argued thesis by Bakan, a pro- 
fessor oflaw at the University of British Columbia, who 
comes armed with law degrees from Oxford, Harvard 
and Dalhousie Universities, and is an internationally 
renowned legal authority. He went on to make a popular docu- 









BUSINESSWORLD 64 3 JANUARY 2005 


HITS & | 


J 





ee i — Tag 
CHIEVE RESULTS, Kup STOP WASTING TIME "n 

: Eu í “hal en 
te eh, DAE A 
aantra Ghoshal 
Lh à . * 





mentary and a television mini- series x 
based on the book. i 

But we have a confession to 
make: we did not review The Corpo- 
ration. This was not because we 
failed to spot its brilliance, ashap- — 1| 
pened in years gone by withthepop- f 
ular rodent philosophy of Who 
Moved My Cheese?, but because we 
failed to get hold of the book. 

This year BWis making a clean breast of the anguish, 
ecstasy (rare) and the sheer agony of bringing out our stim- 
ulating review pages. Readers ought to know that all is not 
as simple as it appears. Journals have to contend with the 
devious stratagems of the international publishing giants 
and the curmudgeonly attitude of some of their represen- 
tatives in India who charge for review copies (The Corpora- 
tion was a victim of this). Transatlantic rights, even when 
the publisher is the same for the UK and the US, can n play 
havoc with review pages too. 

But there is an infinitely more ore rT that 

‘even the best of books have to negotiate: truant reviewers, 
both in-house and outsiders. How Canon Got Its Flash 








Back —The Innovative Turnaround Tactics of Fujio Mitarai 


by Nikkei (John Wiley & Sons) has vanished in Mumbai, 
last seen in the innards of an international bank in 
Mumbai where our worthy reviewer appears not to work 
any longer. For six months, emails to the reviewer have 
bounced back with the response that the executive is out 
of the office. 

Some of our best in-house reviewers are also among 
those who suffer from long blackouts on deadlines. Some 
of the best titles of every year disappear into a Bermuda 
Triangle that stretches from Delhi to Mumbai and 
Bangalore. One example: A Bias for Action by Heike Bruch 
& Sumantra Ghoshal (HBS/Viking). ZA 

There are other unexpected butrealdangers ge 
to reviewing. How to Change the World — Social WEE 
Entrepreneurs and the Power of New Ideas by 
David Bornstein (Oxford University Press) was 
stolen from the briefcase of our potential re- 
viewer at a seminar on social transformation 
that he was hosting in Hyderabad. 

But there ought to be no mercy shown for 
the reviewer who was given the utterly — 
fascinating Outcaste: A Memoir by Narendra Jad- 
hav (Viking). The book, recalling the Dalit 
experiences of his parents by a career banker, 
ought to be read by everyone for the light it 
throws on the caste divide in India. All I can 
say is mea culpa. B 








F books are not to be judged by their cover, how 

much less should book launches matter? In the 

strange world of publishing in India, where book 

editors are routinely besieged by writers and their 
newly recruited image consultants (PR firms, actually) to 
get their books reviewed, launches are turning out to be 
more fun than the books they seek to promote. 

How else would hacks get to meet a clutch of royalty 
or see the Prime Minister in his home setting? Cocktail 
parties at the best venues in town are passé; book read- 
ings at ambassadorial residences which reflect the wri- 
ter's social standing and political clout are more sought 
after, although such events are in no way an indication of 
the merit of the book. A ‘reading’ at the British Council, 
usually restricted to authors with a proven track record, 
confers a cachet that even diplomats cannot hope to get. 


Seminars are the next best thing, but are not guar- 
antees of intellectual fizz, thanks to a tired formula. 
Hopes ofa deadly combat have fizzled out even when 
someone as provocative as petroleum and panchayati 

raj minister Mani Shankar Aiyar » 

was ranged in a secular-funda- | ] ( t 
mentalist battle with the warriors gh 

of the saffron brigade. 

Does all this help books to soun 
touch the magic figure of 5,000 : ) 
and qualify as bestsellers? Pen- | 
guin Books India believes so. And action 
it ought to know, since it has the 
largest stable of popular and serious writers. And so does 
Sage Publications, which prefers seminars for launching 
its primarily academic tomes. Ultimately, they say it's all 
about creating a buzz, never mind ifthe book is a dud. 

Academic Foundation appears to have walked away 
with the honours this year by getting Manmohan Singh 
to release its Indian Economy and Society in the Era of 
Globalisation and Liberalisation, a festschrift for Profes- 
sor A.M. Khusro. It was a select crowd, primarily of econ- 
omists, who gathered at 7 Race Course Road to pay trib- 
ute to their former colleague and chairman of the 11th 
Finance Commission. 

But for the most agreeable event, Oxford University 

Press wins for its launch of Memoirs ofa 
Rebel Princess by Abida Sultaan, the former 
heir-apparent (now no more) of Bhopal. The 
star of the show was her son, Shahryar 
Khan, the former foreign secretary of 
Pakistan, a delightful raconteur who told 
stories and mounted a sepia slide show of 
life in princely times. The Pataudis, Gayatri 
Devi and Natwar Singh were there to share 
the limelight. 
Asto what the Prime Minister reads, 
here's a disappointment. "I have no time, 
. none at all, for reading these days," 
was his disarming confession. E 
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HEN Jaswant Singh issued the Mid- 
year Review of the economy in 2002, 
its purpose was not very clear. Al- 
though the finance minister gets star 





billing on the budget day, he does not | 
get so many occasions to make news in the rest of the | 


year. The Mid-year Review looked like a contrived excuse 
for calling the press. And so it has been. It looks ever so 
more like the Economic Survey, which comes out in Feb- 
ruary; and issued in December, it can hardly be called a 
Mid-year Review. And since it is just a catalogue of part- 
of-the-year growth rates, it hardly takes the risk of making | 
news; on the contrary, it is designed to put the watchful 
media to sleep. 

But P. Chidambaram has 
found a use for it. He has 
turned it into a review of budg- 
etary trends and a "Statement 
explaining deviations in meet- 
ing the obligations of the Gov- 
ernment under the Fiscal 
Responsibility and Budget 
Management (FRBM) Act, 
2003". In other words, the Re- 
view is not just a review of the 
economy, more centrally, it is a 
report to the nation on how 
well the finance minister is 
meeting his obligations to im- 
prove the budget balance. In 
the process, the Review also 
gives three appendices. One 
reports on the progress in ful- 
filling the promises made in 
the budget speech, another reports on the government's 
measures to improve tax administration and raise tax 


collections, and a final one gives the new guidelines on | 
| has received a new report from the National Institute of 


expenditure management. 

Therevenue figures are sensational at first glance. Per- 
sonal income tax revenue increased 73 per cent in the first 
half of the financial year, and came to exceed corporate 
tax revenue, which increased only 7 per cent. The figures 
conjure up à picture of companies suddenly opening 
their coffers and handing huge salary increases to their 
employees. Unfortunately, the explanation is more 
pedestrian. Apparently, the income tax authorities de- 
signed a new common income tax form for personal and 
corporate taxpayers; and thousands of companies filled 
in their returns as individuals. Now income tax officials 
are going about pulling them up and shifting the tick on 
their forms from one box to the next. It is difficult to imag- 
ine that Indians, who write software for the whole world, 
can be so stupid when they fill in their tax returns. Maybe 





This Review is not just of the 
economy, it is also a report on 
how well the FM is improving 

the budget balance 











they were not; maximum personal income tax is about 


| 5percentlower than corporate tax, and they were merely 


tryingto save some tax. All the more reason forthe finance 
minister to unify the two rates in the next budget. 

The surprising thing is the extremely modest rise in 
excise and customs. At a time the economy is booming 
and GDP is growing at over 7 per cent a year, a 9 per cent 
rise in excise and customs revenue is unbelievably low. 
And that is after a 243 per cent rise in customs and a 202 
per cent rise in excise arrears recovered. Maybe there is a 
connection. It is well known that the finance minister has 
ordered his revenue departments to step up collections. 
Their officials have used this exhortation to use their pow- 
ers to badger and harass; in response, businesses are be- 
ing economical in their tax 
declarations. This is nothing 
new; it is just an intensification 
of the old and dysfunctional 
process of tax authorities' str- 
ong-arm tactics and taxpayers' 
tax concealment. The finance 
minister should try a more in- 
telligent approach. He should 
look at the fine print of tax reg- 
ulations and redraft them so as 
to encourage voluntary disclo- 
sure and reduce scope for offi- 
cial coercion and exploitation. 

Despite all these attempts 
at extortion, the Central gov- 
ernment could meet the FRBM 
Act targets only because of exc- 
ess repayments of loans by the 
states. Although he did not take 
any immediate action, the finance minister is quite clear 
that he must do so in the next budget. And that action will 
include reduction of at least some subsidies, on which he 


DINESH KRISHNAN 


Public Finance and Policy (NIPFP). 

His attempts to rein in expenditure can be confidently 
predicted to run into strident opposition from the Left, 
which is going to ask him to find money for the employ- 
ment guarantee and which could not care two hoots for 
the fiscal deficit. The finance minister must gird his loins 
for this struggle — if that is possible in his normal dress — 
and, in preparation, he should release the NIPFP's report 
on subsidies, which gives a scandalous picture of the 
public money being currently wasted. It is Mr Chidam- 
barams fate that he will be painted as a Scrooge. But at 
the cost of unpopularity with some of his allies, he must 
insist that increased expenditure on their favourite 
boondoggles must be accompanied by a cut in subsidies 
somewhere else. a 
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Only British Airways has truly flat beds in business class available on all flights 
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The new Moto Razr V3. 
A cut above the rest. 


"world's coolest phone, the 


razor-thin mobile you ll kill for 
- Stuff Magazine, Singapore. 
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At SAP, we have 32 years of experience developing flexible software solutions that can improve 
productivity and help you grow, no matter what your budget. That's why over 24,000 businesses large and small, in every 
industry, from banking to automotive to companies like Reebok, choose solutions from SAP. Find out how SAP can help 
your business run better at sap.com 


"Riding the New Wave, Growth Strategies for a Recovering Asia-Pacific" is a new Economist Intelligence Unit report that will help you 
gauge your growth aspirations and identify potential opportunities in the region. For a complimentary copy and to find out how SAP 
can help you realize your business goals, visit sap.com/asia/growth, e-mail info.india@sap.com or call toll -free on 1600 445959. 
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Your-motorbike iS on monthly 
instalments. Your refrigerator 
IS on monthly instalments. 


Through the Systematic Investment Plan (SIP), for just a few hundred rupees a month. 
Wait, there’s more. Mutual Funds are also transparent and regulated by SEBI. Their products are available 
in a varied range, almost as liquid as cash and provide tax benefits. Visit www.sbimf.com for more details 


today, or write in for a free Mutual Fund brochure. Lie 
Soch hamari. Fayda aapka. 


mutual funds | 
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A Slower Pace 


Q BWisstillagreat magazine | 
with lots of good business | 
analysis. But I think that the 
quality of your reports and 
in-depth stories has dec- 
lined, especially when your 





‘The Top 100’ is compared with the previous 
one that was done some years ago. Keep up the good work, 


Asa 





and also, try to dig deeper like you did before. 


Ashish Bansal, posted on BW website 


MONITOR THE MONITORS 

‘Is Sebi A Watchdog Or A Lapdog? (BW, 
27 December) was right on target. 
There should be an independent regu- 


| latory body made up of investors, fund 


managers and economists, which will 
act as watchdog over Sebi! These days, 


- every government is using the capital 


market as an instrument to pull up the 
whole economy, yet no one seems to 
vigilantly monitor it. A combination of 
private watching public/public 
watching private could work well. 
Sourav Mukherjee, via email 


RELIANCE WOES 

‘The Infocomm Funding Puzzle, (BW, 
27 December) confirms to me that Rel- 
iance isn't a petrochemical or a refining 
company but instead, it is a finance 
company, and a creative one at that ! 
Ketan Shah, posted on BW website 


W | fail to understand how Reliance 
won the award for 'Excellence in Cor- 
porate Governance’ from the Institute 
of Company Secretaries of India in 
2003. Also, how did it win your 'Most 
Respected Company' award? 

Anurag Saxena, posted on BW website 
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WIPRO’S WONDER 

In ‘The Real Mr Premji’ (BW, 22 
November) Premji the enterpreneur 
was overshadowed by Premji the 
legend. Pity, since he has so much to 


offer to budding entrepreneurs and 


small time businessmen who want to 
make it big the right way. _ 
Suresh V., posted on BW website 


CORRIGENDA 

In A Taste Of Debt’ (BW, 3 January) we 
incorrectly identified Dharmen Shah as 
head of fixed income, IL&FS. Dharmen 
Shah is actually head of fixed income, 
IL&FS Investmart. 


lii In The Decline Of The Dollar (BW, 
3 January) the US current account 

and fiscal deficits were wrongly stated. 
The US current account deficit is i 
$476.26 billion for the first three 
quarters of 2004. The US budget deficit 


is projected to be $521 billion for the 
- 2004 fiscal year, according to the 


White House’s Office of Management 
& Budget. 


ll In The Unpredictable Rupee (BW, 
3 January) we wrongly reported 

the dollar/rupee forecast by 
Dhananjay Sinha, economist at 
ICICI bank. The forecast he had 
made actually was a level of Rs 
44.50 to the dollar by the end of 
the financial year as compared to 

the current level of Rs 43.90. 

We regret the errors. 


Write in at : 
editor@bworldmail.com | 
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fast paced lifestyle with its smartphone features. Be it business on the move or enjoying NOKIA 
your lighter moments with friends. The stylish Nokia 6260. Live, work and play smart. 6260 
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PLAY with vibrance in Camera Mode. 
* VGA camera & video recorder 
* 65,536 colours active TFT display 





WORK in top form with Work Mode. 
* Quickpoint & Quickword viewers 
* Bluetooth wireless technology 


LIVE life to its fullest in Browse Mode. 

* Media-rich mobile browser & 
streaming capability 

* Java™ & Symbian applications 





For full specifications, please refer to www.nokia.co.in 


ny 30303838* Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warranty is applicable only for 
Nokia Care phones imported by Nokia India Pvt. Ltd. #For assistance on Nokia products ond services, call Nokia Care. Add STD code when dialling from a GSM connection. 


this issue 


Sea of Death 


The human and economic costs of the biggest natural disas- 
ter to strike the globe in recent history. Also: a first-person 
account of the horror and the agony. 


Patent Ordinance it is not as protective as the 
domestic pharmaceuticals industry would have liked it, or as 
careful as health activists are demanding it should be. 


Yale Research Centre 
Another US university is setting up a 
research centre in India. 

Sebi Mrsare seeking to buy 
more time to comply with a regulation 


on the minimum number of investors. 


Sebi chairman G.N. Bajpai: 
Laying down the law » 


BUSINESSWORLD 








COVER STORY 


The board 
meeting 


A blow-by-blow account of what went 
on inside the Reliance Industries 
boardroom on 27 December. 

Also: The real issues that need to be 
sorted out before any solution can 

be found. 





Governance Reliance was built 
at a time when performance alone 
mattered and good corporate 
governance was not really demanded 
by shareholders. But times have 
changed, and there are new demands 
on the company. 


RAVI PATIL 









BW COUNTRY REPORT 
Singapore 


The island nation is all for closer 
economic ties with India. What fac- 
tors are driving this India Fever? 








Trade The success ofthe 
comprehensive free trade agreement 
will be gauged by how it's leveraged. 








Corporates wnat strate- 
gies are large Singaporean compa- 
nies in India deploying? Why? 






Investments How power- 
houses GIC and Temasek are chann- 
elling huge dollops of funds to India. 
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TheCivil Aviation Ministry's decision to allow private carriers 
to fly to foreign destinations surely helps the industry. But 
why keep Indian Airlines from enjoying the same fruits? 





28 Co-op banks Another co-op bank has gone under. 
But the RBI seems to have not learnt its lessons yet. 


48 Home Videos The Rs 1,000-crore home video mar- | 
| homes of his colleagues destroyed and some even killed... 


There is no point in recounting more. Businessworld 
| requests all of its readers to donate generously to relief 


ket is booming, courtesy of cheaper hardware and software. 





IN VOGUE 


76 Mughal-e- 
Azam 


The digitally coloured version of 
the timeless celluloid epic was a 
gamble that paid off; and would 
be hard to replicate. 





* « Past Present: A new success 


80 Bookmark Graphic novels have grown so much 
recently that they are now a part of the mainstream itself. 
A celebration ofthe phenomenon that hit India in 2004. 
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26 Ashok Desai An end-of-the-year indulgence— 
forecasting the future. Economic predictions for 2005. 
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34 Subroto Bagchi itis not the fault of technology 
that some juveniles misuse it! 
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A Having scaled a new peak this week, is the Nifty 
poised for a fall? 


Former RBI governor Bimal Jalan on how IT can be 
used to make Indian banking more competitive. 


Singapore Diary: Shishir Prasad on how Singapore is 
learning to loosen its tie. 


Log on to www. businessworldindia.com 




















ERSTE WU 


Goodbye, 2004 


F the year 2004 is remembered again, it will be mainly 
for the horrific disaster it visited upon tens of 
thousands of people and their families in Asia. Many 
people close to Businessworld and to me personally 
had close encounters with the tragedy — a colleague 
had spent one week in the Andamans and managed to leave 
just four days before disaster struck; another colleague 
whose home is near the sea in the disaster area lived through 
days of trauma; a close relative at Kalpakkam found the 





efforts, through funds, charities and organisations of their 
own choice and through voluntary effort wherever possible. 


We begin the new year with a 
cover package on the | oms EE 
continuing Reliance saga. The Businessworld | 
| focus this time is on what we E yg i 
_ believe are the two important ow: RM =" 
aspects of the drama: the core — * ^ 


of the dispute between the two 
brothers and how a resolution 
could be arrived at, and the 
issues of corporate governance 
that have been thrown up. I 
believe sensitivity to issues of 
corporate governance in Indian 
business is far lower than what 
it ought to be, and the current struggle within the Reliance 





| group is a good opportunity to set the bar higher. Senior 


assistant editor T. Surendar reconstructs the momentous 


| board meeting of Reliance Industries on 27 December while 
_ senior assistant editor M. Anand, who has written an earlier 











cover story on corporate governance, looks at what the law 
says about conflicts of interest in boardrooms. 


In this issue, we also start a new initiative: the Businessworld 
Country Report. As you may have noticed, Businessworld has 
substantially increased its global coverage and also brought 
in a greater global perspective to the stories it does. As India's 
integration with the world markets proceeds, businessmen 
will need to look at events and developments in a new light 
and that is what we seek to provide. Senior assistant editor 
Shishir Prasad spent 12 days in Singapore to do this first 

BW Country Report on the island nation, which is currently 
going through what can only be described as India Fever. 
That's on page 59. 


g 


TONY JOSEPH, EDITOR 
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S countries tot up the dam- 
age caused by the earthquake 
last Sunday and the tidal 
waves that followed, one re- 
frain is developing across South-East 
Asia— the economic damage caused by 
the catastrophe is nowhere close to the 
terrible human losses. In India, too, 
sadly, that has been the case. 

Assocham pegged the total damage 





at about Rs 2,000 crore. In contrast, the 


Gujarat quake ran up a tab of Rs 5,000 
crore. In Gujarat, industrial installations 
had sustained a lot of damage. And 
then, there was an additional loss of 
business while the plants struggled back 
up to their original operating levels. 
This time around, it is not economic 
infrastructure that took a pounding. 
There are two reasons for that. The first 
is luck. The infrastructure along the east 
coast — the ports of Vizag, Chennai and 
Ennore, the Kalpakkam nuclear power 
plant, the undersea telecommunica- 
tions cables, and so on — escaped al- 
most unscathed. Chennai, the worst-af- 
fected port, was working at full capacity 
within two days. The port management 
reckons that the total repair bill will 
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Fishing boats datageey tsunami lies at 
the 5ea shore in Chennai 





THE TSUNAMI 


A tragedy most cruel 


Human loss far surpasses the economic damages 


come to about Rs 33 crore. Between | 
Rs 10 crore-20 crore will go into dredg- 
ing the port, another Rs 10 crore into re- 
pairing the damaged property (cranes 
and so on), and business lost during this 
period amounted to a mere Rs 3 crore. 


UNDAY morning's devas- 

tating tsunami has taken 
thousands of lives in In- 
dia and several other 
countries. It has caused 
human misery on a 
scale that will require relief efforts un- 
heard of in recent memory. 

The need of the hour is to help re- 
habilitate the victims. To that end, 
ABP Businessworld's parent com- 
pany, has set up the ABP Tsunami 
Fund. BW readers who would like to 
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TSUNAMI FUND 


Second, this ribbon of land abutting 
the east coast is not a big industrial belt. 
S. Sundaresan, assistant general man- 
ager at United India Assurances Chen- 
nai office, expects to get most of his 
claims from the tourism industry and 


be part of this relief effort can 
contribute to the fund. Please 
make out your 
cheque/draft to ‘ABP 
Tsunami Fund’. The 
cheque/draft should be 
put in an envelope superscribed ‘ABP 
Tsunami Fund’, and with your name 
and address on it. It can be mailed to 
or delivered at ABP Private Ltd, 6 Pra- 
fulla Sarkar Street, Kolkata-700001 
or to any of our offices in Delhi, Mum- 
bai, Bangalore and Chennai. E 


local fishermen. The claims from the 
hotel industry will not be too high. The 
buildings are still standing, he says, it is 
their contents that might have to be re- 
placed. That leaves the fishermen. Even 
that may not be too high. 

And that indeed is the sad part. The 
reason why the fishermen's payments 
will be low is that a lot of them didn't 
have insurance protection.Their homes 
are unlikely to have been insured. Local 
fishing cooperatives had taken modest 
life insurance policies for their mem- 
bers, but that is it. Then, there might bea 
few policies taken on their boats, but 
even that number will be limited, feels 
Sundaresan. 

As we write this, the death toll across 
the world has already crossed a lakh. It 
will rise more. Hair-raising reports are 
still trickling in from Andaman and 
Nicobar islands. On the island of 
Chowra, home to 1,500 people till a 
week ago, there are 500 survivors. On 
Car Nicobar, a low-lying island some 10 
km across, the waves apparently swept 
across the entire landscape. It had a 
population of about 30,000, of which 
nearly 2,000 are confirmed dead and 
another 10,000 are reported missing. 

That is not all. The worst might be 
yet to come. Natural calamities take a 
heavier toll in the Third World. Partly 
due to higher population density (due 
to which the poorest parts of society end 
up settling even in exposed, vulnerable 
tracts of land). And partly due to the ac- 
companying crises arising from the lack 
of proper sanitation, drinking water and 
so on. These problems are already be- 
ginning to crop up. In Port Blair, the ad- 
ministration has settled over 500 peo- 
ple, largely women and children, in a 
local school. A message from a teacher 
at the school, written early last week, 
found its way to a discussion board on 
the islands. "The administration has 
provided just 'four' tents and two Sintex 
water tanks. Fire brigade personnel 
filled water in them but they themselves 
warned that the water was contami- 
nated as it was the mix of all the trash 
thrown from the devil tsunami. They are 
now fearing an epidemic outbreak." 

For the people, this tragedy will not 
get over when the waves subside. It will 
take muchlonger than that. S 

M. RAJSHEKHAR 





FROM GROUND ZERO 


They lived by the sea, 
and died by it 


A first-person account by BW's M. Anand 


HE tremors came first. They 

were mild. Many people were 

still in bed. Few felt them. 
Fewer paid heed. Tremors like this 
had come before ... and gone. 

Then the waves came, fast, furi- 
ous and devastating. Hundreds of 
fishing hamlets along the Tamil Nadu 
coastline were swept away. Fishing 
nets, catamarans, huts, and families 
were all swallowed by the sea. The 
fishermen never feared the sea. Cy- 
clones had come and gone. But the 
sea had been their friend, their 
provider. Each day they would tame 
miles and miles of the sea in their 
catamarans and small fishing boats, 
while their children would frolic in the 
waves that would crash into the 
shores thousands of time every day. 
But one wave they knew nothing 
about changed all that. 

As news of the tsunami attack 
spread panic struck. Survivors ran 
away from the sea, leaving behind 
everything. “The sea is going to swal- 
low all of us,” they kept repeating, as 
if in a trance. Even people in fishing 
villages that escaped the wrath of the 
sea ran away dreadfully. Many 





BUSINESSWORLD Ü 10 JANUARY 2005 


paused to gather their most precious 
belongings. Within hours, most of the 
roads leading away from the beach 
were flooded with people carrying 
suitcases, television sets, bags, etc. 

Soon rumours had penetrated the 
city far deeper than the waves. 
"Chennai is going to be submerged 
today," people cried. Television cam- 
eras zoomed in on the unfolding 
tragedy. As the sea calmed down, 
dead bodies came afloat in waters, 
stirring onlookers into action. Many 
still stood and stared, shocked. 

As the shock wore away, the tears 
started flowing. Heart-wrenching 
screams of anguish continued well 
past the night. Survivors cursed the 
sea for washing their families away; 
they even cursed it for sparing them. 
How could they continue to live by the 
sea that had suddenly turned so 
cruel? But they must. The waves have 
now receded to reveal the ruins on 
the shores. These devastated people 
must go back to the death grounds of 
their families. They must tame the 
sea again. They must feed off it. For 
that is the only living they know. They 
are fishermen. ba 


A survivor carries 


ee «away her belongings 
\after her-house 
= caught.fire'from the 
- flames of.a funeral 
pyre ne&rby 


Photograph: REUTERS 
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THE PATENTS ORDINANCE 





The good, the bad, the vague 


The text of the ordinance does not match Kamal Nath's claims 


S expected, it is 
an ordinance. As 
hoped, it inclu- 
„des some vital 
safeguards. As feared, it is 
vague on some critical is- 
sues. In the end, though, 
the Patents (Amendment) 
Ordinance, 2004, issued 
on 26 December is a bal- 
ancing act; not as protec- 
tive as the Indian pharma- 
ceuticals industry would 


as health activists are de- 
manding it should be. 

The short point: prod- 
uct patents have been ex- 
tended to all innovations, 
irrespective of the field of 
technology, by amending 
the Indian Patents Act of 
1970. So, although an es- 
sential public debate on 
the far-reaching provi- 
sions of the new legisla- 
tion has been circumven- 
ted, the ordinance makes 
India compliant with the 
WTO requirements on intel- 


deadline of 1 January 2005. 

The ordinance is essentially the 
Patents Third Amendment Bill 
moved by the previous NDA govern- 


ment in December 2003 but with what- 


commerce minister Kamal Nath calls 
"significant improvements" to pro- 


. vide an enabling environment to the 


pharma and IT sectors. 

The IT industry does have some- 
thing to cheer about. The ordinance 
allows patent protection for embed- 
ded software in hardware such as com- 
puters and cellphones if it has appli- 
cations for industry. Earlier, such 
software had only copyright protec- 
tion, not patent protection, as sought 


" by Nasscom. 


However, itis pharma that will be 


most affected by the ordinance, and 
the reactions of the domestic indus- 
try and the multinational lobby reflect 
where the shoe pinches. Kamal Nath 
says the big difference from the earlier 
Bill is the provision for ʻa definite’ 


. pre-grant opposition in addition to 


post-grant opposition. 
But a close reading of the relevant 
Section 25, shows no material 


change. The pre-grant opposition of- 


fers the same limited representation 
for third parties and on far fewer 
grounds than the current law allows. 


It does not provide for a hearing, only 


a representation. 
This is one reason why Krishna 
Sarma, president of Corporate Law 
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Group, which represents 
the powerful MNC drug 
lobbyis happy with the ordi- 
nance. She has been cam- 
paigning vigorously against 
pre-grant opposition. 
= The other reason is 
that ‘patentability’ is still 
open to interpretation. Al- 
though IPA (Indian Phar- 
maceutical Alliance), the 
domestic industry lobby, 
has won part of the battle - 
against evergreening or 
the patenting of incre- 
mental innovations (See 
BW 13 December 2004), 
lawyers say patentability 
remains a grey area. The 
relevant Section 3 brings 
in the term 'mere new use 
rather than just ‘new use’, 
which, say legal pundits, 
allows an applicant to take 
advantage of the provi- 
sion provided a new 
chemical reactant is used. 
Little wonder that D.G. 
Shah, IPA secretary-gen- 
eral, fears the courts will 
have to fill in the gaps left 
by the law. It’s an issue that 
Kiran Mazumdar Shaw, president of 
the Association of Biotechnology 
Led Enterprises (ABLE), also warns 


against. “We must ensure that the 


guidelines leave no lacunae for inter- 
pretation,” she says. 

So, while Shaw is pleased that the 
new law does not allow ‘greening’ of 
patents, she says the policy should 
also avoid ‘grandfathering’, or grant- 
ing patents with retrospective effect. 
On the mailbox applications at least, 
the ordinance is clear. Patent rights will 
be available only from the date of 
grant of patent and not retrospec- 
tively from the date of publication. 
Advantage: Indian industry. iB 

l LATHA JISHNU 


IBM recommends Microsoft® Windows® XP Professional for Business. 






MOBILE 
TECHNOLOGY 


IBM ThinkPad R51 notebook 
(Part No. 2887KQ1) 


IBM Rescue and Recovery" 

- Push-of-a-button data backup and recovery 

Access IBM 

- IBM help at your fingertips 

IBM Active Protection System? 

- Instant data protection when you're on the road 

IBM Embedded Security Subsystem? 

- Most secure protection for your data 

IBM Access Connections Software 

- Switch between wired and wireless environments 
with ease 

System Migration Assistant' 

- Migrate data from old PCs to new IBM PCs with 
reduced downtime 


Distinctive 


IBM Innovations 





Intel* Centrino" Mobile Technology 

Intel* Pentium* M Processor 1.6 GHz 

Intel® PRO/Wireless Network Connection 802.11b/g 
Microsoft® Windows® XP Home 


x . : : Intel* 855 GME Chi 
Put a solid barrier between your wireless PC and oe ME DOR RAM PASS 


tNi€VES. as the world's most secure wireless PCs, these IBM wireless ThinkPad* 40 GB HDD ! 
DVD-CD/RW Combo Drive 

notebooks offer an added layer of data protection - a vault-like combination of a built-in security 64 MB Shared VRAM 

; d i ThinkLight Keyboard Light 
chip and sophisticated data encryption software. In fact, it's so advanced, it actually makes data UltraNAV (TrackPoint« Touch Pad) 

A i | 

unreadable if tampered with. And only IBM offers PCs with this level of security as a standard BEE inches) TET monitor 
1 year customer carry-in limited hardware 
global warranty 


Rs. 68,990/-* 


stem 
ures 


S 
Feat 


feature. Plus, Intel® Centrino" Mobile Technology and on-the-fly folder encryption ensure that 


users can work wherever they please, knowing that their data will be protected. No matter 


who's lurking around. Instead of a welcome mat. 


Price 


Embedded Security Subsystem. 
Only on a ThinkPad. 


Call 1600 443333 or visit ibm.comv/in/tpdecision SS lee —— 
O buy direct, locate an IBM reseller or for more information. oe 


O&M 10999 


M, ThinkPad, ThinkCentre and ThinkVantage are trademarks or registered trademarks of International Business Machines Corporation in the US and/or other countries. Other company product or service names may be trademarks or service marks of their respective owners. 
icrosoft and Windows are registered trademarks of Microsoft Corporation. Certain Microsoft’ software product(s) included with this computer may use technological measures for copy protection. IN SUCH EVENT, YOU WILL NOT BE ABLE TO USE THE PRODUCT IF YOU DO NOT 
JLLY COMPLY WITH THE PRODUCT ACTIVATION PROCEDURES. Product activation procedures and Microsoft's privacy policy will be detailed during initial launch of the product, or upon certain reinstallations for the software product(s) or reconfigurations of the computer, and 
ay be completed by Internet or telephone (toll charges may apply). “Estimated street price. Sales tax and other levies extra. Visual used may not represent the actual product. 'Free download/preload. “Available on select models only. Offer and prices subject to change without 
ior notice. Intel, Intel logo, Intel Inside, Intel Inside logo, Intel Centrino, Intel Centrino logo, Celeron, Intel Xeon, Intel SpeedStep, Itanium, and Pentium are trademarks or registered trademarks of Intel Corporation or its subsidiaries in the United States and other countries. 
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The bet's on infrastructure 


HERE have been enough indi- 

cations in recent times that 

the infrastructure sector has 

been hotting up. The work on 

the golden quadrilateral is progressing; 

some hiccups notwithstanding, the 

Bangalore airport has been given the fi- 

nal go ahead; various state governments 

are beginning to building their own 
roads, flyovers, etc. 

Little wonder then that this segment 

has also got the venture capitalists inter- 


ested. ChrysCapital has recently in- | 


vested in Gammon India and IVRCL. 
Gammon is one of the country's oldest 
civil construction companies, being 
founded in 1919. IVRCL, a Hyderabad 
outfit, is by contrast a little over a decade 
old. Till recently it focussed on water re- 
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lated areas like water treatment, sewage 


| lines, etc. Recently it has diversified into 


building roads. Traditionally, ChrysCap- 
ital's interests have been in the 'new 
economy’ sectors such as IT and busi- 
ness process outsourcing. 

As the infrastructure business gains 
momentum, the big opportunity ac- 
cording to ChrysCapital lies in consoli- 


| dation of the industry. In the developed 


markets, the top 10 players typically 
control between 30-50 per cent of the 
business. Here the market is completely 
fragmented. But as the industry gains 
momentum, the better players are ex- 
pected to keep getting more and more 
business their way, creating some sort of 
a virtuous cycle for them. a 

D.N. MUKERJEA 
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Happy hours 


F bars can do it, so can hospi- 
tals. So Noida’s Fortis Hospital 
seems to think. To attract patients 
during the lean hours, 1 p.m. to 4 
p.m., it is providing consultation to 
outpatients at a fee of Rs 100 
compared to the usual Rs 300 it 
charges at other times. This helps 
Fortis attract more patients and 
utilise resources optimally through 
the day, spreading out the flow of 
patients throughout the day. Gen- 
erally, patients throng hospitals ei- 
ther during the 
pre-noon or the 
evening hours, 
leaving the after- 
noons dreary. 
“One to four 
[p.m.] is lean 
times at the hos- 
pitals,” says 
\lok Roy, medical 
director, Fortis. 
When the hospital started op- 
erations in June, it sent around 
20,000 mailers to homes in Noida 
and adjoining areas of Delhi and 
Uttar Pradesh. The result of this is 
a 33 per cent rise in walk-ins dur- 
ing this time. Since that worked so 
well, the hospital wants to send 
out 100,000 mailers. It is targeting 
housewives, who, it expects, will 
help it get mindshare. ef 
GINA S. KRISHNAN 





News vs use 


Tis a global rivalry. News channels BBC and 

CNN are always compared to each other. In 
a recent survey though, BBC came across as 
more trustworthy and useful, while CNN looks 
more on the ball. Media Brand Values, an inde- 
pendent survey backed by media owners, 
agencies and advertisers, surveyed 1,301 
viewers in nine countries across Europe, ac- 
cording to a BBC release. Considering the sur- 
vey applies to 1.3 million people in BBC's 
home territory, Europe, it is surprising that CNN 
got such good ratings on some parameters. fil 


VANITA KOHLI-KHANDEKAR 


HALF THE COST, 
DOUBLY EFFICIENT 
AND IS KEEN TO JOIN. 
WANT TO HIRE? 






Obvious, isn’t it? Then why wait when you can 
revolutionize the way you communicate with 
Cisco IP Communications. 


Increase organizational efficiency while cutting costs. 
No need for maintaining multiple networks for 
voice, video and data. Save significantly on long 
distance calling costs. Listen to emails and schedule 
appointments. Hold videoconferences at will. 








Access real-time information on your phone. 
Fully secure, portable and scalable as per your 
operations. Communication. The new fashioned way. 
Cisco IP Communications. 


For more details and special offers, VISIT 
WWW.CISCO.COM/GO/IN/IPC OR CALL: 1600-22-1777. 
Its one of the easier decisions you'll have to 
take today. 


THIS IS THE POWER OF THE NETWORK. NOW. 


Cisco Systems 





OgilvyOne Worldwide 
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HE pundits said that the note- 
book PC market will take off 
when the prices fall to Rs 50,000. 
They did a year ago. Thereafter, 
sales rose. From 43,000 units in 2002 it 


touched 200,000 in 2003. Manufactur- | 


ers say this number could double to 


400,000 in 2005. The PC:notebook sales | 


ratio, too, has also declined from 52:1 
two years ago to 18:1 this year. Impres- 
sive by any standards. 

Could they have been better? Manu- 
facturers think so. For, one ofthe biggest 


. growth drivers for any high-value item, | 
financing, is near absent for notebooks. 


Countries smaller than India are also 
ahead in absolute demand numbers as 


well as in the share of laptops in total | 


PCs sold. (See ‘Laptop Proliferation’) 
Big players like GE Consumer Fin- 
ance prefer to stay away from this busi- 
ness. Vishal Pandit, CEO, GE Money In- 
dia, aGE Consumer Finance arm, says: 
“We consciously don't promote laptop 
financing as it is a high-risk category. 


With laptop prices crashing every year | 


as well as the high depreciation on com- 
puting goods, we do not want consu- 
mers coming back after 8-10 months 
and returning the (devalued) product." 


Countrywise 
proportion of 
notebooks out 
of the total 

PC market 





usiness 


Once bought, a high-value 
item like this needs insurance. 
But insurers, too, think it is a 
high-risk category. Says Bajaj Al- 
lianz Finance CEO Kamesh Go- 
yal: “A laptop is particularly sus- 
ceptible to damage. Ifsomething 
breaks, it is difficult to prove 
whether it was deliberate or ac- 
cidental. Default rates are rising, 
with people wanting to upgrade 

fast.” Of the claims, 60 per cent 

are for broken screens, a costly 
component, and 10 per cent 
for theft. So insurance 
premia for notebooks 
are about 2 per 
cent more 
than for 
other con- 
sumer 
durables. 

And 
cash seems to be drying up. ICICI Bank, 
one of the biggest financiers has pulled 
out of this category. Others are likely to 
follow suit. Some, like IBM Global Fi- 
nancing, the leasing arm of IBM, fund 
purchases only by business houses. 

Krishna Kumar, industry expert and 
editor of PC Quest magazine, says: “The 
PC boom in 2000 was partly due to par- 
ents buying for their children. Many take 
education loans to buy PCs. With note- 
book prices crashing, this is the time for 
companies to give finance. If they do, 
notebooks might overtake PCs in sales.” 

His view seems to have some takers. 
Rajiev Grover, country manager (con- 
sumer portables), Hewlett-Packard In- 
dia, sees a turn. “Earlier, buying was re- 


stricted to the corporate sector. But now | 


the individual is buying, and finance 
firms are showing interest,” he says. 


Vinnie Mehta, executive director, | 


Manufacturers Association of Informa- 
tion Technology, explains the financiers’ 
worry. He says: “Laptops are poor assets 
in the balance sheets of finance compa- 
nies with their high rate of obsoles- 
cence.” Will the phenomenal growth of 
last year continue? E 

NANDINI VAISH 
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PIL ON PESTICIDES 


It’s the turn 
of foods now 


WO Rajasthan high court 
T advocates, Madhav Mitra 

and R.S. Chauhan, under 
the auspices of NGO Public Ac- 
tion Group, have filed a public in- 
terest litigation demanding that 
packaged food companies, like 
soft drink makers, be directed to 
print the exact level of pesticide 
content on the food packs. A 
bench comprising S.K. Keshote 
and Ajay Rastogi took up the peti- 
tion on 21 December and is likely 
to review it in January. 

Notices have been issued to 
the Union of India, the State Gov- 
ernment of Rajasthan, the Ra- 
jasthan Pollution Control Board 
and the 39 respondents including 
companies like Dabur, Nestle and 
Hindustan Lever. The court had 
earlier directed manufacturers of 
carbonated drinks to specify the 
level of pesticides, even if within 
allowed limits, on the bottles. E 

N.V. 


THE INTERNET 
Domain .in 


NDIAN companies can start register- 
| ing Internet domain names with the 

.in suffix starting 1 January. For three 
weeks ending January 21, the registra- 
tions will be restricted to holders of 
trademark certificates. The process 
would be managed by National Internet 
eXchange of India, and the registrars 
would be Net4india, Good Luck, Direct I 
and OnlineNIC. From 16 February, any 
individual would be able to register .in 
domain names. Registration will also be 
open for .co.in, .net.in, .org.in, .ind.in, 
.gen.in and .firm.in domains. Says 
Net4India CEO Jasjit Sawhney: “There'll 
be a rush as there are over 500,000 
trade marks in India, but only 7,000 
have .in domain names.” Rates are 
likely to be about Rs 800 per year for 
the .in and Rs 400 for the others. ian 

ANUP JAYARAM 


Strength for the weak, 
flexibility for the rigid. 
Mobility for the static, 
stability for the unsteady. 
Precision for the sharp, 
poise for the delicate. 


Steel is everything. Steel is life. 
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^ prefix city code when calling from a mobile. For taxes/levies in your area, please contact the numbers listed or a HP Business Partner. "Includes client, server, and enterprise acquisition cost. “Source: 
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HP recommends Microsol” Windows® XP Professional 


Get the new HP Compag Business 
Desktop dc7100 with a really 
low total cost of ownership. 


It is estimated that the purchase price in case of desktop computers, 
forms only 23% of the total cost of ownership. So where does most of 
your money go after you have bought the desktop for your office? 
It goes into mai ntenance, upgradation and general troubleshooti ng. 
It thus naturally follows that the computer hardware system with the 
lowest purchase price may not necessarily be the most cost effective 
system. What exactly is "Total Cost of Ownership"? In layman terms, 
Total Cost of Ownership or TCO is the sum total of all the costs 
incurred to keep any product, in this case a computer, operational 
and productive throughout its life cycle. This would include all costs 
related to purchase, maintenance, upgradation, etc. Keeping this 
factor in mind, HP, a strong player in the computer hardware market 
has introduced a specialized range of advanced desktops targeted 
at corporate business houses and growing business units - the HP 
Compag Business Desktop dc7100 powered by the Intel? Pentium® 
4 Processor 530* with HT! Technology. Loaded with an Intel? 915G 
chipset for a consistent and superior performance, the HP Compaq 


Business Desktop dc7100 is the last word in cutting-edge 


With certified service and genuine parts, 
HP Care Pack adds more value to your warranty. Insist on one today. 


Special prices available 
on the HP Compaq 
Business Desktop 
dc7100 powered by the 
Intel® Pentium" 4 
Processor 530^ with 
HT" Technology till 
January 31st, 2005. 
Hurry! 
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technology. Thus it is adequately equipped to handle fuge 
advances in terms of both technology and performance. And 
com bined wilh the world famous HP warranty and assurance, the HP 
Compaq Business Desktop. dc7100 is a machine that requires 
extremely low maintenance. In the eventuality of a technical hitch, is : 
world-class design structure makes servicing reaily easy and requires. 
very low levels of expenditure. What HP proposes is to offer busi ness | 
enterprises a worry-free office infrastructure with high performance 
capabilities at a minimal TCO. The HP Compaq Business Desktop 
dc7 100 is designed specifical ly to cater to the office of the future. 


Get more technology, expertise and support from HP’s Smart Office 


* solutions. 


Life-cycle cost of a Desktop 


Purchase price for 
hardware and 
softwore 23% * 


Downtime 996 
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HARBOR 


S recorded music an electronic 

good or intellectual property? The 
answer to this question will decide 
whether the music industry shrinks 
some more, or manages to grow a 
bit in 2005. Under the old export-im- 
port policy, pre-recorded cassettes 
and compact discs are classified as 
‘electrical and electronic machinery’. 
These attract an average sales tax of 
10 per cent. If that is where it re- 
mains, when VAT comes into force in 
the summer of 2005, the effective 
sales tax rate could go up to 17-22 
per cent, reckons Indian Music In- 
dustry, the representative body of In- 
dia’s beleaguered music industry. IMI 
recently met Asim Dasgupta, the 
head of the VAT committee, demand- 
ing the reclassification of music cas- 
settes and CDs as intellectual prop- 
erty. That would bring down sales tax 
on pre-recorded music to 4 per cent. 
The idea, says IMI president Vijay 
Lazarus, is to be able to resuscitate 
the business left gasping by aggres- 
sive piracy. The music industry has 
shrunk, reckons IMI, from Rs 1,200 
crore to Rs 600 crore or so over the 
last five years. A higher sales tax will 
push up prices and make pirated 
products more attractive. And if the 
government decides to reclassify 
music, it would also have to do the 
same for VCDs and DVDs, which are 
as badly affected by piracy. 





| 
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ALT Disney is find- 

ing its feet in In- 
dia pretty fast. Its 
launch of two channels 
a couple of weeks back 
has been quickly fol- 
lowed up with a tie-up 
with Chennai-based 
Sun TV. Buena Vista In- 
ternational Television 
(BVI), which syndicates 
30,000 hours of Dis- 
ney's programming, 
and Sun TV announced 
the deal last week. The 
estimated Rs 500-crore 
Sun TV network, which 
dominates all the four 
southern states with its bouquet of 


| 10-odd channels, is known for its 


filmi fare. Sun chief Kalanithi Maran 
has always maintained that the 
South is a film-dominated market 
and only a broadcaster with a large 
library can dominate it. He owns the 
rights to almost 80 per cent of Tamil 
films released and makes it a point 
to pick up rights in other, mostly 
southern languages too. So buying 
the TV rights to Disney films like 
Pearl Harbor or Billy Bathgate is sim- 
ply part of the same recipe from Sun. 


Tis confirmed. 
Shravan Shroff's 
Shringar Cinemas is 
going public. The 
. Rs 36-crore com- 
shringar pany (March 2003 
estimates) has am- 
bitious plans for film production and 
multiplexes and the money is proba- 
bly being raised for the latter. 
Shringar Cinemas already operates 
three multiplexes, two in Mumbai 
and one in Nashik. Two more are on 
their way. Earlier, in 2000, GW Capi- 
tal had picked up a stake in the com- 
pany. Shringar will be filing its 
prospectus sometime in early 2005. 
Morgan Stanley and Enam are the 
lead managers. & 
VANITA KOHLI-KHANDEKAR 
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BATF 


Is it back for real? 


IRST they banished it. Then they 
blamed it for everything that was 


going wrong in the city. And now 
they are talking of reviving it. After rumi- 
nating over it for almost nine months 
since taking over as Karnataka's chief 
minister, Dharam Singh, says he plans 
to get the Bangalore Action Task Force 
(BATF) backin action. 

BATF is a public-private partnership 
initiative to transform India's premier 
technology destination into a world- 
class city. 

But is BATF willing to undergo a res- 
urrection? Representatives of the pri- 
vate partners say that they are willing to 
participate only if a clear mandate is set 
out with expectations, roles and respon- 
sibilities of all the partners forming the 
body. But this might be difficult to pull 
off, keeping in mind the current coali- 
tion compulsions in the state. 

"The ball is in the Government's 
court to decide what they wish to do and 
how. So far, it has been a public relations 
exercise," says a BATF member. & 

SUPRIYA KURANE 


Moving on 


ANKALP Saxena who played a 

key role in the supply chain ma- 
jor i2 Technologies's relocation to 
India has quit the company. He will 
be joining Macromedia as the chair- 
man and managing director of its 
Indian operations. Macromedia 
makes graphics software including 
Flash, and Dreamweaver, among 
others. In 2001-02, a financially 
troubled i2 shifted its R&D and 
product design to India to cut costs. 
Saxena was the country head then. 
Today, 60-65 per cent of i2's prod- 
uct engineering is done from India. 
“i2 is in great shape and the work 
there is more of maintaining the 
course. | wanted to start all over 
again," says Saxena. His brief at 
Macromedia is to scale up the India 
centre from 75 people now to a 
“sizeable number" shortly. L 

SHISHIR PRASAD 





Now Kolkata goes directly to Kuala Lumpur. 











Our commitment to ensure better connectivity and reaching more and more people 
continues. Malaysia Airlines introduces 3 new flights a week (on Mondays / 
Wednesdays / Saturdays) to Kuala Lumpur from Kolkata. 


And this is not all, enjoy a special introductory fare of Rs. 13,999/- only to 
Kuala Lumpur and/or Singapore from Kolkata. Also ask for special Companion fares 


and Senior Citizen fares. 


Malaysia Airlines currently flies to over one hundred destinations around the globe 
across 6 continents from 7 top cities in India, and with an award-winning cabin 
crew, voted as the world's best, consecutively four times in a row, Malaysia Airlines 
is going beyond expectations to build a stronger relationship with India. 
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MUTUAL FUNDS 


Sebi's dilemma 


UESS what the 

mutual fund in- 

dustry is up to? 

For a change, they 
are asking big-ticket in- 
vestors to pull out money 
from their schemes. The rea- 
son? A Sebi regulation that 
came out in December 2003 
to prevent large investors in a 
fund from hurting the retail 
investor's interests. Known as 
the 20-25 Rule, it required 
each mutual fund scheme 
(and the plan/s within it) to 
. have at least 20 investors, 
with no single investor hold- 
ing more than 25 per cent of 
assets. But to comply with the rule, fund 
houses were given a year — the grace 
period ends on 31 December 2004 and 
schemes that fail to fall in line are to be 
wound up. Though the rule has been 
around for a year, some fund houses 
woke up just a week before the deadline 


SBI 


HDFC 


"^ andare trying to convince the regulator 


to grant them some more time while 


UTI Mutual Fund 
ABN Amro 

Prudential ICICI 
Bank of Baroda 


| 
Industry aggregate | | 
*Figures in Rs crore All data as on 30 September 2004 Source: Value Research 
AUM: Asset under management 


ind houses in tt 


Reliance Capital — 
Canbank — 4L 
1,141.35 
740.55 
661.83 
458.63 
355.28 
297.22 
10,593.0 
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pointing out absurdities and ambigui- 
ties in the rule. They are obviously wor- 
ried. There is a lot of money at stake. 

As on 30 September 2004, there were 
91 schemes, with aggregate assets of 
about Rs 10,000 crore, that fell foul of 
the Sebi rule. The assets of 22 such 
schemes have fallen sharply from Sep- 
tember to December, indicating their 


attempts at compliance. Some like Tem- 
pleton, HDFC and Kotak have issued 
public notices to wind up the schemes. 
Surprisingly, the rule was drafted after 
talks with mutual funds and it 
applies to every scheme and 
every plan. So if there is a 
Scheme A, which has two sub 
plans — Scheme Aa, Scheme 
Ab, and these two sub-plans 
further have two options, 
then every such sub-plan and 
options thereof will have to 

meet the norms or wind up. 
The worst affected funds 
are trying to get Sebi to make 
the rule applicable only at the 
scheme level. Sources say 
that Sebi will relent only on 
the assurance that retail in- 
vestors wont be harmed. 
While funds may assure Sebi 
of this, the truth is that retail 
investors will be inevitably affected as 
most plans are run within the same 
portfolio. Incidentally, when BW poin- 
ted out the extent of this problem in a 
cover story (‘The Mutual Fun Industry, 
BW, 26 July 2004), Sebi asked us to name 
the single investor schemes. We named 
112 that existed at that time. [i 
RACHNA MONGA 














* LOSE on the heels 
of the Stephen M. 
Ross School of 
Business (University of 
Michigan Business 
School) and Harvard Busi- 
ness School, Yale Univer- 
sity is setting up a research centre in 
India (See 'Scripting The Indian Case 
Study', BW, 22 November 2004). But 
unlike the other two, which operate 
alone, Yale is tying up with the Chen- 
nai-based Great Lakes Institute of 
Management (GLIM). On 6 January, 
Yale University president Richard C. 
Levin will sign an MoU with 
Bala Balachandran (R), 
honorary dean, GLIM. 
Much like Harvard and 
Ross, Yale is banking on In- 
dia's increasing influence 
globally. Rapid globalisa- 
tion is forcing schools to 








MANAGEMENT RESEARCH 
Yale drops anchor 


focus on India and China, the two 
emerging superpowers. Areas like rural 
development, IT, outsourcing, retail, 
family-managed businesses and health- 
care are already throwing up huge re- 
search opportunities in India. 

GLIM, on its part, will be able to es- 
tablish a strong brand equity based on 
its research capability. "With this tie-up 
we are trying to find synergies between 
Western efficiencies and Asian ethos," 
says Balachandran, who is also 
a professor at the Kellogg 
School of Management. 

Besides Balachandran, the 
research initiative will be spear- 
headed by Shyam Sunder (L), a 
professor at Yale School of 
Management, who is also on 
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GLIM's advisory council, and Finn E. 
Kydland (C), this year's Nobel Prize 
winner for economics. Balachandran 
will focus on technology and manage- 
ment, Sunder on experimental eco- 
nomics and stockmarkets, while Kyd- 
land will delve deeper into econo- 
mics. As of now, the centre will focus 
more on scholarly journals and re- 
search books. Says Balachandran: 
"Case studies are not our core com- 
petence. They will be incidental." 
The centre has been 
set up at a cost of 
about Rs 3 crore 
and is funded by 
three NRIs. For now, 
Balachandran is not 
looking at it as a rev- 
enue centre but as a 
cost centre. lil E 
NEELIMA — - 
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Partner Schools 


“Kellogg e Wharton 





Learn. Adapt. Change. That is the only way vou can 
retain your edge. Tomorrow is uncertain, and today 
is all you have. Equip yourselves with the skills to 


capitalize on this growing economy, flush with 








opportunities. Take on tomorrow. 


The Indian School of Business (ISB) works 
towards building your leadership skills. It has 
a unique research oriented approach to 
education. Being a partner school with 

The Kellogg School of Management, 

The Wharton School and The London School 
of Business puts it on par with the best 


B-Schools in the world. 


Admissions open for 2005-06 
| Application Requirements: 


e lests (GMAT/GRE/CAT*) e Graduation Degree 
e Work experience e Recommendations e Essays 
"Exceptional candidates with CAT Scores will be considered. | 


If they meet the combined admissions criteria, a conditional | 


| offer may be made, subject to their taking the GMAT before | 

10th March, 2005 and obtaining a minimum score of 680. 

Last date for Submitting Applications : 15th Jan 05 
Apply online at www.isb.edu/isbapp 








Get future ready 


Indian School of Business, Hyderabad. 


www.isb.edu/pgp 





S the drama unfolds, it 
is getting more and 
more curious. For the 
last several months, the 
government — civil 
aviation minister Pra- 
ful Patel, in particular — has been mak- 
ing noises that it plans to allow private 
domestic carriers to go abroad. The Na- 
resh Chandra committee suggested this 
in December 2003 as part of its recom- 
mendations for the civil aviation sector 
and reiterated the point this November. 
In anticipation, Jet Airways applied for 
landing slots at various airports and an- 
nounced its intention of going in for an 
initial public offering. The Indian Air- 
lines (IA) board took a decision to lease 
18 wide-bodied aircraft as and when the 
need arose. Sahara started scouting for 
planes and had formal presentations 
made to it by Boeing and Airbus. | 
Earlier this week, Patel kept his pro- 





mise to the private players and the gov- 


ernment cleared Jet and Sahara for take- 
off to all destinations except the Gulf 
(these will be reserved for the public car- 
riers for three years). However, for some 
strange reason, IA has not been allowed 
to fly unfettered in the foreign skies. 
Few will deny that it makes sense to 
allow the private Indian carriers to go 
abroad. The fact remains that many bi- 
lateral entitlements due to India remain 
un-utilised because of Air-India's (A-I) 
inability to use them (whatever the rea- 
sons behind that may be). In peak sea- 
son, the government has adopted a pol- 
icy of limited open skies, permitting 
designated airlines to operate unlimited 
number of services to their respective 
points of call for 3-6 months a year for 
the past four years. About 2.7 lakh addi- 





tional seats were deployed by foreign 


airlines during the period December 
2003-April 2004 under this policy. This 
year, too, as on 31 October 2004, various 
foreign airlines have requested for as 
many as 2,387 extra seats. Passengers 
during season often find it diffcult to ob- 
tain seats at all —let alone at convenient 
timings. A ministry source points out 
that the revenue advantage on account 
of this accrues to foreign airlines and 
there's no reason why Indian carriers 
should not be able to make similiar 
gains. Also, allowing the domestic carri- 
ers on these routes will help in better 
utilisation of some of the less-used in- 
ternational airports. | 

A-I sources contest some of these ar- 
guments and point out that though In- 
dia has air services agreements with 96 
countries, carriers from just 45 coun- 
tries fly to India (the total number of air- 
lines is 51, since some countries have 
more than one carrier flying to India). 
But, there's no denying the fact that even 


where it makes commercial sense to fly, _ 


A-I, due to capacity constraints or ineffi- 
cient management, has not been able to 
exploit the potential to the fullest. In- 
dian carriers fly to only 25 countries 
against the 51 airlines that operate to In- 


- dia. Many profit-making routes are not 


serviced fully by A-I and traffic has 


steadily been lost to foreign carriers. 


The recent decision is also in keep- 
ing with the present international trend. 


. More and more countries are permit- 


ting more than one carrier to operate on 
international routes. This not only helps 


customers, since competition helps in | 


reducing prices and improving the 


quality of service, but also helps these |. 


countries better utilise their bilateral 


BUSINESSWORLD 2 2 10 JANUARY 2005 





It makes sense 
to allow private 
carriers to go 
abroad. But 
what sense 
does it make 

to stop Indian 
Airlines from 
doing the same? 
By Anjuli Bhargava 
entitlements. Countries like the UK, the 


US, China and Italy have designated 
multiple carriers on international rou- 


. tes. In May 2002, Canada adopted a 


more liberal approach in this regard. 
Relatively smaller countries — Iran, 
UAE, Austria and South Korea — have 
also allowed multiple airlines to operate 
on international routes. 

All this may be true, but it does not 
explain why Indian Airlines cannot be 
permitted to join the race. For some rea- 
son — and there are many explanations 
offered by the aviation ministry that we 


will go into in detail — the ministry of 
civil aviation is not in favour of Indian 


Airlines going abroad for the time being. 
Atarecent press conference where he 


briefed the press on the Cabinet's deci- 


sion, the aviation minister said that the 
government does envisage a greater role ` 
for IA in the future, but refused to elabo- 





rate on what this wider role will encom- 
pass. While he did not commit to any 
new routes for IA, he also did not say 
that no newroutes would be given to In- 
dian Airlines in the future. 

“We will give more passage and des- 
tinations to Indian Airlines in the future. 
But we don't want our two carriers to 
compete on the same routes either,” he 
said. When questioned whether this 
means that some IA or A-I flights may be 
withdrawn from routes where they al- 
ready do compete (like Bangkok and the 
Gulf), he said that the two will still com- 
pete on those routes. His explanation 
seemed to indicate that while competi- 
tion between the two public carriers on 
the existing international routes (where 
the two already fly) is acceptable, on the 
new routes it's not. To defend his stand 
that he has IA5 interests at heart, Patel 
said it was at his prodding that the IA 
board took a decision to lease wide- 
bodied planes as and when required. 

It was, however, obvious that IA has 
not been cleared to fly to the UK, the US 
and other routes as yet. While it is clear 
that the blocking of IA will benefit the 
private airlines (less contenders for the 
same pie), it is not clear that this 
decision is in the interest of either the 
flying public or in the interest of the 





m": ; 
Ü 
A j 


main shareholder: the government, in f di 
this case. Without elaborating, Patelin- ^  — 
sisted that the Cabinet had appro ed 7 ii 
“greater synergy” between the two 


A 
P - 


carriers at present. 

This Cabinet decision comes 
at a time when for the past sev- 
eral months, IA has been mak- 
ing a case and seeking ap- 
proval to operate on more 
international routes than it 
does currently — like the US, 
the UK, Hong Kong, Saudi 
Arabia, Australia and New 
Zealand. But the aviation 
ministry argues that this re- 
quest of Indian Airlines needs 
to be considered from "the 
shareholder's point of view". 
The aviation ministry says 
that it wants A-I and IA to syn- 
ergise their operations in- 
stead of competing on the 
same routes. It is argued 
that allowing the two public 
sector undertakings to compete against 
each other could be to the detriment of 
both. The ministry's contention is that 
to operate on the routes mentioned 
above, IA will need to set up its own in- 
frastructure-and establishment at the 


new locations. It is felt that the "present | 





—-— 


Those who were left out 





THE latest Cabinet decision excludes low cost carriers like Air Deccan and 
Kingfisher, since it requires a minimum continuous operation of five years and 
a fleet of at least 20 aircraft. Both the carriers, Kingfisher in particular, are `` 
now questioning the basis on which these criteria have been set. The Vijay 
Mallaya-owned Kingfisher has been keen to launch services both in India and 
overseas, although Deccan is currently content with domestic operations. 
Defending his decision, union aviation minister Praful Patel explained 
that some criteria have to be set before allowing carriers to represent the 
Indian flag abroad, and that it was felt that the airlines should have served in 
the domestic sector for some years before they went overseas. Aviation 
industry sources supported this view and said that this would help keep out 
fly-by-night operators, and would only allow carriers who have proved their 
credentials in the past like Jet and Sahara. “If you remember Modiluft, 
East West and Damania, and the damage done to the aviation sector by 
totally unrestricted entry, the ministry decision makes eminent sense,” said 
a Confederation of Indian Industry official. 
As soon as these carriers have been in operation for five years within 
the country, permission will be given for them to fly abroad. The fleet 
requirement of 20 is also quite liberal, since it can be a mixture of owned 
and leased aircraft. No minimum equity cap has been set for companies 
that will go overseas. 
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fleet configuration of Indian Airlines 
which is based on the requirements of 
the domestic sector and short haul 
flights to neighboring regions would 
have to undergo a major change. Thus, 
there would be added costs involved". 
The ministry of aviation, instead, is in 
favour of creating some kind of hub- 
and-spoke arrangement between the 
two carriers within the country to make 
the best possible use of traffic rights in 
the international sector. 

Needless to say, the Cabinet's deci- 
sion comes as a major blow to IA. "This 
decision will be very damaging to IA. 
The expectation was that permission to 
go abroad would be given to Jet, Sahara 
and IA”, says a former IA official, who re- 
cently retired. He points to the decision 
of the IA board taken in November to 
lease 18 wide-bodied aircraft as and 
when the need arose. This was appar- 
ently done keeping the new routes in 
mind on the assumption that IA too 
would ply these routes. Making a case 
for Indian Airlines, S.K. Sharma, general 
secretary of the Air Corporation Em- 
ployees Union (ACEU) — representing 
13,000 IA staffers — argues that "if in- 
creasing capacity is the issue, this can be 
best done through Indian Airlines”. That 
was before they got to know of the 
latest Cabinet decision. 





Acloser look reveals many inconsis- | 


tencies in the government's logic. If the 
aviation ministry is arguing that there 
should be greater synergy between the 


two public carriers, then the question of | 


IA setting up its own infrastructure and 
establishments at the new locations 
need not arise. "After all, if there is to be 
greater synergy, IA can use A-I's existing 
infrastructure at many of the new loca- 
tions. [A need not set up its independent 
set-up at each place,” points out one 
ministry source. 

Further, it is argued that the two car- 
riers are already competing on many 
foreign routes — Bangkok, the Gulf and 
others — and this competition is not in 
anyway ‘to the detriment of both. “Both 
carriers are earning more revenue. How 
can this be to the detriment of the carri- 
ers or to the detriment of the govern- 
ment? From the main shareholder's 
point of view, it makes sense if both un- 
dertakings maximise their revenues,” 
says a ministry official. ACEU general 
secretary Sharma argues that allowing 
so. many airlines will, in fact, lower the 
revenues of the two carriers and will 
make foreign airlines even more domi- 
nant. It can, sources say, be argued con- 
versely: let only A-I and IA fly abroad 
and maximise their revenues and let the 
remaining traffic entitlements, after the 
two have divided the routes amongst 
themselves, be offered to the private 
players. “Looked at only from the share- 
holder's point of view, this is what makes 
sense — not allowing the private sector 
and preventing your own carriers,” 
union sources argue. It is a different 
matter that from the customer's point of 
view, the larger the number of choices 
the better it may be. Also, given the far 
superior service of the private airlines, 
few will agree with this point of view 
offered by the public carriers. 

Many in A-I — which has previously 
opposed new routes being given to IA — 
now agree that IA should be given the 
first right of refusal (before the private 
carriers are handed entitlements). “This 
will make our competition also easier, 
since IA operates with the same const- 
raints that we do. The private sector 
competitors will be far more nimble- 
footed. Look at the ease with which Air 
Deccan and Kingfisher have recently or- 
dered planes. We should also be given 
the same kind of operational freedom if 


we have to compete with them,” says an 
A-I source. A-I officials added that A-I 


should also be able to ply on domestic | 


routes freely, post this decision. 

Sources argue that various gov- 
ernment-imposed obligations — like 
Haj pilgrimages organised by A-I or 
extra flights to Port Blair by 1A following 
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Air. India stands to lose appre miey f Rs 400- 50 


airlines can fly these routes. Ministry s sources s jus Mes 
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the tsunami disaster — also fall on the 
| public carriers whereas the private 


players can concentrate on only making 


| money. “Either this practice of using the 
public carriers to further all other na- 
tional objectives stops or we should be 
directly compensated for this,” says an 
A-I official. 






agreements with the fact that the revenue from the 


though the carrier does not actua ay operate on thes 


flight is operated by the partner - — -are a aches ae e 
are revenues the airline gets without actually n 


policy" and is objected to by dhek countries. itis is rue 
tries and airlines have resented the “unreasonably hig a 
airlines have to pay for fying to toffrom India. under c oom 


the respective airlines to explore suitable s 
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*Pool, block seat are variants of commercial. agreements E 
































They argue that unlike with the pri- 
vate sector, in the case of the public car- 
riers the relationship between the min- 
ister of civil aviation and the managing 
director of the carriers is like that of 
master and servant. “We cannot even 
nominate our own managing director 
and live with CEOs who may have no ex- 
perience in the aviation sector. This 
. needs to change,” says an A-I source. 

In response to the government's 
argument that IAS fleet would have to 
undergo a major change, sources point 
out that Jet and Sahara's fleet too would 
have to undergo a change. "Since IA will 
in any case be leasing the required | 
aircraft, how does it matter? What major | 
change will its present fleet have to 


pelle with time slots — there will be 
ration of Indian Industry (Cll) source. 

s policy to allow all Canadian carriers to 
services, regardless of the size of air 
dian air transportation policy allowed for 

dian air carrier, in non-U.S. air markets, 

d passenger trips exceeded 300,000 per year. 

€ accommodated under existing 

sion on allocation is at the discretion of the minister 
iteria, The criteria include the type of service 
will be preferred to one-stop service, which 
ode-sharing), frequency/capacity, including 

of Canadian cities to be served and the 

er and passenger/cargo combination 

ed to all-cargo services). | 
yy the UK Civil Aviation Authority (CAA) based on 
or the market and the consumer. A detailed 
frequencies is made by the competing 
sisted by the Economic Regulation Group 
air traffic services and airlines and provides 
'an economic standpoint. "Its aim is to secure 
tcome for users of air transport services. The system 
arkably and is open to question," says a British 








undergo and even if it does, how does it 
affect the government's interests," asks 
an aviation ministry source. He argues 
that IÀ would lease capacity just as the 
private players will and that there would 
be added costs for IA just as there would 
be for Jet and Sahara. He points out that 
in any case the government has not 
been paying for IAs added costs. "There 
is no question of either the taxpayer or 
the exchequer funding IA or A-I funds 
requirements. Neither of the two have 
got any government money in the 
last 20 years despite paying dividends 
to the government," he adds. He says 
the only money A-I has got from the 
government was the initial equity 


amount of Rs 153.8 crore; not a penny | 
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more. So where is the question of added 
costs to the government? 

The government, in support of its ar- 
guments, quotes from an AT Kearney 
study conducted in 2003 which suggests 
that improved collaboration between 
Air-India and IA would generate poten- 
tial benefits of Rs 340 crore for the gov- 
ernment as common shareholder, out 
of which Rs 238 crore could be gener- 
ated through efficient integration of 
networks of the two. But, public carrier 
sources have many arguments to 
counter this. To start with, they argue 
that this study is quoted out of context. 
"When this study was commissioned, 
the milieu was different and the possi- 


bility of allowing domestic carrierstogo ^ 


abroad was not factored in. The terms of 
reference of the study are silent on this 
aspect. Therefore, using this study to 
buttress their arguments is incorrect,” 
says one source. Further, they argue that 
the benefits and potential for revenue 
generation for the government will be 
far higher than Rs 238 crore or even 
Rs 340 crore, if IA is also permitted to go 
on the new routes. “This is peanuts. 
What is Rs 340 crore when the rights at 
stake could generate revenues of much 
more,” argues an official. Further, they 
point out that many of the other recom- 
mendations made by the AT Kearney 
study on allowing contract labour and 
outsourcing, which would benefit the 
public carriers, have been ignored so far. 
So, itis argued that this is selective use of 
the report's recommendations. 

lA union and A-I union sources say 
off the record that the latest decision 
reeks of favoritism to the private sector. 
They question the timing of the deci- 
sion. "The decision of the government 
comes just when Jet is planning to go in 
for an IPO. Clearly, this will help its valu- 
ation significantly," says a union official 
on the condition of anonymity. Even the 
proposal to allot entitlements among 
the eligible airlines (that is, if entitle- 
ments fall short of the requirements 
projected by eligible airlines) on the ba- 
sis of available seats per kilometer de- 
ployed on domestic routes over the last 
five years goes in Jet's favour, since it 
has flown more than Sahara in the last 
five years in the domestic sector. Fa- 
voritism or not, to counter such accu- 
sations, Patel needs to put IA on par with 
private carriers. E 





The author is consultant 
editor of The Telegraph. 


This end- 
of-the-year 
forecast is 
not about 
the fate 

of Uma 
Bharti 

and Govin- 
dacharya, 
but about 
momen- 
tous Issues 
such as the 
dollar, the 
rupee and 
the budget 

















ONSCIENTIOUS forecasters have 
been doing a post mortem of their 
2004 forecasts. The results are 
sobering. Their biggest mistake 
was the big bet they placed on 
NDAS return. And having missed its upset de- 
feat, they also missed the ensuing stock market 
meltdown and reversal of capital inflows. But it 
does not matter; looking forward, 2005 looks 
the same as 2004 — a great year to come . 

There is no merit in predicting the expected; 
and no one can predict the unexpected. Except 
astrologers. They will be wrong half the time, 
but as long as they do not overcharge, their mis- 
takes will be forgotten. And as long as they at- 
tract some famous clients, the forecasts that 
turn out right will make their reputation. 

In the end, the laws of averages must catch 





up with all of us, unless death does earlier. Still, | 


whatis a new year for if not for some folly? So let 
me try my hand. But not with trivialities like 
whether Uma Bharti and Govindacharya will 
coalesce, or whether Govinda and Govitrikar 
will open a mall. Let me take those few momen- 
tous matters which hang in the balance. 

The first is the fate of the dollar. The US is 
running a huge payments deficit. It is being fi- 
nanced by central banks which have been buy- 
ing US government securities. By doing so, they 
have kept down the dollar value of their curren- 
cies. They have also helped exports, hindered 
imports and thus improved the current ac- 
counts of their countries. India is one of them; 
the heavyweights are Japan and China. The Eu- 
ropean Union has refused to buy dollars, so the 
Euro has soared in terms of the dollar. The 
question is, will all the central banks’ purchases 
of the dollar prove insufficient at some point? 
What will happen then? My answer is, nothing. 
The governors of central banks will go into a 
huddle; so will the leaders of G-7. Behind 
closed doors, they will harangue President 
Bush and Alan Greenspan. In the end, they will 
work out an untidy compromise — the US will 
raise interest rates, the Eurozone will reduce 


| 
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little end-of-the- 
year astrology 





them, China and Japan will buy more dollars, 
and so on until the next meeting. For none of 
them can afford the alternative: a hard landing. 

The next question arises out of the first: 
what will happen to the rupee-dollar exchange 
rate? Will the Reserve Bank continue to buy dol- 
lars? Or will it let the rupee rise? On this there 
are sharp differences within the government. A 
fraction in the finance ministry favours appre- 
ciation. The Reserve Bank let the rupee rise in 
2002 and 2003. But it could not bring down do- 
mestic interest rates enough because govern- 
ment banks cannot survive without fat mar- 
gins; and if you keep interest rates high while 
appreciating, you attract a flood of hot money. 
What is absolutely worth doing — removing or 
abolishing import duties — the finance minis- 
ter cannot do, forreasons I will come to. The Re- 
serve Bank cannot afford appreciation. So the 
Reserve Bank will continue to amass reserves. 
The government will continue to live with it. 

Thethird question is more immediate: what 
will P Chidambaram do in the budget? There is 
no way he can square the circle. Revenue 
growth this financial year has been poor. The 
ministry is off target on fiscal correction. Mr 
Chidambaram will have to find money for the 
employment guarantee; he cannot do that and 
meet his fiscal targets. If he were to reduce cus- 
toms duties, he would be even more off target 
— which is why duty reductions, if any, will be 
insignificant. So what will he do? He will pro- 
vide for the employment guarantee, but will 
hope it will be slow to take off. But — this is the 
important point — he is very likely to raise 
taxes. The VAT regime will freeze indirect taxes, 
so the increase can only be in income tax. 

And finally, will VAT come on 1 April? Yes, 
but it will look little different from the old mess 
of excise and sales taxes. CBEC and state rev- 
enue departments have been copying their old 
rules into new VAT manuals, so taxpayers will 
find it impossible to get VAT credit. We will get a 
many-handed, many-faced, many-mouthed, 
omnivorous Indian VAT. m" 
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N 3 December, India’s 
long running co-oper- 
ative banking crisis 
took its most serious 





the Rs 400-crore Mad- 
havpura Mercantile Cooperative bank 
three years ago. On that day, the licence 
of the Hyderabad-based Prudential Co- 
operative Bank was finally cancelled by 
the regulator, the Reserve Bank of India 
(RBI) — after two years of liquidity 
crunches, defaults and runs by deposi- 
tors. The closure of the bank, which had 
182,000 depositors, is the second 
biggest failure in the sector till date. The 


bank has a total of Rs 418 crore of de- | 


posits, of which Rs 320 crore is insured. 
The RBI was swift to assure panicked 
depositors that they would get their 
money back; almost 98 per cent of 
deposit accounts in the bank hold less 
than Rs 1 lakh in them, which means 
these are covered by deposit insurance. 
However, several of the accounts in 


turn since the failure of 





Prudential with more than Rs 1 lakh in 
them are held not by rich individuals, 
but — in atleast two cases — by other 
co-operative banks, and also by the 
employee credit societies of govern- 
ment bodies and private institutions. 
These institutions are now likely to 
suffer losses. And employee unions 
argue that the RBI should not have 
cancelled the licence when the bank 
had managed to recover substantial 
dues from defaulters. 

Prudential bank's failure has once 
again turned the spotlight on a problem 
which has hogged the headlines regu- 
larly for the last four years. Once again, 
as in the case of other co-operative 
banks, a few powerful defaulters — in 
this case, with links to the ruling Con- 
gress Party in Andhra Pradesh — have 


managed to destroy an 80-year old bank | 


within the span of barely a decade. And 
they are likely to go scot-free. Once 
again, the deposit insurance fund, seri- 
ously depleted by payouts over the years 
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following numerous co-op bank fail- 
ures, will be used to bail out depositors. 
More important, depositor confi- 
dence in co-op banks, already at a low, 
will take a further hit. Though, in the 
long term that may drive depositors to 
safer institutions like public sector 
banks, in the short term it is likely to 
cause more failures in the co-operative 
banking sector. “It [the collapse of co- 
operative banks] is not a priority for 
them [the RBI],” says a senior police offi- 
cer in Hyderabad who is handling inves- 
tigations into the collapse of various co- 
operative banks in the state, including 
Prudential. "They have repeatedly 
made clear to us that it is not their job to 
worry about who is cheated or duped. 
They say that their priority is the safety 
ofthe currency and the overall system." 
The RBI, perhaps, had little choice 
butto close down Prudential, argue out- 
side experts and even senior officials of 
the co-operative bank. But ironically, it 
was the central bank which set the con- 








Prudential’s 
collapse is the 
biggest since 
Madhavpura 
bank went 
under. But 
have the 

.. lessons been 
learnt? 

__ By Avinash 
Celestine - 


the 


ditions for Prudential’s (and other co- 
operative banks’) downfall in the late 
1990s with a series of policy measures 
which liberalised the environment 
those banks operated in. Prudential’s 
collapse is quite literally a textbook 
study of what went wrong with India’s 
co-operative banking sector and why it 
is in such poor condition today. 

In the mid-1990s, as part of the liber- 
alisation of the financial sector, the cen- 
_ tral bank took the crucial, and seem- 


_ banks to set their own deposit and lend- 
_ ing rates. And the RBI drastically low- 
_ ered the bar when it came to setting upa 
co-operative bank (See ‘Death By Ne- 
glect’, BW, 25 October 2004). The state 
government too played its part, by 
bringing banks like Prudential under a 
new Act which gave them far more 
autonomy of operation. 

In Prudential’s case, the effect of be- 
ing able to set its own interest rates was 
immediately visible. Within the space of 





| A.S. Chowdhary group | 


ingly innocuous, step of allowing the 8 


a single year, in 1996-97, the bank raised | 


its deposit rate from 10 per cent to 16 
per cent, way above that offered by pub- 
lic sector banks. 

Deposits flooded in. From a deposit 
base of a little over Rs 100 crore in 1996, 
Prudential’s deposits ballooned to 
Rs 600 crore by 2000. “When you're bor- 
rowing that much money from deposi- 
tors at rates of 16 per cent, you have to 
invest it a rate which can at least earn 
that kind of return,” says an official of 
the bank who signed loan approvals. 

“The bank had to lend out that money at 


high interest rates, given the kind of 


rates that we were borrowing at.” 
Recalls another employee: “We were 


accepting deposits with few questions. - 


A prominent trader in Hyderabad had 
deposited over Rs 60 lakh with us under 
various benami accounts. We took the 


. money without any substantial docu- 
‘mentation at all." Ironically, that money - 
 isnowunrecoverable — to claim dues 


| Rajeev teddy group 


E J Krishna Rao 
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from the deposit insurance corpora- - 
tion, the depositor has to furnish .. 
identity proofs. t 

This was a boom time for co-opera- 


tive banks in the state, and all over the 


country. "Krushi bank (which collapsed 
in 2001 with Rs 35 crore of deposit liabil- 
ities) had put up hoards of billboards 
across the city luring depositors with 
attractive offers," says the former direc- | 
tor. "They spent a huge amount of- 


money on ads. The problem is that. E 2 j 
many of these banks entered a liber- 


alised environment without the kindof 
safeguards built into them that could 
prevent scams." 

The officer who handled loan ap- 


provals recalls what led to the problems: 


"There was absolutely no proper invest- 


ment policy, and no guidelines about 
| howadvances should be made. We were 


completely untrained as to how to ap- 
praise such loans. All decisions were 
taken by the board and the chairman. 





zest defaulters 
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builder 
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. Wejustsentuploan proposals to them." 
Given the kind of interest rates the 


bank was lending at (20-21 per cent), it 


could only get high-risk borrowers — | 


.. - like builders and real-estate specula- 
“At the time, these borrowers | 


tors. 
couldn't get loans from anyone else,” 
says the officer. As a result, the bank 
hugely expanded its exposure to the real 
estate sector, a far cry from its traditional 
business, which was mostly gold and 
jewellery loans and where the size of the 
loan was just around Rs 10 lakh. 


As of June this year, 88 per cent ofthe | 


bank's loans and overdrafts were made 
on the basis of property as collateral. 
“The standard practice is to never look 


at collateral as the main criteria of giving | 


political connections (See 'Prudential's 
Biggest Defaulters’). However, the RBI's 
most recent inspection report, in June 
2004, 
enough. It issued a notice to the bank in 
September, and finding the reply unsat- 


| isfactory, cancelled Prudential's licence, 


a loan — it is always (the) cash flow of | 


the borrower," says a director of 
the bank who was brought on 
the board after it ran into trouble 
in 2003. 

As far back as three years ago, 
say employees, the central 
bank's annual inspection reports 
began throwing up concerns 
about the bank’s loan portfolio. 
“The RBI inspection report of 
March 2002 threw up anxieties 
which weren't addressed by the 
bank. So we placed certain re- 
strictions upon the functioning 
of the bank,” said an RBI official. “Re- 


ports prior to that, too, raised a few con- | 


cerns but they weren't serious enough to 
warrant drastic steps.” 


By March 2003, the RBI had replaced | 


the board of the bank (chairman B. Mu- 
ralidhar and three directors were also 
arrested by the police) and had placed a 
moratorium on the bank, allowing de- 


positors to withdraw only up to Rs 1,000. 


Already, the bank had faced runs on its 
deposits as panic spread through out 
Hyderabad and the rest of the state after 
the collapse of Charminar and Vasavi 
(two other large co-operative banks) 
under the weight of their bad loans. 
“The position was so bad that we had 


cash of only Rs 65 lakh for the bank asa 


whole,” says a former employee. 


The bank's non-performing assets _ 


(NPAs) were to the tune of over Rs 532 
crore. Between April 2003 and Novem- 
ber 2004, ‘employees of the bank, 
through a concerted recovery drive, 
managed to recover Rs 184 crore from 
defaulters, many of whom have strong 


A recovery plan prepared by the state 
government which called for an injec- 


tion of funds into the bank or its merger 


with another bank, was also SEM by 
theregulator. 


Now that the licence has been can- 


celled, the recovery drive has ground to 


a halt. Employees and sections of de- 


positors are furious and charge that the 
RBI should not have cancelled the li- 
cence when the bank had recovered so 


much — could have recovered | 


BE andhra's bic B 
r co-operative bank failures 


a Ke 


much more. They point to the fact that 


the central bank had earlier this year 


| allowed depositors to withdraw up to 


Rs 20,000 of their money as evidence 


that it too recognised the improved 


financial position ofthe bank. 


RBI officials point out that the 
money recovered was still not sufficient 
to pay off all liabilities. Given a deposit 
base of around Rs 418 crore, the bank 
would have needed to recover a further 
Rs 234 crore to be able to pay off all de- 
positors. It would also have needed an- 
other Rs 100 crore to maintain a certain 
level of required reserves with the cen- 
tral bank and also to make otheri invest- 
ments required by law. at 

. “Despite the fact that the p 
had recovered around Rs 184 crore, the 
trend of recoveries was stagnating in the 
last few months,” says an RBI official. 


"Depositors were coming to us and | 


pleading with us about their money. We 
had no choice." 
. The central bank is anxious to stress 


. that with the cancellation of the licence, 
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showed that money wasnt | 





depositors with up to Rs 1 lakh in the bank 
will be paid off in full. A liquidator has now 


been appointed, who willassess the liabili- 


ties and the parties to be paid off. 

Yet, that isn’t the end of the story. As 
pointed out before, depositors’ records 
show that at least two other co-opera- 
tive banks have substantial sums of 
money deposited with the bank. They 
are likely to lose that. The employee 
credit societies of various government 
bodies, too, had substantial sums of 
money with the bank. An employee esti- 
mates that at least Rs 50 crore of de- 
posits was from such institutions. 

Possibly, the only beneficiaries are 
the defaulters, who are virtually off the 
hook. Technically, the liquidator can go 
after them and recover the dues, but 

that’s widely considered unlikely 
| given the defaulter’s links to the 
ruling party in the state. “The 
. cancellation of the licence bene- 
fits the borrowers,” says 
. the former director. "It is ex- 
tremely unlikely that the liq- 
uidator will put any great effort 
into going after defaulters.” The 
police official agrees: "History 
shows that once people are 
duped, it is very unlikely that 
they will get back their money." 

Depositors will be paid off 
from the deposit insurance fund, which 
is maintained by premiums paid by all 
commercial and co-operative banks 
every year on the amount of deposits 
they have. At the end of 2003-04, the 
amount in the fund stood at Rs 871 
crore. The collapse of Prudential alone 
will drain the fund ofat least Rs 135 crore 
(assuming that the balance of deposits 
of under Rs 1 lakh will be paid out of the 
Rs 184 crore recovered by the bank from 
defaulters). Last year, the fund paid out 
Rs 181 crore in claims by depositors of 


. 80 co-operative banks which had col- 


lapsed. A move by the fund to increase 


the premiums paid by banks on de- 


posits has been met with a furious re- 
sponse by commercial banks who argue 
that they are being made to cross-sub- 
sidise depositors of co-operative banks. 

And given that the crisis doesn't 
seem to be tapering off, the deposit 
insurance fund will have to pay out a 
lot more in the coming years. And 
more defaulters will get away without 
paying up their dues. n 
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The 
solution to 
children 
misusing 
tech- 
nology is 
not in 
banning it, 
but in 
good 
parenting 





Of voyeurism an 








cyber policing 


HE excited journalist at the other 
end of the phone wanted a com- 
ment from me on the demand for 
the release of the CEO of 
Baazee.com. When I asked him 
why on earth I should be making a statement, 
he explained that the CEO of a leading IT com- 
pany had gone on record as saying that the po- 
lice had overreacted; what was my take on it? I 
could not help but ask the journalist a simple 
question: “What would you do if either the boy 





or the girl involved in the now-famous MMS in- | 


cident were your own child?” He was not pre- 
pared for the uncomfortable proposition. 

The issue is not Baazee.com — if you care to 
jail the CEO, someone should also be jailing the 
CEO of the cell phone company that failed to 
carry a warning on the product. It should say 
clearly, like cigarette packets do, that such de- 
vices can ruin lives or should be used under 
adult supervision. What about the ISP that first 
converted the picture of the lewd act into bits 
and bytes, carried it over its links, and then de- 
coded it at the receiving end? Jail its manage- 
ment too. But wait, jail Mother Nature for her 


| complicity in the misuse of the ether waves! I 


can actually argue either side of the debate with 
vigour— depending on who has paid me. But it 


| seemstomeinallofthisthat we, asa nation, are 


burning the house to roast the pig. 

A juvenile has engaged in consensual sex 
with another juvenile. One of them has been 
stupid enough to record it and send it to 
friends. Young male bravado. Bragging over 
sexual achievements is quite ubiquitous. In 
this case, I am sure the boy had no clue about 
where it would lead him. But when things go 
wrong, they go horribly wrong. Now look at 
what the whole thing has done to the young 
girl, the boy himself and the two families? Now 
what do we do? Imprison them? Hang one of 
the two? Jail a few people like the Baazee CEO? 
Start a national debate on the decline of moral 
values? Shrink at the thought ofthe scary possi- 
bilities of misuse of technology elsewhere? Ban 





mobile phones in schools? 

One school in Bangalore has done that. 
Schools, like private clubs, do lay down the oc- 
casional bizarre rule. But the misuse oftechnol- 
ogy isno reason to ban it. We do not ban the use 
of cars merely because they are often used by 
burglars and criminals. I shudder to think of 
what will happen next time a city witnesses an 
act of rioting and schools are forced to close 
down. Such things have happened with my 
children when they were in school. Should 
such events occur again, we will regret having 
banned cell phones in schools. In Japan, pri- 
mary school children carry cell phones be- 
cause they help to ensure their safety by deter- 
mining their location, and, in case of 
emergencies, deliver vital communication. I 
know of numerous cases where a cell phone 
has saved a life. In Bangladesh, where rural 
women had no voice for centuries, the 
Grameen Bank has helped to redefine their 
place in society by giving them cell phones, and 
has empowered them. 

The solution is not in banning technology. 
The solution lies in good parenting. The 
fragility of parent-child relationships means 
that children will make wrong choices some- 
where down the road — if it is not the misuse of 
a cell phone, it will be drug or alcohol abuse. 
More and more, whatever information we need 
will be available to anyone with the least effort 
and intermediation. Instead of worrying about 
the misuse, we have to engage in dialogue, treat 
our children with respect, and together, we 
have to develop a code of conduct. 

The solution is not in laying down a law. Do 
keep in mind, whatever we do, there will be the oc- 
casional deviant behaviour. That is part of living. 

Finally, the thing to remember in the midst 
of all the sensation is this: what are we doing to 
the two children who have gotten so deeply 
scarred, so injured, so broken that each mo- 
ment of their lives has become a living hell? The 
need of the hour is for the nation to move on. 
They need to heal in privacy and silence. 2 
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Anil Ambani talks 
to the media 
before the board 
meeting on 

27 December 


ence room of Maker Chamber IV began at 
10 a.m. All the 12 directors — including the 
six independent directors — were present. 
The first item on the agenda was the buy- 


the board meeting. Investment banking 
3 firms Morgan Stanley and Merrill Lynch 
1 made presentations making a case for the buyback of shares 

and fixing a price band for it. As soon as that ended, Mukesh 





HE meeting on the fourth-floor confer- | 


back programme, the official reason for | 





Ambani announced that Reliance should go ahead with the | 


and that the stock markets should be notified accordingly. 
[ It is at this point that Anil Ambani interjected. He said he 
b differed on thxe need for a buyback and asked for permission 


from the board to present his case. He then went on to make | 
his own presentation on why a buyback offer was not neces- | 
sary. His argument: the underlying reasons for the decline of | 


in the prices of Reliance Industries (RIL) shares had little to do 
with financial performance, and more to do with the funda- 
mental issues of ownership and corporate governance. He felt 
nothing much had been done to address the concerns on cor- 


| 
K 
EF 
Z 
E 


porate governance, and that if the board and management | 
clarified these issues, the share prices would find their way | 


back up. Besides, if RIL went ahead with the buyback pro- 
gramme, it should beata fixed price and should not be screen- 
based. In a screen-based system, the sellers' identity would 


— would benefit, he added. Instead, he suggested a bonus is- 
sue to benefit small shareholders. 
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buyback at Rs 570 — with Rs 2,999 crore earmarked for it— | 


The Ambani Spat: Twists 


18 Nov - 25 NOV: Mukesh admits to differ- 
ences with brother Anil over "ownership issues" in a 
television interview. The Reliance scrip tumbles. 
Through a public statement a few days later, and an 
email to employees, Mukesh claims that Dhirubhai 
Ambani had settled all ownership issues in his lifetime. 
















26 Nov - 3 Dec: anii Ambani's supporters, 
after keeping quiet for a week, cries foul on the way 
the younger Ambani's powers were diluted at a board 
meet on 30 July 2004; Anil's protest letter to Mukesh, 
where Anil claimed his powers as vice-chairman & MD 


When the presentation ended, the board members main- 
tained a stoic silence. Mukesh announced, businesslike, that 
Anil's points had been noted, and that his presentation had 
been put on record. Mukesh then asked for the press release on 
the buyback, which had already been drafted, to be sent to the 
Bombay Stock Exchange. Anil protested, saying he should be 
allowed to see the release before it was released. When Anil 
read the release, he found that it said the board had passed the 
buyback resolution unanimously. Anil insisted that the release 
be changed to mention his objection. Mukesh then issued in- 
structions make the changes before the realese was sent out. 

It is around this point that Mukesh is said to have lost his 


| cool. Mukesh was aware that his brother had addressed the 





never come to light and only traders — not the real investors | 





media outside Maker Chamber IV before the meeting began. 
Anil had said there that the buyback was "inappropriate, un- 
necessary... and there was more than met the eye". Mukesh is 
said to have chastised his brother for raising issues where 
none existed. He also said that the objections Anil raised about 
corporate governance issues were not in good spirit. Nobody 
else spoke. Anil only said that he was within his rights to raise 
the corporate governance issues. 

The meeting then proceeded to the other items on the 
agenda, and a few that weren't on the agenda. The board 
passed a resolution for not splitting RIL in the future. Accord- 
ingto sources close to Anil, this was nevera part of the agenda. 
Later, the board took up the issues surrounding corporate 
governance. It merely took note of Mukeshs annulment of his 
sweat equity in Reliance Infocomm. Then began the discus- 
sion on the conversion of Rs 8,100-crore preference capital 
held by Reliance Industries in Reliance Infocomm. Twice ear- 
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lier, the board had considered resolutions to convert the pref- | 


erence shares, first at a premium of Rs 49 and then at Rs 96. | 


Anil is believed to have argued against it both times, saying 
that this would hurt the interests of the Reliance Industries' 
shareholders, especíally since the company had put in more 
than Rs 12,000 crore of investments, put up guarantees, and 
also borne some of the marketing expenses for the new ven- 
ture. He felt that the conversion should be done at par and that 
way, Reliance Industries' stake would go up to 75 per cent. 
Mukesh proposed that the matter be referred to the commit- 
tee of six independent directors, who would also look at ap- 
pointing a valuer to arrive at a fair valuation. He also proposed 
that the board nominate two independent directors, Y.P 
Trivedi and M.P Modi, to the boards of Reliance Communica- 
tion Infrastructure (RCIL) and Reliance Infocomm. 

Next to be considered was the question of the Rs 3,426- 
crore receivables that RIL had incurred on the import of mo- 
bile handsets from Korea. Anil had earlier refused to sign RIL's 


annual report after he noticed the unexplained amount on its | 


balance sheet. Later, the amount was transferred to an associ- 
ate company of RCIL, Smart Entrepreneur Solutions. The 
board noted that Smart had already received Rs 2,078 crore of 
its total receivables. 


Almost all the resolutions were passed without much dis- _ 


Í 


cussion. The board then constituted a committee of indepen- : 
dent directors to oversee/interface with stakeholders, includ- | 


comes next. 


ing the media to protect and preserve the image of the 
company and its standing. According to a source close to 
Mukesh, this was done to stop certain employees, especially a 
senior executive in Delhi considered close to Anil, from pass- 
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ing sensitive company information to the media. 

Later, the board discussed issues concerning future invest- 
ments in Reliance Energy, a company run by Anil. At this 
point, Anil excused himself from the boardroom. As an inter- 
ested director, Anil did not want to be a part the proceedings 
that concerned Reliance Energy. Ten minutes later, after the 
board finished its deliberation on Reliance Energy, Anil was 
back in the boardroom. 

In the meantime, the board resolved that it would offer 
“reasonable assistance" to Reliance Energy and that all large - 
projects would have to be considered by Reliance for approval. 
This was done to ensure that Anil did not make any unex- 
pected commitments, without the knowledge of the board. 
Also, the board reaffirmed its commitment to the Dhirubhai 
Ambani Energy City project, which would now get gas supplies 
from the KG Basin in Andhra Pradesh and funds from RIL, after 
a joint operational group had gone into the details. 

But, all of Anil's attention was focused on item no. 17, 
which had called for a discussion on RIL’s investments in Re- 
liance Infocomm. He had built up considerable ammunition 


Inside the boardroom 
battle. And what 


By T. Surendar 
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to question the board's decision to put in a substantial portion 
ofthe capital of the Infocomm project and yet settle for a lower 
stake. RIL held only 45 per cent of the equity while Mukesh 
and associates controlled the balance 55 per cent. Anil wanted 
more details on these investments. 

But, item no. 17 turned out to be a damp squib. Mukesh 
said that there was nothing to be discussed afresh on the issue 
as the board had already cleared the investments on earlier 
occasions. None of the independent directors raised the issue 
of the annulled sweat equity deal or, for that matter, spoke up 
on the issue concerning RILs investments in the company 
where Mukesh had the majority stake. Says a person consid- 
ered to be close to Anil: “Not only did Mukesh continue to 
chair the meeting when it discussed investments in his com- 
pany, he also passed the resolution on behalf of the board. 
This in itself is not good corporate governance.” 

Anil now knew he had been more or less isolated as far as 
the company was concerned. Unlike the RIL ownership issue, 
which is a private family affair, corporate governance issues 
concerning RIL’s largesse to Infocomm was perhaps the best 
weapon he had against Mukesh. The elder brother had al- 
ready blinked once — by annulling his deal with RCIL that 
gave him sweat equity valued at Rs 7,000 crore at a considera- 
tion of just Rs 50 crore. Anil felt that he could further embar- 
rass his brother by questioning how the RIL board had never 
raised any questions on the deal. How was it that the RIL board 
did not know much about the identity of the other sharehold- 
ers in RCIL, the holding company of Reliance Infocomm? His 
argument: if RIL held 45 per cent in RCIL and the Ambani fam- 
ily (not Mukesh) held another 45 per cent, who owned the bal- 
ance 10 per cent? At the time of the Reliance Infocomm 
launch, Mukesh Ambani had maintained that the 10 per cent 
would be distributed as stock options to employees. But till 
date, no one had any idea who had been given these options. It 
is important for the RIL board to know who controlled this 
trust. If these shares are held by Mukesh or his associates, then 
RIL ceases to be an equal partner and would lose its right in 
the decision making process in Infocomm. The RIL board 
noted Anil’s points, but went ahead and reaffirmed several as- 
pects of Infocomm investments — without any discussion. 

At 1:27 p.m., the meeting wound up on asombre note. And 
Anil drove off in his Range Rover without speaking to the wait- 
ing media persons. Mukesh had demonstrated his control 
over the company; and Anil's attack had been dented. “There 
is little that one person can do against 11 people who arent 
ready to listen," says an aide close to Anil. 





F there was even a shadow of doubt before the board meet- 

ing, during those two hours it became clear that Mukesh 
had complete control over Reliance Industries — including its 
board members. What will Anil do next? Before one can an- 
swer that question, it is important to understand what the 
fightis really about. It is not about control of Reliance — every- 
one, on all sides, admits that Mukesh Ambani is right to con- 
trol the management of Reliance Industries. It is not about in- 
vestments in Reliance Infocomm either — the brothers do 
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differ on the telecom venture, but that is not the heart of the is- 
sue. Neither is it about investments in Reliance Energy and the 
provision of gas supply for its power projects. The brothers see 
things differently on this too, but that is not the core issue. 

The core issue is the ownership of the 34 per cent in Re- 
liance Industries that is owned by the complex web of trusts 
and investment companies whose directors keep changing 
and whose inter-locking investments are likely to faze even afi- 
nancial genius. If assigning ownership rights of this 34 per cent 
to individual members of the Ambani family is next to impossi- 
ble, it is by design. Dhirubhai Ambani created this intricate 
structure with a clear objective: to keep control crystal clear (in 
the hands of the Reliance Industries chairman), and owner- 
ship opaque. As he built the country’s largest business empire 
from scratch, this structure ensured that he maximised his 
control over the group with minimum investments, and with- 
out letting the taxman take away most of the value he created. 

It is precisely this structure that is now causing the in- 
ternecine warfare. For the moment, it appears as if the entire 
voting rights of these 34 per cent shares nowrests with the pre- 
sent chairman of Reliance Industries, Mukesh Ambani. But 
there is no real clarity on who owns these shares and, there- 
fore, are entitled to enjoy the dividends that accrue to them. In 
a sense, therefore, Mukesh was right when he said that 
Dhirubhai had separated ownership from con- 
trol — the only complicating factor being while 
control was clear, ownership was kept vague, 
thus opening the room for “ownership issues” 
(the original phrase used by Mukesh to describe 
the differences) to arise in the family. 

There is reason to believe that Dhirubhai Am- 
bani wanted ownership rights of these shares to 
be divided equitably between his children. But 
he expected that this sharing would be done by 
trust, rather than by the unscrambling of the in- 
vestment structure which would bring with it difficult prob- 
lems ofits own. The media war that Anil Ambani has launched 
against his brother is an attempt to force him to clarify the 
ownership structure to Anil’s satisfaction. In this, he seems to 
have the support of other members of his family too, who also 
want the ownership structure to be clarified, even while they 
accept that the control of the group has to rest with Mukesh. 
The complaint of the Anil camp is that even the way dividends 
flow to these investments trusts and companies and are then 
managed is not clear. Reliance paid out Rs 733 crore in divi- 
dends last year alone, which means these trusts and compa- 
nies received approximately Rs 249 crore — a lot of money. 

As the media war intensifies, and more and more details of 
corporate governance failure at Reliance come to light, Anil 
calculates that the pressure on Mukesh to settle the issue will 
increase. But right now, the distance between what Mukesh is 
willing to offer and what Anil is willing to accept is too large to 
be easily bridged. According to unconfirmed reports, the last 
offer that was made to Anil was that the Reliance holdings in 
Reliance Energy and Reliance Capital would be transferred to 
him at no cost. (It is not clear, though, how this can be accom- 
plished without hurting Reliance Industries shareholders). In 
addition, he is also supposed to have been offered Rs 10,000 
crore and half of the Ambani family holding in Reliance Info- 
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comm, though control of the telecom company would con- 
tinue to vest with Mukesh. 

While this might look like a wonderful deal to many, and 
one that some ofAnil's own aides have reportedly advised him 
to accept, it is a deal that is unlikely to work out. The reason is 
that Reliance Industries makes up most of the value of the 
Reliance Group (Rs 74,180 crore in market cap, out ofa total 
group market cap of Rs 85,800 crore) and without a share in 
Reliance Industries itself, no deal is likely to look fair to Anil. 
Which is why his reported reaction to any proposal that seeks 
to buy him out of Reliance Industries has been a terse “why 
don't I buy YOU out? I will pay Rs 500 crore more to you than 
you are offering to me". 

An interesting proposal to solve the impasse has been put 
forward by the chairman of a leading financial services com- 
pany to the two brothers. The proposal is simple. Transfer 40 
per cent ofthe total shareholding of the Ambani family in Re- 
liance to the mother, Kokilaben Ambani, 30 per cent to 
Mukesh Ambani and 30 per cent to Anil Ambani. There could 
then be a shareholders agreement whereby Anil transfers his 
voting rights to Kokilaben Ambani, who in turn transfers all 
her voting rights to Mukesh. This way, control still rests with 
Mukesh, while ownership rights are made crystal clear. 

This arrangement apparently also addresses the funda- 


The complex investment structure 
that Dhirubhai Ambani built has 
made control crystal clear — in 


the hands of the Reliance 
Industries chairman. It also left 
ownership opaque. And that is 
the nub of the problem. 





mental concern of the Anil camp: what is the future of the 34 
per cent Ambani shareholding? If and when Mukesh is not 
around, would both control and ownership pass on to his nat- 
ural heir, wife Nita Ambani, leaving Anil and his family out in 
the cold? The proposal that has been put forward makes the 
answer Clear, while not disturbing the control that Mukesh to- 
day exercises over the group. 

It is not yet clear how this proposal will fly. But one thing is 
clear: a settlement will have to revolve around clarifying the 
ownership rights of the Ambani shareholdings in Reliance In- 
dustries, but without disturbing the existing control structure. 
One option, say Anil’s aides, is to equally divide the control of 
the 400-odd investment companies which make up the 34 per 
cent stake in RIL. The two brothers could then settle the con- 
trol issues by signing a Shareholders Agreement, where they 
would agree to support each other. 

Will such a settlement happen soon? And for that matter, 
can Anil really force Mukesh to do something like this? It is dif- 
ficult to answer. The Anil camp obviously believes that it has 
far more ammunition in store, relating to instances of corpo- 
rate misgovernance in RIL. Sooner or later, it believes, Mukesh 
will have to agree to clarifying the ownership structure to its 
satisfaction. So the practical thing to expect in the coming 
weeks will be a lot more revelations and fireworks. i] 
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A Reliance AGM chaired by 
Dhirubhai. His board is now 
finding it hard to meet the 
more modern expectations on 
corporate governance practices 





JAYANTA SAHA 


T is puzzling why Dhirubhai Ambani didn't leave a | Rising from the ruins, a few entrepreneurs built several 
will. Oversight cannot be attributed to an entrepre- | large business groups. These were often clusters of 15-20 com- 
neur who masterfully crafted one of India’s most cele- | panies. Each company had shareholdings in several other 
brated business empires. It was just notin Ambani’s | companies in the cluster. The shareholding relationship was 
character to overlook something so fundamental. Ifit | not just two-way or three-way, but even an eight-way one. If 
wasn't oversight, could it then be a deliberate act of | you wantedto figure out who owns what, you had to solve aset 
omission? The answer to the question perhaps liesin | of eight equations, with eight unknown variables. Such a 
the way industry flourished in post-war Japan. structure came to be known as keiretsu. 


: " Keiretsu ensures that one or two people can control 
F everything without having direct control of everything," ex- 
3 T 4 E plains Bala V. Balachandran, J.L. Kellogg distinguished profes- 


| sor, Northwestern University, and a globally recognised man- 
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agement guru. In other words, other people fund your 
business, but you still control it. "Dhirubhai knew that. He also 
knew that without a will you can't see the transparency (of the 
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Good performance 
does not justify bad 
governance. But 
Reliance stakeholders 
did not figure this out 

. during Dhirubhai's life- 
lime. A hard look at the 
allegations of gover-- 
nance failure in the 
company. By M. Anand 





complex shareholding of hundreds of investment compa- 
nies). But without the will you can control the whole 
thing," adds Balachandran. 

Balachandran does not have inside information about 
the innards of Reliance, though he knows both the Am- 
bani brothers well. But his theory to explain the absence of 
a will may not be too far off the mark. Dhirubhai (and his 
sons) built Reliance through sweat and toil and through enter- 
prise and ingenuity. Dhirubhai also built Reliance through a 
maze of investment companies — not too much unlike a 
Keiretsu. (That is how the family still controls 34 per cent in 
Reliance Industries' equity, even as it continues to raise and 
invest thousands of crores in equity and debt.) 

No one could solve the Reliance investment riddle during 
Dhirubhais lifetime. It is very likely that Dhirubhai did not want it 
solved after his lifetime, either. That is probably why he did not 
leave a will; that is also why the brothers are quarrelling. 

The missing willleads us directly to the issue of corporate gov- 
emance. Even as the entire nation tries to unravel the series of ac- 
cusations that one brother is levelling against the other, it is losing 
sight ofa key issue: governance failure at Reliance is not a problem 
only with the second generation of Ambanis. “The seed of the 
problems we are having with corporate governance started in 
Dhirubhais lifetime,” points out Balachandran. Dhirubhai not 
leaving a will perhaps proves the point. 

Here we examine the major charges of governance failure 
at Reliance. If these issues have come to light, itis only because 
one of the brothers chose to make it public. The board contin- 
ues to pretend that nothing is wrong. But make no mistake — 


Anil is not a whistle-blower trying to protect shareholder inter- | 


BUSINESSWORLD 41 10 JANUARY 2005 





conflict with the interests 





RELIANCE 
ests. If you admit that corporate governance lapses in Reliance 
Industries are not of recent vintage, then both Mukesh andAnil 
are responsible for the current state of affairs. 

However, it is important to keep in mind that today's defi- 
nition of ‘good’ corporate governance is very different from 
what it was during the days Dhirubhai built Reliance. Arun 
Maira, chairman, Boston Consulting Group (India), explains 
the two fundamental differences between governance then 
and governance now. 

A decade ago, it was enough to manage efficiently andj pro- : 
duce results. That is what the Ambanis excelled at. They pro- 
duced superlative results, almost always. Delighted share- 
holders, be it government institutions, foreign investors or _ 

retail shareholders, never questioned the means. "Today, itis — 
not enough to manage efficiently and produce results. Values: Duy 
and (the) means by which things are done, are as important," 
argues Maira. 

Also then, corporate gover- 

























" Employees should No 
-steer clear of any situa- \y 
tion which involves or may Y 
involve a conflict between | 
. their personal interest and | 
. the interest of the 
company - 
—- Reliance Code 
of Ethics 

















None of the trans- — 
actions with any of the 
related parties were in 








of the company. 


— Reliance Annual 
Report 2003-2004. 








nance was all about protecting shareholders' 

interests. But that has changed. "In recent times, the power of 
corporations has increased vis-à-vis other organs of society, 
including governments. There is danger in this if business cor- 
porations see their responsibility only towards their share- 
holders, and not more broadly towards society. Therefore the 
board, the prime organ for corporate governance, must be 
held responsible for the broader role and responsibility of the 
corporation to society," says Maira. 

Anunderstanding ofthis backdrop is absolutely necessary 
before getting into the fine print ofthe allegations of corporate 
governance failure at Reliance. 


HE Dhirubhai who built Reliance through a maze of in- 

vestment companies, also built the board of Reliance In- 
dustries. And the board is only as good as the chairman and 
CEO allows it to be. 

The result of Monday's board meeting is, therefore, no sur- 
prise. At the meeting, all board members, barring Anil, backed 
Mukesh. They gave a clean chit to the investments in Reliance 
Infocomm, expressed faith in Mukeshs5 leadership, and made 
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some general noises about corporate governance. The board | 
would have done the same thing had similar allegations come | 


up during Dhirubhai's days. 

However, two years after Dhirubhai's demise, his board is 
finding itself in unfamiliar territory. Deep, probing questions 
are being asked about its role. The independence of indepen- 
dent directors is coming under scrutiny. Incriminating docu- 
ments, which have never left Reliance's vaults, are now being 
handed out freely. Even public documents are now pointing to 
the board's culpability. 

Take last year's annual report, forinstance. Under the statutory 
section on corporate governance, the board has signed a state- 
ment (page 42) that reads: "None of the transactions with any of 
the related parties were in conflict with the interests of the com- 
pany.” In the light of everything that has been made public since, 
the board's statement implies that it sees nothing wrong in 
Mukesh Ambani acquiring Rs 50 crore worth of shares in Reliance 
Infocomm at par, while Reliance Industries paid Rs 8,100 crore for 
shares with a face value of Rs 84 crore. (See'Genies Out Of The Bot- 
tle’ BW, 20 December 2004.) The board even reaffirmed this at its 
meeting on Monday. 


Corporate Governance — The Pressure Points 





BCG India Chairman 
Arun Maira comes up 
with a pragmatic defi- 
nition of corporate 
governance: 





There are four issues that companies need to remem- 
ber to develop sound, comprehensive corporate gov- 
ernance. They are... 

@ The role the corporation must play in society. 

@ Conflicts of interest between owners and man- 
agers within the corporation. 

@ Protection of the interests of minority sharehold- 
ers in the face of the power of the majority. 


@ Tensions among various powers in governance 
and decisions, going beyond mere ownership of 
shares — family entitlement, promoter rights, etc. 


The board must steer the corporate ship keeping in mind 
these issues. That is what good corporate governance 
requires. A sound model of governance cannot be devel- 
oped by trying to fix any of these in isolation of the others, 
which is the problem with band-aid type solutions to cor- 
porate governance — introducing more rules and new 
devices — that are developed when something goes 
wrong. For example, the audit committee is only a device 
for implementing corporate governance. To set gover- 
nance right, we have to go deeper, and clarify the pur- 
pose and principles of governance and not merely deal 
with the devices. 











Sharp criticism followed disclosures of the sweet sweat eq- 
uity deal and the maze of questionable transactions between 
group companies. The board may or may not have known all 
the details. But the directors are still responsible because of 
the statement they had signed. Sure, responding to the criti- 
cism, Mukesh has given up the sweat equity; the shares allot- 
ted to him have been rescinded. But the questions about the 
role of the board and governance failures remain. In fact, 
Mukesh's move only makes those questions sound shriller. 
And doubts about several related-party transactions within 
the group persist. 

Just what due diligence did the board do, before it signed 
that statement? The Indian Companies Act, Clause 49 of the 
listing agreement that companies sign with the stock ex- 
changes (as prescribed by Securities and Exchange Board of 
India) and Accounting Standards 18 of the Institute of Char- 
tered Accountants of India (ICAI) together prescribe a five- 
point check for the board and the statutory auditors, before 
such a statement is signed. 

(1) According to Section 299 of the Companies Act, every 
director of a company who is in any way, whether directly or 
indirectly concerned or 
interested in a contract or 
arrangement, shall dis- 
close the nature of his 
concern or interest at a 
meeting of the board. "The exact nature, extent and manner 
have to be clearly submitted in a prescribed format," says the 
company secretary of a large company. 

Did Mukesh disclose the full extent of his interest to the 
board? The answer to the question will apportion the respon- 
sibility between him and the board. But the answer may not 
quite be in black or white. A complex maze of companies (See 
"The Infocomm Funding Puzzle, BW, 27 December 2004) was 
used to set up Reliance Infocomm. Reliance Industries’ in- 
vestments and Mukesh's sweat equity were routed through 
this channel. 

It may well emerge that this method successfully gets 
around the word of the law. But if one goes by the spirit of this 
law, there is no doubt the Mukesh should have made a com- 
plete disclosure of all his interests, including the sweat equity, 
to the board (which was bound to disclose it explicitly to 
shareholders). The same can be said of several other related- 
party transactions within the group. 

(2) The Securities and Exchange Board of India's code on 
corporate governance prescribes that the board of every listed 
company set up an audit committee. This must be constituted en- 
tirely of non-executive directors and must be headed by an inde- 
pendent director. This is mandated by Section 292 A of the Com- 
panies Act and by Clause 49 of the listing agreement. Among other 
things, the audit committee has to “review any related party trans- 
actions, i.e., transactions of the company of material nature, with 
promoters or the management, their subsidiaries or relatives, etc., 
that may have a potential conflict ofinterests with the company at 
large”. The audit committee also has powers to consult the statu- 
tory auditors ofthe company and demand clarifications regarding 
any area of concern. 

The Reliance board did set up such a committee — com- 
prising of four independent directors Y.P Trivedi (chairman), 


BUSINESSWORLD 44 10 JANUARY 2005 


. RELIANCE 





S. Venkitaramanan (vice chairman), T.R.U. Pai and M.P Modi. 
But this committee found no reason for any conflict of inter- 
est. It was on the basis of this finding that the board signed the 
above-mentioned statement. 

However, subsequent disclosure about the sweat equity 
and the other questionable transactions within the group, 
open up the audit committee's actions to scrutiny. 

(3) Section 301 prescribes that every company maintain a 
register of contracts in which its directors are interested in. It 
also has to specify details, including the date of the contract 
and the terms and conditions ofthe contract. Besides, Section 
297 specifies that board approval is required for contracts in 
which directors are interested parties. In cases of business 
emergencies, such transactions may happen without board 
permission. But they have to be cleared by the board within 
three months ofthe transaction through a resolution. 

The key here is that under Section 301, the register has to 
be signed by every director, which implies that they are aware 
of and have approved these transactions. Moreover, this regis- 
ter has to be kept open for inspection by any shareholder. And 
if a minority shareholder feels that his interests have been 
prejudiced, he can approach the Company Law Board. 

(4) As an additional precaution, the Companies Act (Sec- 
tion 300) also declares that directors are not to participate in 
discussions or vote in resolutions in which they might be con- 
sidered to be interested parties. For example, when the Re- 
liance Industries board is discussing Reliance Energy, Anil 
Ambani is not supposed to be present. Similarly, when Re- 
liance Infocomm is being discussed, Mukesh has to stay out. 
Reports suggest that Mukesh may have actively participated 
in such discussions. 

"This is what the law states. The practice is different. More 
often than not, related parties do participate in the discus- 
sions. But when the minutes are prepared, it is mentioned that 
the interested director stepped out," says the company secre- 
tary of a leading Indian corporate. 

But the key question is this: does the Reliance Industries board 
realise that Mukesh is an interested party? Does the board recog- 
nise that his personal interests in Reliance Infocomm may be at 
conflict with the interests of Reliance Industries? 

(5) Besides the board and the audit committee, the statutory 
auditors too have a clear responsibility with respect to related- 
party transactions. This is spelt out in Accounting Standards (AS) 
18 of the ICAI. AS 18 goes into great detail in its definitions of re- 
lated parties and the kind of disclosures required. It defines a party 
as related ifhe has the ability to control or exercise significant influ- 
ence over the other party (Mukesh clearly has influence over Re- 
liance Infocomm and Reliance Industries). It also defines a related 
party transaction as a transfer of resources or obligations between 
related parties, irrespective of whether a price is charged. It goes to 
the extent of saying that a related-party relationship has to be dis- 
closed irrespective of whether a transaction has taken place or not. 
And in the event of transactions, the auditors have to ensure: (a) 
full disclosure of all details of the transaction along with the 
amounts involved, and (b) any other elements of the related- 
party transactions necessary for an understanding of the fi- 
nancial transactions. 

In the Reliance Industries annual report, detailed disclo- 
sures of transactions between Reliance Industries and other 











The Independent Directors 





D.V. Kapur: Was petro-chemicals, 
power and heavy chemicals secre- 
tary when Dhirubhai began his 
expansion drive at Patalganga. His 
son Ravi Kapur is a key advisor to 
the Reliance chairman. 





SANJIT KUNDU 


“ee M.P. Modi: Served as chairman of 
the Telecom Commission in 1996. 
During his term, Modi apparently 
made it a point not to meet 
Reliance officials publicly. Appointed 
BSES director in November 1997; 
retired in September 2001. 








M.L. Bhakta: A key associate of 
Dhirubhai. Joined the Reliance 
board in 1977. A senior partner at 
Mumbai-based Kanga & Co, the 
legal firm which advises Reliance. 
Quit from the Reliance board last 
month, but was persuaded to stay. 








Y.P. Trivedi: Tax expert and former 
head of the Indian Merchants 
Chamber. Till two months ago, his 
two sons worked with Reliance 
Infocomm. As former investment 
bankers, their job was to generate 
Fil interest in Reliance Infocomm. 








S. Venkitaramanan: Was Union 
finance secretary. Later, he was the 
RBI governor when the Harshad 
Mehta repo notes scam took place. 
He was supposed to be personally 
close to Dhirubhai Ambani. 





GURINDER OSAN 





T.R.U. Pai: The 79-year-old chair- 
man of the Manipal Group of 
Companies has been a close confi- 
dant of Dhirubhai since 1965, even 
before Reliance was founded. 


7 NNI 


DEEPAK PAWAR 
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related parties have been made (though the sweat equity is 
not specifically mentioned). However, shareholders may feel 
that they were not given other elements necessary for an un- 
derstanding of the financial transactions. This, of course, will 
bea subject of debate. 

The auditors are, however, responsible only for the disclo- 
sure of related party-transactions. It is up to the audit commit- 
tee and the board to decide if these transactions are in the best 
interests ofthe company or not. 

The five points outlined above form the foundation of the 
legal framework that exists to ensure good governance regard- 
ing related-party transactions. Has Mukesh and the Reliance 
board conformed to the law? Anil has frequently alluded that 
they have not. Mukesh and the company spokespersons 
maintain that they have. 


AS the spirit of these laws been upheld? The answer is a 

clear no. If the actions of Reliance directors are compared 
to that of some of their peers from other companies, they fall 
short of standards set even within India, forget international 
standards. Take, for example, Infosys. It has an alliance with 
Supplychainge Inc., US, to jointly market and deliver lead-time 
optimisation solutions. Now, Marti G. Subrahmanyam, 
Charles E. Merrill professor of finance and economics at the 
Stern School in NewYork University, who is an independent di- 
rector on the Infosys board is also a director on the board of 
Supplychainge. He is therefore an interested party. 

The Infosys annual report has made full disclosures (page 
36) of the transactions between Infosys and Supplychainge, 
along with all elements required for a complete understand- 
ing of the financial transactions. "In international markets, 
any transaction by a director has to be disclosed. I am also a 
director of ICICI Bank. Infosys has made some deposits 
with ICICI Bank. This is a routine thing, but it was still dis- 
closed. It is for the board to decide the merit of such trans- 
actions, but full disclosures have to be made," says Subrah- 
manyam. "And whenever Supplychainge would come up 
for discussion at the board, I would immediately step out of 
the meeting," he goes on to 
add. (Such standards have not 
been observed at Reliance, even 
at Mondays board meeting. 
Mukesh was present and even 
voted on resolutions pertaining 
to Reliance Infocomm.) 

Companies simply cannot 
avoid related-party transactions. 
“Related-party relationships are a 


/ 

Dhirubhai did not leave a 
will as it would have 
exposed/the complex 
shareholdings of the 

inv ent companies, 
feels/Bala V. 
Balachandran, J.L.Kellogg 
distinguished professor, 

; rthwestern University 
/ 





BUSINESSWORLD 46 10 JANUARY 2005 








normal feature of commerce and business," says ICAI's AS 18. 
“Legally, there is nothing wrongin such transactions. The law does 
not restrict such transactions," adds a leading corporate lawyer. 

Theyarecertainly nottaboo, aslongas: (a) theinterested direc- 
tor makes full disclosures to the board. (b) the board exercises 
sound, independent judgement to determine whether these rep- 
resent a conflict of interests with the company, and (c) the board 
makes full, clearly understandable disclosures to all shareholders. 

In the case of Reliance, the directors and the board could 
be challenged on all the three counts. 

Industry insiders lead us to believe that there are several 
such questionable related-party transactions happening all 
over corporate India. "The transactions between the telecom 
and power companies in one of India’s largest and most re- 
spected groups may not stand up to scrutiny," alludes the cor- 
porate governance head of a large rating agency. There are 
plenty of such examples available in the international context. 
Enron, the fallen energy major, used related-party transac- 
tions with special purpose entities to cook its books. 

Rate Financials, a US-based independent firm that rates and 
ranks the financial reporting of pubic companies, recently com- 
pleted a study of related- party transactions among companies in 
the Standard & Poor 500. After in- depth research into each com- 
pany, Rate Financials concluded that nearly 40 per cent of compa- 
nies in the S&P 500 have business arrangements with parties that 
have material ties to the corporations or their managements. 

Some such transactions are blatant. For example, clothier The 
GAP used Fisher Development, a firm owned by its chairman's 
brother, to build its retail stores. The contract was worth several 
million dollars. Rate Financials was able to uncover such transac- 
tions only because they were all approved by the respective boards 
and disclosed to shareholders through proxy statements. How- 
ever, such disclosures of related party-transactions are buried 
deep within the proxy statements. 

The problem is an international one. Some argue that 
global markets have tougher regulations like the Sarbanes- 
Oxley Act. Among other things, this prescribes fines of about 
$5 million and imprisonment of up to five years. Fines rarely 
exceed Rs 50,000 for violations of the Indian 
Companies Act. 

But the fact remains that rules and laws 
haven't been able to usher in the standards of 
governance that society desires. International 
experience has shown that the law can only do 
so much to restrain companies. The rest is up 
to the board. 

"When an institution becomes very im- 
portant to society, it no longer belongs only to 
its financial investors and promoters. It be- 
longs to society. Thus, Reliance ‘belongs to’ In- 
dia now, not the Ambani family. Therefore, 
concepts of governance must encompass the 
role of trusteeship for society, and not merely 
questions about the interests of the owners,” 
says Maira. The questions is, will the Reliance 
board rise to the occasion? Ti 
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Now the easiest way to fax 
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over when you say the recipient's name. Or the huge memory capacity that stores up to 120 


pages” of data should you run out of ink or paper. Not forgetting 79 speed dialling buttons ALSO AVAILABLE NEW BUBBLE JET FAX B822°° 


to save you load of time and effort. In fact, no other fax machine is more dedicated to * Charcoal control panel * 20-sheet capacity 
for automatic Document Feeder 


your business needs. Contact your local Canon dealers to add the B820 to your workforce today. 


*Crisp 360 x 360 dpi resolution with Canon Bubble Jet printing technology * 6 sec/page transmission speed 
* Cheque-size friendly feeder * Cost-effective Ink Saver Mode 
* Based on Canon FAX Standard Chart No. 1, Standard Mode 


SOUTH & SOUTH EAST ASIA REGIONAL HEADQUARTERS: CANON SINGAPORE PTE. LTD.. 1 HARBOUR FRONT AVENUE, # 04-01 KEPPEL BAY TOWER, SINGAPORE 098632. WWW.CANON-ASIA.COM 
INDIA OFFICE : CANON INDIA PVT. LTD., SECOND FLOOR, TOWER A & B, CYBER GREENS, DLF PHASE-III, GURGAON 122 002. TEL.: 0124-5160000. Visit www.canon.co.in 








F you walk down Mumbai's Colaba 

Causeway, right outside the restu- 

rant Leopold’s, some guy who 

looks like a drug peddler will 

proposition you. Don't recoil, he's 

probably selling VCDs (video com- 
pact discs) and DVDs (digital video 
discs) of the latest Hollywood hits. 
Chances are that several well-dressed 
people will stop, listen to him and buy 
many DVDs and VCDs — the yet-to-be- 
released in India Alexander and The In- 
credibles included. 

For a similar experience in Delhi, 
just stroll into the belly of Palika Bazar 
for a copy of the latest Hindi release, 
Swades. For those who are queasy about 
buying pirated stuff, a trip to Planet M or 
MusicWorld will yield the best of Holly- 













Hiren Gada 
(Shemaroo) and 
Muslim Kapasi 
(Excel) 




















wood and Indian classics and an alright 
range of the latest Indian hits — Kal Ho 
Na Hoincluded. 

Welcome to the Indian home video 
market, which is split about fifty-fifty 
between the street corner pirates and 
organised players. It operates from the 
streets of the metros. It travels abroad 
via the Internet or in suitcases. It also 
does brisk legal business at shops like 
Planet M, as well as paan shops and gro- 
cery stores. At over Rs 1,000 crore, it is 
the fastest growing part of the entertain- 
ment business. Let's just focus on the le- 
gal home video market. VCDs and DVDs 
now sell almost as much as music cas- 
settes and CDs do, or roughly one- 
fourth of the estimated Rs 4,000 crore 
collected by Indian films at the box-of- 
fice. Unlike the shrinking music mar- 
ket, or box-office revenues which 
are growing at about 5-10 per 
cent, the home video market 
is racing ahead at a robust 
25-30 per cent, maybe 
more. It will continue to 
do so for at least three 

years, say observers. 
In fact, after satellite 
TV and the overseas 
market, home video 
is turning out to be 
the biggest source of 
revenues for Indian 
films. So why has no- 
body noticed it? 

The signs have 

been evident for some 
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time now. The prices of | 
home video rights have | backafter having a great run in the over- 


How home 
video became 
the hottest 
story in the 
entertainment 
industry 

By Vanita Kohli- 
Khandekar 


shot through the roof from about Rs 5 
lakh or so per movie to anywhere be- 
tween Rs 50 lakh and over a crore. That is 
roughly equal to the price of one ter- 
ritory for distributing a film in India. 
The Amitabh Bachchan-Hema Malini 
starrer Baghban was snapped up for 
Rs 1 crore and Hrithik Roshan's Koi Mil 
Gaya and Sunjay Dutts Munnabhai 
MBBS sold for Rs 1.1 crore each. Thanks 
to falling hardware and software prices, 
the volumes of organised players has 
been rising. 

The Rs 30-crore home video major 
Ultra's VCD release of Sholay has been 
one of the biggest legitimate hits, says 
its managing director Sushilkumar 
Agrawal. It sold over 2 lakh copies. Yash 
Raj Films got into the domestic home 
video market only a couple of months 


seas one. One ofits first releases, the Saif 
Ali Khan-starrer Hum Tum, did a mas- 
sive 90,000 copies within a few days. 

There is better news. Every legal hit 
is a body blow to piracy and brings 
growth from the unorganised sector to 
legitimate players. Sure, the pirates still 
take away half the market. But their 
share is down from about 90 per cent 
just two years back. Several mini-home 
video giants are grabbing more and 
more of the remaining share the 
pirates still have. Saregama saw 12 per 
cent of its over Rs 70-crore revenues 
(over nine months) in March 2004 
coming from the sales of DVDs like the 
succesful Harry Potter. By the end of 
March 2005, marketing controller 
Sweta Agnihotri expects 20 per cent, or 
Rs 20 crore, of the company’s estimated 
Rs 100 crore revenues to come from 
home video sales. 

Shemaroo, formerly a video library, 
is now a Rs 65-crore company, a bulk 
of it — about 45 per cent, or Rs 30 crore 
— coming from home video hits like 
Baghban. Excel, Ultra, Time and Co- 
lumbia are among a dozen-odd compa- 
nies that are rapidly eating into the pi- 
rates' share. "The market is at its peak," 
exults Agrawal of Ultra. 

There are two arguments you could 
use to temper the euphoria. One: what's 
the big deal? Globally, home video is 
typically two to three times the size 
of box-office revenues, especially in 
mature markets. In the benchmark 
US market it brought in a whopping 
$24.5 billion in 2003. Compare that to 
the total box office revenues of $9.4 bil- 
lion in the same year and you know why 
analysts are accusing studio heads in 
the US of tailoring films to home video 
formats and release cycles. In India, it is 
a change that has been long overdue 
and volumes (the legitimate ones) are 
far from exciting by global standards. 
Against Sholays 2 lakh, Finding Nemo 
sold 15 million DVDs on day one of its 
home video release in the US. So the 
question is: how soon can it overtake the 
box-office? And in an evolving market 
where the box-office is just about find- 
ing its feet, should it? 

The second argument is, of course, 
piracy. "We sold only 20 per cent of the 
potential of Hum Tum because of 
piracy," reckonsVijay Kumar, vice-presi- 
dent, music and home entertainment, 


Yash Raj Films. If a good 50 per cent or 
more of the market still goes to the 
pirates, and if with every release, Indian 
studios have to fight a battle with them, 
whatis the point? 

Just one basic walk through the In- 
dian home video market and how it has 
evolved will show why pirates are feeling 
the heat and why piracy can be easily 
contained to a manageable 10-20 per 
cent. It also explains why home video is 
the best thing to happen to Indian en- 
tertainment in a long time. And yes, it 
will overtake the box-office, but that will 
take a bit of time. Read on. 


Sinking The Pirates 


Till just five years ago, nobody was 
buying VCD or DVD players. At 
Rs 8,000 and Rs 20,000 or so, re- 
spectively, they were simply 
too expensive. Then, about a 
couple years back, Chinese 
VCD players gate crashed 
into the Indian market 
at the price of about 
Rs 1,800. Penetration, 
especially in small 
towns, took off. That 
is when companies 
like Philips worked at 
bringing the prices of 
DVD players to about 
Rs 4,000 or lower now. 
They are even bundled 
with TV sets or other 
durables to make them 
an attractive buy. 

Add to this the fact that 
large-screen TVs and LCD ones 
are easily available, making the 
film-watching experience at home as 
close as possible to the big-screen one. 
From a negligible base, there are now 
an estimated 10 million homes with 
VCD players and a million with DVD 
players. With all the new owners came 
the pirates, since legal software, films, 
music or gaming, was not available 
then. If it was, it was very expensive. Re- 
member, a legal VCD retailed for Rs 500 
and a DVD for Rs 750 or so till very re- 
cently. That is because there were no 
volumes, no films and no interest in sell- 
ingVCDs and DVDs. 

As prices fell, and they saw copies 
of their films being hawked right un- 
der their noses, the big guys got into 
action. They fall in two categories, 
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HOME VIDEO 


the video librarywallahs and the big 
music companies and studios. So there 
is Shemaroo, Ultra, Time and Bombino. 
Their strength is a strong network 
with the filmmakers and an ability to 
deal with the hurly burly of the film 
distribution trade. Many, like Shema- 
roo, also double as suppliers of content 
to cable operators, and TV channels. 
That helps them leverage their acquisi- 
tion costs better. 

The other category is music or film 
companies like Saregama, Sony Music 
and Columbia Tristar, who are strong on 
distribution and marketing. They can 
sell home videos wherever they sell mu- 
sic or films. Sridhar Subramanian, man- 
aging director, Sony Music, points out 
















NeMuthuram 
(Columbia) and 


Sweta Agnihotrid 


that it makes sense to buy the two rights 
at the same time, so that the marketing 
and acquisition costs can be leveraged 
for both the music and home video. So, 
for example, it makes sense to promote 
the home video of, say, Lagaan on the 
back of its music. Agnihotri of Saregama 
agrees. "Marketing a movie is the same 
as marketing a piece of music. The pro- 
mos, merchandising, POS, dispensers, 
danglers, contests... it is all the same. Itis 
very easy to shift gears," she thinks. 
Similarly, if a Columbia sibling 
like HBO pushes a film like Maximum 
Risk on the channel, the sales of the 
DVDs rise in stores like Planet M. “When 
the Spidey Two blitz was on, it increased 


edepth .— 


the sales of Spiderman One,” rem- 
embers N. Muthuram, country man- 
ager, India, for Columbia Tristar Home 
Entertainment. 

Each of these players has the distrib- 
ution muscle to go across small town, 
and big town, India. Saregama has 175 
wholesalers who reach out to 30,000 re- 
tailers, an awesome network. All it has to 
do is push the Warner, Universal, BBC 
and Paramount VCDs and DVDs, am- 
ong the others it is licensed to sell, down 
the same pipe. Shemaroo, for example, 
reaches out to 5,000 outlets across 300 
towns in India; Excel to 2,700 through 
100 wholesalers, and so on it goes. The 
network of most of these companies 
spans the small-time shops that sell pi- 
rated stuff to the big stores. That means, 
given the right pricing, they have a bet- 
ter chance of beating the pirates. Most 
are actively targeting small towns. Agni- 
hotri of Saregama identifies small-town 
markets as likely to pick up dubbed ver- 
sions of Hollywood action flicks, and 
rolls these out quickly to increase pene- 
tration. In fact, she thinks the immedi- 
ate growth will come from small towns 
not yet hit by piracy. “The large format 
retailers in Mumbai are not as excited 
about home video as the ones in Nashik 
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and other small towns," she says. 

The point is both these types of com- 
panies have either danced with the pi- 
rates or fought with them throughout 
their existence. They have the distribu- 
tion and marketing strength to take on 
the pirates at the front end of the busi- 
ness. At the back end, most lobby hard, 
through the Video Federation of India, 
for more raids and duty cuts. That is the 
first and biggest reason why piracy will 
be contained to the 10-20 per cent levels 
in the next few years. The players com- 
ing in now are simply far better eq- 
uipped to fight piracy. That is evident in 
the falling share of the pirates. 

The second point, strangely, has to 
do with falling prices and margins. 


The Great Indian Growth Trick 


"The price of a B-grade Hindi film on 
VCD is now Rs 99 and, therefore, equal 
to the pirated one," says Muthuram. He 
is talking about the volume potential of 
the Indian market as a result of falling 
prices. DVDs of English films now come 
for as little as Rs 299. But that doesn't 
make everyone as happy as Muthuram. 
"As our MRPs are constantly revised, 
realisation keeps going down. So even 
if volumes are rising, our margins are 
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getting hit, cribs Hiren Gada, vice 
president, Shemaroo. You could easily 
dismiss that argument if you knew 
how the market works. The two big co- 
sts in selling a DVD or a VCD is acq- 
uisition/royalty and marketing. Any- 
where between 30-50 per cent of 
what home video companies earn goes 
towards acquiring the rights to market 
a film's home video. The percentage 
could go up or down depending on the 
kind of film, when the rights are bou- 
ght (before or after release), the film- 
maker, his negotiating power, and so 
on. It could be an outright buying of 
the rights or a mix of a minimum guar- 
antee and a royalty on additional sales. 
Most deals are usually minimum guar- 
antee plus royalty. 

In India, these costs were non-exis- 
tent for a long time. Home video mar- 
keters have sat on fat 25-per cent mar- 
gins simply because a lot of the local 
titles were acquired at dirt cheap prices. 
Almost every producer from the 1930s 
to the 1980s gave away the rights to all 
electronic formats as 'overseas and 
other rights. Most had no idea about 
what revenue streams could have 
opened up in the future. When satellite 
TV companies started paying good 


‘Snapshot India’ 
The market 


The India picture 


Total market size 


Legit versus pirated 50:5 
Hindi versus English 66:3 
VCD versus DVD 90:1 
Prices of VCD Rs 99-29 
Prices of DVD Rs 150-66 


Ail figures are industry estimates 
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money for TV rights, many realised the | 
value of the rights they held. As home | 


video volumes rise, rights holders, 


which could be companies or individu- | 
als, are asking for their fair share ofthe | 


pie. Gada admits as much. He says that 
acquisition costs have gone up by three 
times or more in as many years, espe- 
cially for big hits. So if a B-grade film 


The major players 


Shemaroo 

Ultra 

Time 

Saregama* 
Excel** 

Columbia Tristar 
Bombino 

Eagle Video 

Yash Raj Films*** 


*Saregama is the licensee for Warner, 
Universal, BBC, Dreamworks and 
Paramounts’s home video titles in India 
**Excel is a licensee for Discovery, Fox, 
MGM, and Shringar among others 
***Includes titles meant for overseas 
markets only, NA: not available 
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could be bought for Rs 2 lakh 
before, it now commands 


Bahgban could charge 
close to a crore. But it 


and 35,000 DVDs 
Shemaroo sold that 
has more than rec- 
overed the money. 
And here co- 
mes the catch. If 
Shemaroo had so- 


DVDs of Baghban 
ever sold in India, it 
would have done any- 


that business it did. So even 


if margins go down to 10-15 


as Shemaroo eats into the pirates' share. 
That means it has more money to pay 


for acquisitions. Also, when acquisition | 


costs go up, film companies make more 


from home video, and so they are also in | 
a hurry to release it on DVD and VCD | 
_ format. That, in turn, means shorter | 


gaps between box-office and home 
video releases. This squeezes the pirates 
further because they make the maxi- 
mum money in that gap between the 
box-office and home video releases. 


Currently, it is about 4- 8 weeks, down | 


from the 6-odd months earlier. But most 
home video companies reckon it could 
go down further. Of course, if acquisi- 


tion costs go beyond a certain point — | 


like satellite TV and music did at one 
point — they could lead to prices of 
DVDs and VCDs rising, giving pirates an 
edge. But one can counter that with the 
fact that eventually, just like the cost of 
rights for music and satellite TV, those of 


home video will also settle to a level the | 


market can absorb. 


Changing Shapes 


These two factors — aggressive players | 


and higher acquisition costs — will hit 
piracy over the next two to three years, 


even as hardware penetration rises. | 
Also, as volumes rise, several things are | 
happening that indicate that margins | 


will get better after plummeting. The 
composition of the market is changing, 


making its less filmi. For example, Agni- | 


is the 1.5 lakh VCDs | 


ld all the VCDs and | 


thing between 5-10 times | 


per cent, in line with FMCGs, the | 
actual quantum of profits is increasing | 
lip to revenues and margins. "People 








hotri explains that in India, children's | 
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films do very well on home video. “A 


_ child watches the film many times, 
Rs 10 lakh. A hit like | 


making it a paisa vasool purchase for 
parents," she thinks. In the US, action 
films are the hottest sellers on the home 
video circuit. 

Non-film home videos are not yet a 
big business. Sure, the odd cricket 
matches, games or song compilations 


| sell, but that is about it. Gada reckons 


that as DVD penetration grows, games 
and educational DVDs are bound to 
take off. As that happens over a larger 
portfolio of titles, realisations will get 
better. It is a bit like mobile phone or TV 
shows — the more you make, the higher 
the chances of having a few big hits am- 
ong them to offset the costs of the duds. 
Also, a legitimate rental business — 
whichisalarge chunk ofthe home video 
market in mature markets — is bound 
to happen. That should give another fil- 


want to only rent certain movies, but 
may want to buy others," thinks Muslim 
Kapasi, managing director, Excel Home 
Videos. And lastly, advertising could be- 
come a revenue stream for home video 
marketers, helping in part to cut prices. 
There are, however, no estimates on 
how much these could bring in. 


Far From The Finishing Line 


However gung-ho the outlook, the 
home video market will not be taking 
over box-office revenues, for at least a 
couple of years. Remember that the 


_ film business has just got organised. 


There is over Rs 3,000 crore worth of in-: 
vestment just coming into new theatres. 
New screens, digital cinemas — all of 
these are already showing their com- 
bined effect on box-office collections. 
As more spanking new multiplexes 
open across the country, the total tak- 
ings at the box-office are bound to go 
way beyond the Rs 5,000-crore market. 
Even if you take one-third of that out for 


, entertainment tax, home video is 


nowhere close. If anything, there will be 
a lot of competition to squeeze the 
maximum out of the first two weeks of 
a film's release before TV and home 
video take over. Right now, home video 
simply brings the good cheer of bring- 
ing in 10-15 per cent ofa film's costs and 
an interesting new revenue stream. Be- 
sides interesting new sellers like our 
friend on Colaba Causeway. e 


Le ader: ship Thr OL igh Com nuni Ge ati ons | Mani nager ner ont MIC JA 


BUILDING MANAGERIAL EXCELLENCE 





AIMA-MICA PRESENT 
INTEGRATED MARKETING SUMMIT ON. 






Taj. Lands. End, Mumbai, INDI 
January 14-15, 2005 .. 





Demanding customers, technology overdrive, volatile naien internatóñal E are some of the elamehts: 
of turbulence in the market pacer) Embrace the turbulence duc Integrated akong Come hear what the 





ORS have tö say 
e Integrated Marketing andR Return on. n Marketing Expenses 
"ET e Design as a Strategic Differentiator — 
S eminar. ? Decoding the Cultural Language for Marketing 
S essi ons e Brand Assets and Brand Values | 


e Strategies fora Yough Dominated Market 





e Pre-emptive: CRM: Retaining Customers when Competition Emulates 


The speakers in cude following eminent acad emicians aid practitioners. 
SUMMIT DIRECTOR - Naval K phones Profe ssor & Head, Marketing Ac ademic Area, MICA 


Angus Jenkinson 

Professor of Integrated Marketing University of 
Luton, UK 

Anthony Kent. 


Director of Research and Post Graduate Studies. 
London College of Communication, (London. 


University of Arts), London, UK 

David Griffiths 

Design Consultant, London, UK 

Eric Stevens | : | 
Professor of Marketing, ESCEM Business School, 
Poitiers, France x 
Katherine Frith i 

Professor, School of Communicatión & nonae 
Nanyang Technological University, Singapore 
Kavita Karan 

Professor, School of Communication & Information, 
Nanyang Technological University, Singapore. 

Len Ellis 

Executive Vice-President, 
Wunderman, NY, USA 
Tony Varey 

international EE durat. The Chartered 
Institute of Marketing, UK 


- * Confirmation Awaited 


Registration F 


.| AIMA Members/MICA Alumni 
| Non-Members 
Academicians 
Students 


= Re. 3500. 
. Rs. 2500 


Co-Sponsors 
qe 
TATA 





Director of Strategy, 





Media Partner. 





Play the game 


AF Mathew 


Faculty, MICA 


Atul Tandan 


Director, MICA. 
Bijou Kurien 


COO, Titan Industires Lid. 
^ Preeti Vyas-G iannetti . 
Chairperson & Executive Creative Director, Vyas-Giannetti Creative 


Rajat Sethi he ut 

CEO, Wunderman India ane 

Ramesh Jude Thomas 

Principal. Executive - Officer, EQUITOR Consulting (Interbrand 


^. Worldwide Alliance). 


Ravi Kant* 
Executive Director, Tata Motors Ltd. 


‘Santosh Desai 
"President, McCann Erickson, India 


Scema Khanwalkar . T 
Faculty and Head, Centre for Semiotic studies, MICA 


‘Shailesh Haribhakti. 

- Director, Haribhakti & Co. 
. Sunil Alagh ety 

- President, AIMA . 
SunilLulla ` 


Executive Vice President, Set India Pvt Ltd. 





p 6000. Maes 
Rs 3500 one 
Rs 2500 | 


= "Rs 6000 
^: Rs 6500 
Rs 3500 © 
Rs 2500 


us $$175. 
| US$80° 
USS5S 


Online Media Partner 


REY edie s 


“Associate Par tper 





1 8: Lis COUNCIL 


For detalis contact: All India Management Association.- Ms Sujita Khemka Tel : +91-011-24635544 Fax : +91 .011-24626689 E-mail mdpQaima- -ind, org 
or Mudra Institute of Communication, Ahmedabad - Prof Falguni Vasavada-Oza Tel : +91-2717-237946 Fax : 491-2717- 237945 E-mail : Mb DM ac.in 








| said: “I know what you need, you need to put in a Longlife Bat- 
| tery. "Then a thought struck him. Why just a battery, why don't 
| Teven make the toys? And toys that do more than going round 
in circles? He talked to his R&D head and thus was born an 
| idea: LL could extend to toys. 

| Lalbihari called his son and asked him to think about the 
| idea. Anoop, raring to increase revenues and expand markets, 
| put forth the suggestion to his product manager Ramki — the 
| initiatorofthe idea that LL India needed to get out ofthe 'only 
| batteries mould. Interestingly, Ramki had ‘grown’ along with 
| LL India, both academically and professionally, to become its 
| product manager, and virtually a trusted family member. 

| It was that brightness which had caused Ramki to tell 
| Anoop sometime back: "Batteries last long, so we will not see 
as much velocities in sales. What LLB needs is new users, and 
| 

| 

| 

i 

| 

| 





also to open new market segments. So we must enter new cat- 
egories." Now, when Anoop brought up the toys idea, Ramki 
| tossed it in his mind and said: "Consumers use LL batteries for 
| their toys anyway; this is a growing segment that opens up 
new consumer groups for us. The values of LL batteries extend 
nicely to toys; I think this extension will give a nice image rub- 
off for Longlife, the brand!" And Ramki recalled the small tiff 
he had with his wife recently when the Game Boy his son 
played with ran out of battery in a day. Kids are careless, they 
tend to leave toys on and wander off, and then the battery dies 
and parents simply put the toy away, as replacing batteries is 





Longlife Batteries wants to 
extend its brand name to 
other categories. Yet quan- 
titative research blesses 
what qualitative baulks at... 


MEERA SETH 

AMKI whispered and muttered as his hand 
negotiated the mouse and his brain the | 
spreadsheet. He was helping his brother | 
tidy up a linear programming model that 
would complete his thesis. Presently, Ramki | 
whooped as he bent over his brothers | 
shoulder, startling the young man: “See, 
see, see, wow! My brain still does credit to the gold medal 
I got in Ops research and statistics! Here, take... we have | 
achieved optimality!” | 

Ramki felt pleased. Numbers always danced submissively | 
when he played the tune. Ramki liked numbers; his whole life | 
had been one of a composer who used the notes of numbers 
to express the music in his head. Then glancing at his watch, 
he gasped: "Oh-oh-oh, I had to be at Radha Nivas!" 

Radha Nivas was the abode of Radheshyam Lalbihari, the 
owner and chairman of Longlife India. Over time, the busi- 
ness had passed to his sons, and while it remained a family- 
owned company, its thinking and management were entirely 
professionalised. Longlife (LL) India manufactured batteries | 
of all kinds and had been a successful company. But son | 
Anoop Nath had been suggesting to his father: “How long can | 
we remain a battery company... there is no excitement; today 
even employees want excitement in the workplace. One way 
to retain people is through getting into new product areas | 
that are in sync with long life and battery usage." 

Andsoithappened that one day, Lalbihari sat watching his 
grandson play with a clicketyclop toy which, maddeningly, | 
only went round in circles... and then stopped as the battery | EU 
failed. The child got annoyed and beat the toy, and Lalbihari | llustration: ANTHONY LAWRENCE 
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f expensive. So Longlife and toys was a great idea. 
Ramki set out in all earnest to initiate quantitative re- 
search. If the numbers blessed the idea, then nothing else 


B) mattered, he knew. But first he needed to establish if con- 


sumers associated the brandname ‘LL with toys. The market- 
ing team was agog: "Indian parents could associate Longlife 
with toys,” they agreed. “Which parent does not want toys to 
last long so that the next kid can use it, then the bhabhi’ child 
can use it, and then Kuki's expecting so she can use it in two 
years... stuff like that?" Ramki was happy, but he also reasoned 
that ‘if a toy is to be invested with LLB, then it has to be a high 
quality toy, which means durable anyway.' And increasingly, 


he felt that yes, people could associate brand LL with toys, | 


and went on to agree with the initial insights on what makes 
for a good toy. 

Happy having gotten this far, Ramki asked for scientific re- 
search from his MR agency. MR had two briefs: One, what kind 
of product category do people associate the attribute' long life’ 
with? That would give them new product ideas. Two, validate 


the initial feeling that toys was a sensible category to enter. So, - 


their questionnaire would provide a list of brand names and a 
list of product categories, and ask respondents to link those 
they associate. 

The respondents saw names of all sorts of companies, not 
just battery companies: Longlife, J&J, HLL, Mattel, etc. They 
also had a list of non-battery product categories. As MR rules 
went, this was a filter so as to not let on that she was being 
asked about a battery company looking at toys. At a crucial 
stage in the interview, respondents were also asked about 
their attribute perceptions: "How would you rate each com- 
pany's toys on the following attributes: value for money, high 
quality, fun, educational, etc." Thus, significant numbers ofre- 
spondents ticked off ‘Toys’ (right below ‘Pacemakers’) as a 
good new product idea. 


| UNIT Khanna, the brand manager, however, saw all 
these as cold numbers. Readily his mind said: "Oh, but 
į this is brand extension in essence. And brand exten- 
# sion research needs to be backed by qualitative (quali) 
research; consumer behaviours and feelings pan beyond 
quantitative (quanti) research and numbers, there are subtle 
issues involved which can impact the results." So he said to 
Ramki: “Yes, it is a great idea to get into toys, but we also need 
to get into the ‘why’ behind these consumer scores and gauge 
the latent barriers and motivations." — . 
» Ramki knew the mind of brand managers. Afer all, he too 
. - had been one a long time back. So, participatively, he said: “SO 
. tell me... what should be done?" 

“A quali research also,” said Sunit. “For example, safety i is 
one attribute most have ticked. The quali team can provoke 
respondents by pitting two brands together, say LL and Dura- 
cell, and ask them: ‘So you think LL will make safe toys? OK: 
Duracell stands for safety too. What if they harnessed their 
R&D and came out with toys and highlighted ‘safety’ in their 
communication?’ We need to have a peek into the future. Is- 
sue is, do we have a viable position in consumers’ heads vis a 
vis competition? And what, anyway, is the best position to 
have? Can LL occupy that with its current capabilities? Quali 





will peer into the future and identify what will happen when | 


: 
| 
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competition ramps up the attack on LEs toys launch. A re- 
spondent has ticked ‘safety’, but now, let's get him to think it 
through. As a consumer it is easy to associate Longlife toys 
with safety, but how strong a position is that really? Does LL 
‘own that positionas strongly as Duracell? And secondly, what 
about measuring rub-off of such a position on the brand im- 
age of the toys? Is safety the best image for the new line? Ori isit 
something else?” 

Sunit recalled the time he was a a struggling trainee at an ad 
agency where, for want of anything better to do, they had piled 
him up with the MR agency so he could be well sautéed and 
stir fried in all things marketing. One assignment, which had 
his jaw dropping to the ground, was when a skin care com- 
pany wanted to enter toothpaste by extending its skin brand, 
Lark. It was his first and very enlightening encounter with the 
subliminal motivations of consumers. They had denounced 
all ideas that would cause them to put ‘Lark skin cream’ into 
their mouth. “You know what the consumers said?” said 
Sunit to Ramki, "How can I put this skin cream onto 
my teeth and into my mouth?’ Which meant that 
the values of personal products belong to the 
‘outside’, and not to the inside of dentists and 
oral care, of being safe enough to put 
into the mouth! Those strongly en- ¢ 
trenched values of Lark skin products Æ 
impinged negatively when the brand — 
was extended on to dental care. Who 
would ever have guessed — until 
qualitative probing unearthed it? So 
that idea died in research. Thus, we 
can fall into the brand extension trap. 
We might think LL can extend from 
batteries to toys, but let the idea come 
from the consumer through brand ex- 
tension research.” 

Ramki was pondering as Sunit went 
on: “Therefore, let us understand what 
consumers really expect from this toys idea. 
Maybe we should even go back to the same re- 
spondents and ask them to come to a focus group 
(FG) and discuss. There are so many dimensions to 
this toys venture — brand image, product attributes and 
benefits, perception of quality, range, value for money, 
modernity, learning, etc. Only quali research can churn and 
bring all that to the surface. Therefore, will Longlife toys 
have an exciting, unique, relevant edge over competition? 
What values of the battery line will it leverage? Does battery 
image matter at all? Even these quirks go a long way in 
determining success or failure! What are the cues for posit- 
ioning and mass communication that can be generated to 
make this brand tick, and overcome any negative rub-off 
from the battery line? In short, we need to validate those 
scores that quanti has given us. Those numbers don't speak! 
Yes, on the face of it, they may all agree vehemently that 
we should go into toys. But at the toy store when they have 
to make a choice between me and another brand, and if there 
are subliminal or emotional barriers to the purchase of 
LL toys, only quali can begin to alert you to them. A cold 
score cannot. 
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“For example, our respondent on the quanti research 
thinks LL will make safe toys — scores four on five. But when 
faced with a shelf full of toys at Shoppers Stop, she may think: 


‘But LL only knows batteries, Mattel has understood toys and | 


safety in a way that LL has not. Batteries are cheap technology | 
and not in direct contact with children. Toys are different, my | 
| training days, he recalled a baby shampoo which quanti had 


child is directly in touch with them. Mattel knows what to do... 
forget it, it was a nice thought while it lasted, but I'll just.pick 
up the Mattel and check out.’ See? That is what quali will ex- 
tract for you. And we need that, Ramki.” 

Ramki could see what Sunit was saying, but he could also 
see that the numbers churned out by his quanti research 
would have a way of being inclusive of all attributes and exclu- 
sive of all quirks. That was the beauty of quanti. Yes, you had to 
have a wide enough sample size so that all parameters entered 
the mill. But those numbers did speak; you had to have a ear 
for that! Plus, those numbers never lied. 

The next day Ramki had a new angle to thresh out. 

Calling Sunit, he said: ^I have been thinking a 
lot; Longlife batteries stand for the scientific, 
the logical, the left brain; somehow they are 
adult, grown up. So LL toys should be 
racing cars, remote controlled cars, ro- 

, bots, activity boards — toys that are 
|» linked to technology, progress, edu- 

E cation. Anything less will dilute 
the equity of brand LL and the 

seriousness of the batteries that 

have come to stand for things that 

make other things work. Why, I 
would not even call the category 
‘toys’, that has a childish ring to it. 
We need to think.” 

“Precisely,” said Sunit. “But to 
know which toys, which age group, 
which consumer, you need quali in- 
puts. Again, if it's left brain toys, do kids 
| finally say: ‘It’s still gotta be fun and cool 

in image?’ Is the left brain and educational 
part simply transference from parents? There- 
fore, Ramki, we need to do a FG with kids and see 














what their expectations from toys are. How do we marry the | 


educational quotient that parents want as value for money, 
with the cool, fun and wow that pre-teens want? For, even- 
tually, if the child won't use it, no parent will buy it whether it 
educates or not." 

But Ramki was not enchanted yet. "All these quali re- 
searches," he said, "is soft stuff. We need hard numbers to 
validate our business concept and we have it; quali is 
about a bunch of people sitting around and giving us 
half-baked opinions. One woman will shout out louder, 
and does that become the 'idea' for us? If 20 kids say this 
toy is not ‘cool’, does that become an idea for us? How 
representative is the sample size? The MR agencies select 
5-6 groups. How is that a sizeable segment size to validate a 
serious business concept? The same people in different sta- 


tes of India will have a completely different perception of | 
fun, of educational, of good... how are we to make sense? | 
Look, dont get me wrong. Quali has its place, but much later; | 





not whilst evaluating a business concept!" 

Sunit realised it was again back to basics. At 30, he too had 
his views on the values of both quanti and quali in brand 
building. He was painfully aware ofthe numerous times quali 
had not backed the results of quanti. And placing bets on the 
‘feelings’ of consumers had been the hardest. During his 


coded as having all the right values, yet sales were dismal. It 
had foxed them all. Then they had done a quali FG and these 
mothers who had gushed on the doorstep during a quanti re- 
search now said that the price was high! So daunting was price 
as a barrier that mothers had put aside all their mouthings 
about the goodness of the shampoo and just resorted to be- 
san, because it was cheaper! 

So now, trying a different tack, Sunit said: “What if the FG 
shows that toys are not the best extension because if they were 
to evaluate our line of toys with other toy brands, the image is 
not up to snuff? See, evaluating Longlife batteries per se will 
give you good results, because it is an established brand. Eval- 


| uating Longlife batteries versus other battery brands will also 


be positive for us for the same reason. Nou: evaluate Longlife 
within the context of the toys category Do we even know how 
our image will stack up against Mattel, Leo, etc? That is what 
quanti cannot reveal. 


AMKI, we have no edge in the toy world given our 

present image and skills. What will be the value per- 

ceptions of our toys? And mind you, the value per- 

ception ofour toys will carry forward to our batteries 
willy nilly. Being batteries is one thing, but being toys is yet an- 
other. The expectations from us — rather, the rational and 
emotional benefits which we must offer to be distinctive — 
are completely different, I feel. | am sure there must be some 
basic needs which we must fulfill if we are to succeed in toys. 
And of course, what is the USP we have to carve out for our- 
selves in order to be distinctive, relevant, appealing? What 
is our brand positioning statement (BPS)? You will only 
understand your BPS by understanding in great depth how 
the concept is perceived." - 


Ramki felt Sunit was putting the cart before the horse. He — 


asked: “How do you mean?” 2 
“Like get into her mind and see how she selects toys for her 

kids," said Sunit. "That's a very tricky one. How does she per- 

ceive toys? All our toys will be battery operated, and LL toys | 


with LL batteries can even end up becoming an expensive E 
proposition... so now, how many mothers buy expensive toys? _ $ 
Typically, toys that use batteries are the domain of fathers, ^. 


those are toys that dads and uncles buy, not moms and aun- > 
ties. The moment you create a sub-category in toys itself, you — 
have a complete new host of variables to deal with... like, can 
you fob a dad with a robot that just takes two steps forward, or - 
do you also need to have the robot say: ‘Smoke ‘em out Don- | 
ald!'with a swish of his life sabre? The moment you do that, 
you enter the premium range and then people will say: 'Any 
case hum Dubai ja rahen hain, wahan se laayengey' 

"So I come back to this point, get into the kids' minds and 
see what sort of toy line would make them move away from 
competition to Longlife. What's our edge in the toy market? 
Our long-lasting batteries? That's it? A dull, rational benefit? 
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? What happened to the emotional benefits and image payoff 
associated inextricably with the toy category?" 

~ Itwasatthis stage that their ‘religious’ differences came to 
? the surface. Ramki, carrying the banner of quanti, made bold 
by his OR/stats gold medal, stood hesitantly like Arjun on the 
battlefield, as he faced a one man army in the form of Sunit 
Khanna voting for quali. Hereafter, it was to be left brain ver- 
sus right; hard stuff versus soft fluff; numbers versus feelings; 
measurables versus the nebulous. 

Ramki was surprised that Sunit could not see the logic 
of numbers. He quoted various findings of the quanti teams, 
he cited examples and rattled numbers from researches: 
“Numbers are the final test of validating a business concept, 
Khanna, they put facts on the table with a precision that 
is undisputable!” 

Undaunted, Sunit said: “How can that number alone 
speak to you when you are embarking on a new adventure 
with this product category? A category you know nothing 
about, and one where the competition is tough? Numbers 
worked in an era when the consumer did not express her feel- 


ings. She was monosyllabic. So we resorted to trends and ex- 


trapolated. It worked till the consumer unravelled feelings and 
became vocal. 

“But the good news is now she is talking! And she will tell 
you what you need to do to get it right. Once you hear that and 
put it against the quanti numbers, you will either see a clear 
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pattern that leaps off the paper and says: ‘Go forth and do this 
launch. Or it will tell you: ‘Don't go there. Stick to the knitting. 
Sell batteries.’ Once you get the message loud and clear, see 
how much else becomes easier. Quali can also further identify, 
if the concept of toys is acceptable, what is the BPS, the USP 
and even the advertising positioning statement if you will be a 
bit patient." 

Overwhelmed and overcome by his own eloquence, Sunit 
went on: "Look right now, the concept is in your head and it 
has already begun to stand for a lot of things to you. But it has 
to be fleshed out, which mere scores cannot enable. We dont 
know if we want to be in toys; Babuji suggested it, Anoop rec- 
ommended it; and as an idea it does sound charming. You are 
already very sure of it. Now convince us. Dont just throw a 
score sheet at us and tell us to hurtle into this new venture. Be- 
cause once we embark, we have to know all this! Our USP will 
determine our line and type of toys. Our BPS will determine 
our brief to our communication agency, and will also deter- 
mine our pricing strategy, maybe even our retailing strategy." 

Grudgingly, Ramki gave into a quali research. Sunit went 
on a binge and his brief covered more groups than Ramki's 
numbers would permit. The groups covered moms, dads, 


teachers, friends, kids — teens, tweens, brats, pester kids, 


etc.... Sunithad many categories. Each group lasted more than 
75 minutes .... 

... The first set of outcomes of the FGDs sent Ramki into 
deep silence: 'brand extension into toys would not work well 
in image terms’, ran the broad finding. The image of the bat- 
tery line is solid, dependable, safe, whereas a toy brand's im- 
age should be fun, latest, innovative, educative. Safe is un- 
stated, given — but fun is more the stated part. And thus, aline 
oftoys called Longlife would lose out to Mattel on perceptions 
of being fun, funky, ‘out there. 


O there was a stalemate. Ramki's quanti research said: 
'Large numbers say LL is good extension to toys. A 
good sample size feels ‘Safe for kids’ will be high for LL. 
Weightage allotted to the attributes indicates that 
safety is a fairly important attribute. Whereas, the quali re- 
search put a question mark on LLs image. Ramki's presenta- 
tion was going to magnify the ‘LL is a good extension into toys’ 
finding, while Sunit shook his head and cried: "The consumer 
does not endorse that emotionally!" And so they argued reck- 





lessly as Khanna said: "If LL toys are safe for kids, does that 


mean that safety is your BPS? It would beifone went by merely 
quanti findings, and I am saying that is not enough!” 

Khanna left the room, but as he reached the corner, 
a thought struck him and he came bounding back. "OK, 
OK,” he said, "if it is safety, then go ratify it through quali. 
You know what? Groups can turn around and indicate 
that safety is indeed important, and if it's a large company 
like LL or Mattel, then safety is a given. If not wouldnt I 
buy from Sadar Bazar? But, the kicker is, will they be fun? 
That is my concern as a parent buying a fairly expensive 
toy." And as a parting shot, Khanna said: "Ramki, it's about 
both the feelings and numbers that back them, not any one 
without the other. Because my consumer is like that, holistic; 
she is a bundle of rationality and impulse, left and right brain, 
seriousness and fun." B 
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The author is director at Third Eye, a spe- 
cialist qualitative research outfit. She isa 
psychologist by training and has been in 
the business of consumer understanding 
and insight mining for 12 years. 


HE qualitative vs quantitative 
debate goes on, and while I am 
often party to it, | wonder ifits an 
'either or' question, or if these 
two are actually parts of a larger whole. 

In fact, we see these approaches 
used naturally around us in life, albeit in 
an un-scientific manner. The best ex- 
ample is the fact-finding that goes on 
before an arranged marriage, where the 
families use both types of research app- 
roaches. The ‘quantitative method’ is 
used to shortlist eligible candidates on 
the basis of demographics and other 
details, and then a highly ‘qualitative 
focus’ is used to determine the sele- 
ction and fit of the perfect match 
based on the values and image of 
the families. While both are used, 
the selection of what is used and 
when is based on the type of in- 
formation required. 

Now, look at the case of Long- 
life (LL) India, a battery manufac- 
turer that desired to extend its brand 
to toys. Having identified the area of 
extension, qualitative research seems to 
be essential in order to assess if the toys 
category would be a perfect match for 











the brand. Their compatibility could be 
determined by exploring qualitatively 
the category and the brand. 

The first step would be to under- 
stand toys in greater detail. This would 
start with decoding the space the con- 
sumer operates from when thinking 
about the category. Toys exist in a highly 
emotional space. The buying of a toy is 
not just a physical transaction; instead, 
it is about a whole set of emotional dri- 
vers. These subliminal forces determine 
not just what toy is bought, but also 
when and why it is bought. 

In addition, the role of a toy in both 
the child and the parent's world is multi- 
faceted. It is not just about the func- 
tional or play value, but, more impor- 
tantly, about the symbolism of the toy. 
The symbolism could range from the 
more basic values of play, entertain- 
ment, education and development, to 
the more complex dimensions of guilt 
alleviation, compensation, projection, 
etc. Therefore, the category has a strong 
subconscious context that needs in- 
depth probing and a certain sensitivity 
— all of which is within the purview of 
qualitative research. 

The category of toys would have a 
set of salient attributes that could be 
listed out easily by consumers through 
a quantitative questionnaire method. 
However, these attributes could have 
many layers which would go beyond the 
simple, stated response. For example, 
the attribute 'expensive' could mean 
that the toy is out of reach, or that its 
purchase could be a symbol of the par- 
ent's love and sacrifice for the child. An 
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'expensive toy' could be a parent's way 
of communicating how precious the 
child is and the value would go beyond 
the monetary high spend to encompass 
aricher and more emotive value matrix. 

This below-the-surface probing is 
what qualitative research is all about. In 
contrast, a more direct quantitative me- 
thod would not be in a position to unco- 
ver these facets. It would possibly throw 
up 'expensive' asan attribute, but would 
then interpret it in alinear manner. 

Having understood the category in 
detail, the other aspect of assessing the 
fitand compatibility would determine if 
LL has the emotional space to extend it- 
self to toys, given the subliminal nature 
ofthe product extension. 

These areas of inquiry would require 
both direct and indirect probing tech- 
niques. It is the process of inquiry and 
analysis in qualitative research that has 
often been the butt of some ridicule. It 
has been labelled a soft science and its 
value has been questioned, especially in 
contrast to quantitative research, which 
is about statistical validity. 

Qualitative research is more than a 
bunch of people (read: women) sitting 
around a table and 'chatting. While, the 
focus group is a method of obtaining 
data, it is the techniques of probing and 
observation of group processes that 
lead to true consumer understanding. 
The emotional expression that flows 
within groups is a treasure trove of con- 
sumer insights. However, this is not to 
debunk or devalue quantitative resea- 
rch. Don't focus on the battle between 
the two; instead, focus on the appropri- 
ate and timely selection of each. 

I often tell students of qualitative re- 
search that we 'quali' types feel a bit like 
Columbus on an expedition when we 

do product extension projects. We set 
out to explore the consumer terrain 

with our tool kit of techniques and 
assess if the land and its people 
are friendly, welcoming or defen- 
sive, and then assess if the brand 
can 'settle' in this land. After this, 
the ‘quanti’ types take over and 
determine the measurement of 
the land and how many settle- 

ments should be built. 

It is the true appreciation of this 
difference that will stop the 'either or' 
debate and award both their rightful 
place within the marketing discipline. I 


However, the first thing to under- 
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The author is country manager, Discov- 
ery, and looks after knowledge manage- 
ment and brand planning at Ogilvy & 
Mather India. He can be contacted at 
madhukarsabnavis@ogilvy.com 


Y first advice to Anoop is to 
sack Ramki and Sunit. They 
have no business perspec- 
tive and are wasting com- 
pany resources in useless market re- 
search. However, on second thought, it's 
not wise, as he is unlikely to get better 
people. It is a common ailment of mar- 
keters to reduce everything to a market- 
ing problem. Then, in the name of the 
‘consumer's view’, they rush into market 
research to find solutions. They end up 
using the lamp of market research as a 
lamp post — 'leaning' on it as a drunken 
man or ‘peeing’ on it like a dog. Un- 
consciously, Ramki and Sunit are 
guilty of both! 

There is always an urge for solo 
product companies to diversify 
into new products to reduce de- 
pendency on just one. Sometimes 
opportunities lie within the same 
category by targeting newer seg- 
ments. Other times, the idea can 
come as maverickly as it did to Lalbi- 
hari: by observing something and 
connecting it back to a business prob- 
lem in a relevant way. So battery-run 
toys is a good idea to explore. 








stand is the feasibility and the viability of 
the opportunity, rather than the brand 
extension suitability of it. A multi-prod- 
uct company need not necessarily be a 
solo-brand company. Ramki and Sunit 
first need to explore whether it makes 
good business sense for LLB to move 
into toys or not. And for that, there is a 
need for desk research involving the de- 
tailed, ‘hard’ work ofsifting through sec- 
ondary data, understanding the toy ma- 
rket and evaluating its compatibility 
with LLB' core strengths. After all, div- 
ersification into a new category is not 
just a brand management issue, it 
means new production facilities and 
skills, a new distribution network and a 
re-orientation of the organisation. Our 
marketing men have missed, or conve- 
niently side-stepped, this critical work. 
Can a battery brand extend to toys? 
There are two schools of thought. Al Reis 
and Jack Trout have shouted their thro- 
ats hoarse saying a brand should stand 
for just one category. They cite the 
examples of Xerox moving into comput- 
ers and IBM into photocopiers as fail- 
ures when brands go across categories. 
Yet Richard Branson with Virgin and 
Karsanbhai Patel with Nirma have 
moved a brand from one category to an- 
other successfully. In fact, Nirma did the 
blasphemous — it moved a fabric wash 
brand into a personal wash and con- 
sumers bought it in droves (a stark 
contrast to the disaster Sunit quotes 
about Lark). It depends on the brand of- 
fering a strong value proposition in the 
new category and the skillful man- 
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Can consumers help answer this qu- 
estion? My answer is a definite no. The 
brand extension research conducted by 
LLB is quite facile. A classic case of gar- 
bage in, garbage out. You ask the wrong 
question and you get the wrong answer. 
Asking consumers to visualise a brand 
in a new category is fairly stupid. Con- 
sumers will respond because they have 
to, and give predictable responses: ‘LLB 
is long lasting, I want toys that last long, 
so its good to get into toys’. At the same 
time, trying to match consumer im- 
agery of batteries with that of toys and 
then concluding a brand cannot extend 
is just as facile. Both ignore the basic 
truth that ‘products are made in the fac- 
tory, brands are made in the consumers’ 
minds through communication’. 

Both qualitative and quantitative re- 
search have their distinct roles and uses. 
At the exploratory stage, qualitative re- 
search helps to dig deep into consum- 
ers’ minds to understand their motiva- 
tions and feelings. It can unearth the 
core emotional equity of a brand. Quan- 
titative research can help to identify 
need gaps in the market and the size of 
potential segments. Often, quantitative 
follows qualitative, especially where 
consumer knowledge is limited. At the 
evaluative stage too, both kinds of re- 
search can be useful. However, for fin- 
ished advertising concepts at least, I 
have reservations on the effectiveness of 
‘interrogative’ research in getting rich 
results versus use of ‘observation’ meth- 
ods. Forced responses tend to be more 
rational and predictable. 

Getting the consumers view is very 
important. However, getting the con- 
sumer to make decisions for you is fatal. 

Getting research to determine a 'go' or 
no go’ on product or advertising 
mixes is dangerous. It is giving con- 
sumers the status of judges and 
critics rather than recognising 
them as recipients. 

If used well, research can be a 
lamp; it can throw light and show 
the way. If misused, it will end up 

being a lamp post. Unfortunately, 
the research agencies here have 
compromised their integrity by do- 
ing meaningless research, and thus, 
brought disrepute to both types. Maybe 
my final advice to Anoop should be to 
sack the research agencies. W 








S A TROU [e MESS dk texe Ens 
bg ES 


n EE 


24 hours x 365 days. 
Here's some help in planning them. 







|. you a unique combination. A unique leather bound Planner © = 


* T help you eee track of the coming year, Wins NE brings . | ES 
. ae avail of this s offer at t the earliest, anera all, it's best ht ee ahead. I 


e D + Useful Websites + 3y m Culerder * Price: Rs. 750 





I would like to order [ ] Planner [ ]Tan Flach 














Name: Mr/Ms d MEN , E Address: 

Gr CONEE oe) eae © eee RN NS o Aa Oe ee eee SN, 0 | eS ee Tel.: 

Cheque No./DD No. (In favour of ABP Pvt. Ltd.): pan Dated: for Rs. or charge the total amount of 
Rs. |. to my credit card. BL] G9 C Card No. OOOO OOOO OOOO OOL Card member's name 

Card expiry date TIT] O00 OCOC CVV. No. LICIL) (last 3 digits on the signature panel of Card) Signature Date 

Mail this coupon along with Cheque/DD for Rs. to: The Subscription Deptt., c/o Businessworld, Express Building, 9-10 Bahadur Shah Zafar Marg. 


New Delhi- | 10002, Ph: 011-23702170, e-mail: businessworldsubscriptions@abpmail. com 
For bulk booking and other information contact: Delhi: Sangeeta Biswas, Tel: 011-2370 2170- 79; Mumbai: Arvind Patil, Tel: 022-24962587; Kolkata: Ashish Das Gupta, Tel: 033-22600745; 


Bangalore: R. Katla, Tel: 080-2558 8127; Chennai: R. Sudhakar, Tel: 044 2813 1278/9; Hyderabad: Shanker Dasgupta, Tel: 040-2331 7147. 
SAROTRGEL T2 OUR TEIG CR"; EP MESA | ee ee ee 2] 








à 


| 


] 
= 


Businessworld 


COUNTRY REPORT 


Red dot and the dancing elephant..................................... 62 
Why is Singapore so excited about India? 
A two-way PaSSAZe............cecccccecceeccscecsecceccesceseeeceecusceeewed 66 
The success of the trade deal depends on how it’s used 

68 


The Merlion has landed 
The approach of Singaporean companies this time around 


Capital island 
Two powerhouses are heading the investment drive 


d 


| 


s. 


ATER 


MLLLLLLETTTTTHTHTTIT, 
TOWN a 


s" 
bae 
Mis To 


— 
— 
A. 


VORTEC EE 


4 


uw 
t 
"m. 


* no 


Siria p ANA M 
nr ‘2 





À COUNTRY REPORT on SINGAPORE 


{The Red Dot and 


the Dancing 
Elephant 








T maybe a thing worth pon- 
dering: is Singapore Sling a 
drink that propels one into the 
ozone layer, or is it a contrap- 
tion that throws Singaporean 
companies, products and 
capital towards other nations 
like India? The current climate in Singa- 
pore can easily suggest the latter. 

This year alone, Singapore compa- 
nies are expected to pump in $1 billion in 
foreign direct investment (FDI) to India. 
Some of the biggest Singapore corpora- 
tions, like PSA, Singapore Telecom, As- 
cendas and STT Telemedia, have collec- 
tively ploughed in more than $1.4 billion 
over the last two years. Singaporean fi- 
nancial powerhouses Temasek and Gov- 
ernment Investment Corporation (GIC) 
have together invested close to $1 billion 
in Indian companies in 2004-05. GIC, 
which invests in stockmarkets as well as 
private equity, has been one of the more 
active investors in the Indian markets. 

Is this the beginning of India Fever in 
Singapore? 

Yes, if one looks at the data and the 
mood. “For those who do not under- 
stand the larger strategic picture, it's 
rather confusing for a small country like 
Singapore, an open economy, to do this 
with India, a closed economy," says se- 
nior minister Goh Chok Tong. "So 
what's the benefit for India? Well, the 
benefit is we use this arrangement to 
bring India into ASEAN (Association of 
South-east Asian Nations)." (See the 
BW interview on page 64.) The senior 
minister has been exhorting Singapore- 
ans to trade with, invest in, and travel to 
India for the last three years. 

Indians, too, have come to party. 
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Many IT services companies are using 
Singapore as a base to serve the Chinese 
and other Asian markets. Some have al- 
ready located senior staff there. Tata 
Consultancy Services, Indias biggest IT 
services company, has 200 people sta- 
tioned in Singapore. One big advantage 
is that Singapore is the only offshore ru- 
pee market in the world. ICICI Bank has 
its offshore banking unit there. 

The companies’ interest also fits in 
with India’s ‘Look East’ diplomacy. The 
policy aims to link India to North-east 
Asia and South-east Asia. Singapore is 
an important business destination in 
this region. The presence of a large 
number of multinationals in that city 
means critical decision-makers are 
based there — people who can be 
tapped for business opportunities. It is 
the Asian headquarters for 6,000 multi- 
nationals that have collectively invested 
more than $57 billion in Singapore. It 
manufactures 30 per cent of the world's 
hard-disk drives, and is fast becoming a 
base for new generation technologies, 
from flat-panel displays to biotechnol- 
ogy. All this makes it a good market to 
gather business intelligence and learn 
about technology trends. For a country 
with 4 million people, Singapore has a 
gross domestic product of $100 billion. 
India, in comparison, posts a GDP five- 
and-a-quarter times higher, but with 
250 times the number of people. 

It is not surprising that mutual inter- 
est between India and Singapore has 
taken some time to build up, as the eco- 
nomic imperatives of the two nations 
have been vastly different. Singapore, till 
now, was preoccupied with China. India 
was looking more towards the West. But 





like the Chinese say, we live in interesting 
times. The patterns of trade across the 
world have changed. China is already a 
trading powerhouse. There is a good 
chance that India will be the next one. 

Singapore has realised this, albeit a 
bit late, and is trying to redefine its posi- 
tion in Asia. And in proportion to its size, 
the country has a lot of what's the most 
potent weapon in politico-economic 
tangles — foreign direct investment. 
China now attracts huge amounts of 
FDI from several sources and has Hong 
Kong, the other major financial centre 
in that part of the world, as aconduit for 
funds. The level of pull Singapore can 
get from investments in an already-hot 
destination would be much lower than 
what it would get in a country that’s just 
getting there. And India is just about 
starting on its FDI party. 

That's why, till about the beginning 


of 2003, Singaporeans had barely taken — 


Gols suggestion of greater engage- 


ment with India on board. The usual | 


spoilers of corruption, bureaucratic de- 
lays and political skullduggery had Sin- 
gaporeans running away from India, 


scared. But, times have changed since 


then. Now, newspapers in Singapore 
carry war-like stories of executives who 
survived India. It wouldn't be a stretch 
to say that Singapore is learning to en- 
joy a world where India is as real as the 
morning sun. | 
Singapore, till now, had banked on 
integrating with the rising economies of 
the ASEAN — Thailand, Malaysia and 
Indonesia — to provide itself with the 
hinterland it lost when it separated from 
Malaysia. (Malaysians may well say it 
was the reverse — that they lost a trad- 


ing centre.) It was a noble effort that 


went as calculated, except for one thing: 
the inexorable rise of China. China 
emerged as a counterweight to the 
ASEAN on most of the sectors that the 
ASEAN economies were targeting, like 
consumer electronics, semiconductors, 
automobiles and electrical equipment. 

So Singapore has taken another step 
to spread the country risk. It has started 
on efforts to integrate the original 
ASEAN members — countries like Cam- 
bodia, Laos, Myanmar and Vietnam — 
to present a trading bloc that will have 
almost 500 million people and a com- 
bined economic output worth a stag- 
gering $737 billion. 


These individual economies attract 
investment in industries with low value- 
addition, and Singapore is a leader in 
several service industries. The bloc 
would have a wide range of economic 
activities, from low-end textile manu- 
facturing in Vietnam to high-end inter- 


| national arbitration in Singapore. Sin- 


metere im mese nies eeu rt dt e lee 


gapore is leading the effort in pulling the 
nations together because, as the most 
developed economy of the region, it has 
much to gain from a developed ASEAN. 
(Most ASEAN countries admit to Singa- 
pores economic leadership, however 
grudgingly.) Think of Singapore as the 
New York of ASEAN. 

It's at this point that India needs to 
talk its way into the ASEAN script. A 
prime reason is that almost 40 per cent 
ofthe world trade today is intra-industry. 
For example, a memory card maker in 
Singapore sells to a computer mother- 
board maker in Taiwan, which in turn 
sellsto a Dell in China, orto another divi- 
sion, if its a multinational. If India wants 
to seriously grow its computer hardware 
trade it has to plug into Singapore or Tai- 
wan, because it is the Taiwanese moth- 
erboard maker or the Singaporean 


| memory card maker who will decide on 


suppliers, and not Dell. A company like 
Dell would only specify the quality para- 
meters ofthe motherboard. 

India, therefore, cannot afford to 
leave any market in Asia untapped, as 
there is no telling where the value chain 
will shift to. Singapore is important be- 
cause it is well-connected to ASEAN and 
has an ethnic affinity with China (76.7 
per cent of Singaporeans are ethnically 
Chinese), making it a great conduit to 
East and South-east Asia. It is also im- 
portant because there are parts of the 
global supply chain that Indian compa- 
nies will want to bring home. They will 
need to study exactly which ones are too 
costly to be done in Singapore and bid 
for them before they end up in China or 
Malaysia. Mobile phones’ handset 
manufacturing is one such example. 

“If India and Singapore sign the 
agreement, it puts pressure on other 
countries like Malaysia, Korea or even 
Thailand to explore a similar arrange- 
ment with India.... Singapore has a 
strategic value,” says Mukul Asher, pro- 
fessor at the Lee Kuan Yew School of 
Public Policy in the National University 
of Singapore. 
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VITALSTATS: SINGAPORE 
| € Founded as a British trading 
. colony in 1819 
| € Joined the Malaysian Feder- 
ation in 1963, separated two years | 
| later and became independent 


|! Population 
Age structure, % of total : 
77-15-64 years 79.8 — 
——0-14 years 16.5 
— > 65 years 7.8 


Total population: 
4.35 million 
Guly 2004 estimate) 





Net migration rate: 11,53 /1,000 
population in 2004 (estimate), 
down from 26.8 in 2000 










Sectors 
Share of GDP, % 
industry 28-6 
| Services 72 —————— - 
Agriculture Negligible 


GDP (purchasing 
power parity): $109.4 billion 
in 2004 (estimate), up from 

| $98 billion in 1999 












Occupations (2003) 
Share af labour force, 9 


— Manufacturing 18 
Financial, business, | 
and other services 49. 
Others 16 

_ Transport and 
communications 11 
ne Gonstruction 6 


Currency: 1 Singaporean dollar 
(SGD) = 26.7 Indian rupees (INR) 
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Sources: CIA Factbook, Bloomberg 
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Planting seeds abroad 
Outward foreign direct investment compared to GDP 


556 2349 | 191.6 





Sources: UNCTAD 


and export to China. 


for South Asia as well! 


There is now an increasing realisa- 
tion that limited free trade agreements 
(FTAs) are a signal to the outside world 


about the outward orientation of a | 


country, even though the direct eco- 
nomic benefits may not be very large. 
India's FTAs with Thailand and Sri Lanka 
are precisely that. It's with 
this frame of reference that 
India will have to look at 
Singapore while it negoti- 
ates the comprehensive 
economic co-operation 
agreement (CECA). 

Sure, there will be an in- 
crease in trade, but there is 
no need to be too opti- 
mistic on that count. Singa- 
pore is, after all, a small 
country. To its advantage it 
has huge sums of money to 
invest. Over the next four 
years or so, it will be invest- 


62.7 
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India is a front-runner for 
a permanent [UNSC] seat’ 


An economist by training, Goh Chok Tong had the tough task of following Lee Kuan 
Yew as the prime minister of Singapore in 1990. He is now senior minister, or the most 
senior advisor to the current prime minister, Lee Hsien Loong. From the time Goh took 
over, he tried to make Singapore a more entrepreneurial society. He was also the person 
to get Singaporean businesses and the government to focus on India. He explained to 
Businessworld the reasons for Singapore's interest towards India in the larger context of 
the political and economic changes taking place in Asia. 


@ Singapore has played a key role in the development of ASEAN. Do you now see the 
emergence of China as a threat to ASEAN? 

China’s growth is much faster than the economies of ASEAN. China’s population is 
twice that of the combined population of ASEAN. We may lose in the short term, be- 
cause China is a huge market for foreign exporters and investors. But foreign investors 
would not bet on just one economy. If something were to go wrong — for example, a 
natural catastrophe or an oil shortage — they would be in trouble. They, therefore, 
need to have additional facilities in other places. ASEAN provides that alternative. 

In fact, many countries in ASEAN can offer labour costs similar to China’s. So 
ASEAN can work together to compete with China. But more than that. We can 
co-operate with and ride on the growth of China. For example, as the Chinese start 
travelling abroad, ASEAN can attract those tourists. We can also invest in China 


@ How has the development of Shanghai and Hong Kong impacted Singapore? 
The growth of Shanghai has impacted Hong Kong more than Singapore. Shanghai 
caters more to the domestic market and Hong Kong more to the international market. 
Singapore is serving the ASEAN region, and India, we hope. That’s why we want India 
to grow. If India grows then it will need financing and then we can become the centre 


| ing $15 billion to $20 billion — not 


counting portfolio flows — in Asia. In- 
dia, which now gets about $5 billion of 
FDI in all, would do well to make sure it 
gets a good share of that money. 

In trying to build its ports, roads and 
other infrastructures, India needs tech- 
nical expertise as well as investment. 
According to finance minister P. Chi- 
dambarams projections, India needs 
$55 billion over the next 10 years for up- 
grading and expanding its airports and 
railways, $22 billion for roads, $75 bil- 
lion for the power sector, and $25 billion 
for telecommunications. Singapore has 
good skills in almost all these sectors 
through companies like Jurong Town 
Corporation, Surbana, SingTel, STT 
Telemedia, Singapore Power, PSA and 
Ascendas, and hence can be a credible 
contributor to the Indian economy. It 
also has huge capital reserves with its 
two powerhouses, GIC and Temasek. 





@ What was the experience of Singapore when it tried invest- 
ing in India in the mid- 1990s? 
We left all that to the private sector. We told the companies that 
in India you have to take the long view. We know India is not 
China, and it shouldn't be. You will move at your own pace and 
you will grow. Take, for instance, the Bangalore IT Park. The _ 
Park was not fully occupied in the initial years, partly because 
we built beyond the requirements of the business people. Also, 
the state government allowed another park to be built near the 
Singapore development. But the Bangalore Park is now doing 
well. Overall, our experience with India has been positive. 


e Was there a dialogue on between the two govern ments at 
that time? 
Yes. I visited India quite frequently. ] met the C II people every 
year. I had visited India once every two years. During my term 
as Prime Minister, I had visited India five times. 


e What is the sense that you get from India today? 

I think the government will move ahead with reforms, but it is 
very aware that the last government lost the elections for mov- 
ingtoo quickly on reforms. So, the present government will 
want time for the benefits of reforms to percolate to the people. 
It will move alittle more cautiously. 


e How do you see Singapore — open economically, relatively 
closed politically and engaged with India, which is the reverse? 
Singapore is open politically but we exercise discipline in the 
practice of politics. We are a small and new country with lim- 
ited resources. We are vulnerable. Economically, we are price- 
takers, not price-setters, So we have evolved a political system 
which suits us best. It has worked for us. We emphasise unity 
and the politics of convergence, not divisiveness and the poli- 
tics of divergence. 





e india has a large population of working age. It will need to 
be present in all sectors of the economy from agriculture to 
high-end manufacturing and services. How will Singapore 
react to that? 


Singapore can value-add to India. As India moves upwards _ 
it will need its ideas to be tested and Singapore can be a test- 
bed for them. Singapore has many international companies 
which are used to dealing with rest of the world, while Indian 
companies are more focused on the local market and may not 
know the demand preferences of the world. Though Indian 
companies are moving out, we can still value-add. Since we are 
a trading nation, we have an idea of which Indian products can 
sell in the rest of the world. We can work with Indian re- 
searchers, scientists and inventors to help market your ideas to 
the world. | | 


e if Indian professionals want to live and work in Singapore, 
will you facilitate that? 
Yes, that is one area we can open up under the CECA, We can 
offer Indian professionals access. We can make it easier for In- 
dian professionals to operate from Singapore. 


e India is also strong in higher technical education. What are 
your thoughts on letting Indian institutions access Singapore 
for tapping the rest of the world? 

They are most welcome. We have been encouraging the Indian 

Institute of Technology to set up a centre here. We can provide 
educational services in the region. 


e india has been trying to get a seat in the UN Security 
Council (UNSC). What is Singapore's stand on this issue? 

Ifthe UN decides to expand the Security Council, then India is 
a front-runner for a permanent seat. The size of India and its 
importance will make India a serious contender. B 





Such a win-win proposal will, of 
course, attract nay-sayers. They are wont 
to take three lines of argument. One, why 
does India need to make concessions to 
such asmall country? Two, Indian indus- 
tries will suffer because of cheap goods 
that will be routed through Singapore. 
Three, who needs their money anyway? 
All three points would indicate an un- 
derestimation of Singapore's position in 
the world economic order, which is fairly 
high, and our own ability to attract capi- 
tal, which is not as high as those nay-say- 
ers would like to think. 

Singapore is a place where Chinese 
businessmen from Malaysia, Indonesia 
and Thailand park their money. “This is 
the headquarters for the South-east 
Asian Chinese, Conglomerates like Asia 
Pacific Paper or Salim’s Group have their 
headquarters in Singapore,” points out 
Asher. Global funds operating in the re- 
gion run large funds from the country. 


———————————————————MÁ—————————————————————— — M — MÀ M — 


For penetrating the Chinese business 
network spread over Asia, Singapore is a 
good entry point. 

India will do well to sign the CECA, 
but it will also need to make the com- 
mitments on both sides clear and de- 
tailed. "The benefit of the CECA will be 
there so long as it's tightly 
structured. It will also make 
India’s integration with Asia 
smoother. ASEAN has a 
higher per capita income 
and a higher trade per 
capita, and there will be a 
demand for Indian goods 
and services," says Asher. 

The negotiations on the 
CECA, therefore, will have 
to encompass not only 
trade in goods, but trade in 
services too. That's what 
the next article in this re- 
port talks about. = 
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Sacar gains momentum, 
it is necessary to shift to a 
higher gear quickly. Simi- 
larly, as India readies to 
sign the comprehensive 
economic cooperation agreement 
(CECA) — or what economists refer to 
as an FTA-plus treaty (where FTA is free 
trade agreement) — with Singapore, the 
country needs to be ready for a quick 
gear change. 

Singapores trade-to-GDP ratio is 
300 per cent. That means more goods 
flow through Singapore than are actu- 


ally produced there, which is natural | 


Wheels of the deal: trade highlights, 2003-04 








Key Indian exports 





Figures in $ million 


Value 


Gems & jewellery 176.2 | Electronic goods 8143 — 


Electronic goods 1209. 
Machinery & other imports (831. Organic chemicals (1843 | 





Key Indian imports Value 


Transport equipment | 264.3 


Source: CMIE 
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given that it is a trans-shipment hub of 
some importance. India’s trade-to-GDP 
ratio is less than 30 per cent. “There is a 
worry, perhaps rightly so, in India that 
Singapore can be a point for trade de- 
flection — that is, goods from some 
neighbouring (country) may use the 
lower duty route through Singapore to 
land in India,” says Nagesh Kumar, di- 
rector general, RIS, a research institute. 
This fear is unjustified and, perhaps, 
even unnecessary. 

First, Singapore does have strict laws 
regarding this. Second, unlike an FTA 
where countries remove tariffs on a mu- 
tually agreed select set of goods, the 
CECA will look at trade in services, 
movement of natural persons and in- 
vestment. It is not just about a trading 
arrangement. 

Rightly so, because if the CECA were 
to be just about trade, then it is going to 
be a one-way street with Singapore get- 
ting most of the benefit. Singapore is 
one of the most open economies and 
imposes zero tariffs on most products. 
That means that even without an agree- 


ment, Indian exporters can access the 
Singapore market freely. The real bene- 
ficiary will turn out to be Singapore be- 
cause once India brings down duties it 


would allow Singaporean companies an | 


immediate access to this huge market. 

What could offset this apparent loss 
for India? One concession from Singa- 
pore should definitely be a removal of 
restrictions for Indians to travel to and 
work from Singapore. 


Over the last four years the number | 


of visitors to Singapore has remained 
stagnant at 350,000 visitors annually. 
Given that Indian companies are trying 
to go to South-east Asian markets, 
China and Singapore would be a good 
base for their senior managers. TCS, 
Satyam and Infosys are already doing 
this. ICICI Bank is using Singapore for its 
offshore banking operations. 

Going forward, Indian accounting 
firms and law firms can use Singapore to 
deliver their services to Singapore and 
the rest of Asia. “I think that is a possibil- 
ity. Our labour is expensive, our land is 
expensive, our cost structure is very 
high,” says Satpal Khattar, chairman, 
steering committee, Network India, an 
organisation that helps Singaporean 
companies to enter India. 

Till India is able to solve its infra- 
structure problem to attract top-class 
talent to stay and work here, easy move- 
ment between Singapore and India can 
allow companies to use Singapore as an 
extended part of the country. 


This in no way means that we have to | 


turn a blind eye to the trade deflection 
issue. The CECA needs to have, at least 
in the initial stages, a clear stance on the 
value addition that will be performed on 
goods that enter India through Singa- 
pore. Most FTAs operate on the concept 
ofa rule of origin. For a walkman to be 
imported into India from Singapore, it 
would need to have a certain amount of 
local Singaporean content. In most 
FTAs, the local content can vary be- 
tween 30 per cent and 50 per cent. 

The big question is whether India 
should insist on an additional value- 
addition clause. "North American Free 
Trade Agreement (Nafta) has a clause, 
for example, that [ensures that] a colour 
TV comingin from Mexico would have a 
certain amount of local content which 
will include the colour picture tube — a 
key component," says Kumar of RIS. 











Such a move will help India as well as 
Singapore. For example, if a Taiwanese 
company were to ship a laptop com- 
puter through Singapore, the mother- 
board would have to be added in Singa- 
pore. That would keep Singapore's 
manufacturing industry humming 
along nicely. 

India stands to benefit in two ways. 
One, it gets the advantage of Singapore's 
manufacturing skills applied to a prod- 
uct. Two, it will make it that much more 
difficult for countries to send cheap 
goods to India through Singapore. 
Therefore, India will have to get down to 


| product-level details. 


It would not be a bad idea for Indian 
negotiators to look closely into the 
agency that issues certificates of origin 
to goods passing through. According to 


| sources in Singapore, the certification 


agency in many cases is the Singapore 
India Business Federation, whose rev- 
enue is linked to the number of certifi- 
cates it issues. This could be a potential 
source of trade deflection. 

The Singapore government insists, 
however, that this will not be a problem. 
“I can assure India that we are very strict 
in these matters and will not allow any 
such thing to happen. We have FTAs 
with other countries and there never 
has been any complaint," says Lim Hng 
Kiang, the minister for trade and indus- 
try, Singapore. 

Kiang also defends the certification 
practice: "These are international prac- 
tices and I don't see why Singapore 
practices should be less credible than 
any other country," he says. 

The final issue that is not linked di- 
rectly to CECA is that the Indian side 
would have to think ofthe agreement as 
a way of connecting to those countries 
with whom India does not really have 
great trade relations. And also the fact 
that once the trade starts and as and 


| when the investment rules are relaxed 


Singaporean capital will flow into the 
relevant sectors. 

Then the CECA would have accom- 
plished its true value for India. In sectors 
where entry is allowed, Singaporean 
companies have already begun invest- 
ing in India with a new pragmatism, 
which is what the next article talks 
about. And the CECAS aim should be to 
improve the current investment 


| climate further. Ej 
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Interview with trade 
and industry minister 
Lim Kiang 


e You have said there is going to 
no "giantsucking sound" [of job 
loss] because of China's rise. But 
aren't parts of global supply 
chains relocating to China? 
True, there is some relocation. 
The challenge for Asean is to 
attract other parts of the value 
chain. Singapore continues to 
attract SGD 8 billion in fixed- 
asset investments every year. In 
pharma, precision manufa- 
cturing and petrochemicals, we 
are still competitive. These 
concerns were during the Asian 
crisis, but now Asean gets $14 
billion-15 billion every year. 






e Which areas in India concern 
you from a trade perspective? 
India has much higher tariffs in 
many areas. There are more 
regulations. We would like a 
reduction in tariffs and 
minimisation of regulations. 


e Isn't it far easier for you to 
have lower tariffs because you 
make less and trade more? 

One could put it the other way, 
that as Singapore's economy is 
so small, it is... less resilient 
than a continental economy 
like India. Singapore could be 
flooded with Indian products. 


e What about the capital flows 
into India from Singapore? 
India has a generous double- 
tax avoidance treaty with 
Mauritius. It is no secret that 
many Singapore funds go to 
Mauritius to take advantage of 
the treaty. Part of our wish list 
is... [to] help Singapore funds 
enter India more directly. 
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Money on the 
ground: Ascendas’ 
ES International 

B Technology Park 
near Bangalore 


The Merlion 
has landed 


HE Indian IT and IT-en- 


abled service industries ex- , 


haled again in 2004. Sales 

increased, profits ex- 

panded, and the industries 
added over a lakh new people to their 
ranks during the year. And all that puts a 
smile on Chong Siak Ching’s face. 

No, she isn't a shareholder in any In- 
dian IT or ITES company. She is the CEO 
ofAscendas, developer and owner ofthe 
International Technology Park (ITPL) in 
Whitefield, Bangalore. Her company, 
which owns a few more modern office 
spaces around the country, is planning 
to develop almost 1 million sq. ft every 
year over the next few years. 

This way, Ascendas epitomises the 
investment approach of Singapore in 
India. It’s ‘derivative investing’, if one 
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stretches an analogy. The fundamental 
story here is the growth of the Indian 
software industry. Ascendas, on its part, 
is putting money in the proposition that 
the industry will have to accommodate 
tens of thousands of new employees. 
Ascendas will be ready with the office 
spaces when the industry needs them. 
Ascendas is an exemplar of the new 
bunch of Singapore companies invest- 
ing in India. They are less fretful about 
the “system” in India. Apart from the oc- 
casional gripe, most CEOs now accept 
that if they have to do business in India 
they would just have learn to deal with 
the market's peculiarities, like regula- 
tions changing overnight. Though no 
onein Singapore admits it, but the expe- 
rience of operating in China — espe- 
cially the Suzhou Park affair, where the 


ARAVIND TEKI 


Chinese bureaucracy ran rings around 
Singapore — has given them a new stee- 
liness in dealing with foreign invest- 
ment. Armed with this wisdom, Singa- 
porean companies are making a beeline 
for India before this country becomes 


the hottest destination for foreign direct | 


investment (FDI). 

Consider another company — 
SingTel. It's now established that Asia is 
going to be the biggest home for mobile 
telephony. So, over the last decade, 


vesting in Indonesia, 
Malaysia, the Philippines, Taiwan, Aus- 
tralia and India. Bharti Tele-Ventures is 


its largest single investment and one of | 
its best performing ones. And there's still | 


headroom to invest more in Bharti. 
There are more recent examples. 
The Port Authority of Singapore's invest- 


ment in the Tuticorin port, Surbana’s | 
technical services for the Pocharam | 
township project near Hyderabad, and | 
STT Telemedia’s $390-million invest- | 
| 2000, it was thought to be a bad invest- 


ment for picking up 33 per cent in Idea 
Cellular, and Jurong Town Corporation's 
tie-up with the Mumbai-based Hi- 
ranandani Group for investing $2 billion 
in Indian realty. Singapore Airlines, con- 
sidered as one of the best airlines in the 
world, too wants a toehold in India. 


country investing in another, Singa- 
pore's forays into India could be mis- 
taken forthe Normandy landings! Land, 


sea, airwaves and airstrips — Singapore | 


is interested in them all. 

For all their strengths, one of the 
greatest weaknesses of Singapore com- 
panies has been their relative slowness 
in globalising. A big reason for that is 
their comfortable existence in Singa- 
pore, where the biggest companies are 
government-linked. Government-lin- 
ked companies (GLCs) are Singapore's 


version of public sector undertakings, | 


sans the inefficiencies of a typical PSU. 


But they still lack a certain street-fighter | 


mentality that comes of help, especially 
in a foreign land. 

For example, when Singapore Air- 
lines brought down the curtains on its 
investments in Air New Zealand in Oc- 
tober 2004, it cut a sorry figure. The 25 
per cent stake it had picked up earlier 
was worth $866 million at its peak. 
When it sold recently, it received just $50 








million. Singapore companies, when 


| they invest abroad, often get too close to 


sectors that have strong regulatory im- 


| plications. In this example, when Air 


New Zealand ran into financial trouble, 
the New Zealand government recapi- 
talised the company, reducing Singa- 
pore Airlines' stake to just 6.3 per cent. 
In India, too, when Singapore Airlines 
tried to float a joint venture with the Tata 
group, it ran into heavy lobbying and 


| eventually pulled out. 
SingTel, the biggest telecom company | 
in the island nation, has been busy in- | 
Thailand, | 


N their second wave of investing in In- 
dia, Singaporean companies are more 
circumspect. They are also getting into 
more entrepreneurial ventures. They 
have tried to keep a distance from the 
government, have more mature expec- 
tations on returns, and are generally will- 
ing to be more patient. This becomes 
clear ifone studies the investment meth- 
ods of three of the five largest players 
from Singapore operating in India: Sin- 
gapore Telecom, Ascendas and Surbana. 
When Ascendas opened the ITPL in 


ment — few companies rented space at 


| the facility during the first year. “The 
| product was ahead of its time. People 


found it hard to visualise why we were 
charging such a high premium," says 


| ChongSiak Ching. Most weren't ready to 
If this weren't simply the case of one | 


swallow what Ascendas was feeding 
them — a building with value-added 


| Services like a business centre, fitness 


centre, new-age restaurants and banks. 
Fortunately for Ascendas, the IT 


, market eventually caught up with the 
| trend. From 2001 onwards, when the 


call centre business started booming, 
attrition came to be recognised as a ma- 


| jor headache for those companies. They 


saw the wisdom of offering employees a 
better working environment, in the 
hope of a higher sense of loyalty. “Our 
customers tell us that the attrition rate at 
their offices in the ITPL is lower than at 
those outside the park," says Chong Siak 
Ching. The ITPL now has an occupancy 
rate of over 90 per cent. Its vision vindi- 
cated, Ascendas is now developing a 
business hotel within the ITPL; Taj Ho- 
tels will manage the property. 

At this point, Ascendas has about the 
same amount of investment on ground 
here as it has in China — about $115 
million. Apart from the ITPL, it has put 
money into Cyber Pearl, an office area in 
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| Hyderabad'h Hitec City, Infocity in Gur- 
| gaon, andan IT Parkin Chennai. But the 
company wants to put in more. “We - 


want to increase our investments in In- 
dia two to three times the current level 
in the next two to three years, ifthe regu- 
lations permit it,” says Chong Siak 
Ching. What does she expect from the 
government? One, a relaxation in real 
estate investment norms. “We are [only] 
allowed to invest in integrated town- 
ships in excess of 100 acres. That's just 
too high a level of capital. It also pre- 
cludes us from redeveloping land. For 
example, if we wanted to buy an old 
building at a prime location, we can't do 
it,” says she. Second, allowing real estate 
investment trusts (REITs). (See the ‘BW 
Real Estate Survey, 13 December issue.) 
“Sebi (the market regulator) is thinking 
more on the lines of real estate mutual 


funds, but most other Asian markets | 


have gone in for REITs,” she says. 

For SingTel, the challenge is the op- 
posite of what Ascendas is facing. Itis al- 
ready one of the largest foreign direct in- 


| vestors in India. It has $650 million in 


| 
$ 
| 
| 
| 


i 
i 


| Bharti, $130 million in the i2i submarine 
| cable project, and $40 million in Se- 
| MeWe, another submarine cable com- 


pany. SingTel now wants to see some 


gains accruing from these investments 


before committing more. “I wish the In- 
dian government also thinks about the 


Company 
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old investors when it tries to encourage 
new investors," says Lim Toon, chief op- 
erating officer, SingTel. 

As far back as 2000, SingTel’s objec- 
tive was to move away from investing in 
the US and Europe and focus more on 
Asia. It has been going about this task 
with a quiet determination. Three years 
ago, it overcame public criticism and 
objections from Australia’s defence 
ministry to buy out Optus, a mobile 
company in that country. 

This was also in keeping with Singa- 
pores larger ambition of being a telecom 
hub. On 2 November, one got a better 
picture of what the country has been at- 
tempting to do. That day, the Bridge Mo- 
bile Alliance, a group of seven telecom 
companies in the Asia-Pacific, started 
operating from Singapore. The system 
will work somewhat like that of airlines 
alliances. Customers of the member 
firms will use short codes to access the 
services of others, and they will be able to 
refill their post-paid connections while 
roaming overseas. SingTel owns 20 per 
cent or more equity in four of the other 


six companies in the Alliance. 


In India, it seems happy with its first 
investment — Bharti. If it's feeling ner- 
vous about the intense price competi- 
tion in the Indian market, initiated 
sometimes by Bharti itself, then SingTel 
is not showingit. “India is a large market. 





SINGAPORE 


So low average revenues per user are in- | 


evitable, as is the lowering prices to gain 
market share. In such a market, the top 
two players would survive and the rest 
would have a problem,” says Lim Toon. 


Till now, the market has looked | 


favourably at Bharti's ability to compete, 
and as a result, SingTel’s investment in 


Bharti has appreciated three times. “But | 


it is all paper gains at this point of time. 
We have not taken a dollar out of the 
country. But just to offer a contrast, we 
invested in a company in Indonesia, 
Telkomsel. We have received dividends 
two to three times already,” he says. 
SingTel also faced a problem in get- 
ting the security clearance for its sub- 
marine cable that landed at Chennai. 
“We were the first to land the cable even 
when the security policy was not ready... 


the cable was ready six months ahead of | 


the security approval," he says. Given 
SingTel's pan-Asian ambitions, it is logi- 
cal to assume that at some stage it 
would look at raising its stake in Bharti. 
"In general, we will support the increase 
in FDI limits, because anything that is 
restrictive in terms of investment isn't 
good for a company," says Lim Toon. 
"But any hike in Bharti has to make 
sense to us; it has to add shareholder 
value. At the moment, we are comfort- 
able with our position in Bharti." 

But in case Bharti needs invest- 
ments and the FDI regime allows it, then 
SingTel will “look at it". As a company, it 
realises that telecom is a sensitive sector 
where “national interest” is strong and 
“security concerns” are important. So it 
does not have more than 40 per cent 
stake in any of its other Asian invest- 
ments, except in Australia, where it has 
100 per cent ownership in Optus. It re- 
cently hiked the stake in the Indonesian 
and Philippino companies to 35 per 
cent and 40 per cent, respectively, from 
20 per cent and 28 per cent. 

Since it only owns 28.5 per cent in 
Bharti, the stake can go up to 40 per cent 
under the present norms. But there is 
one counterbalancing force — China. 
That country hasn't yet opened its mo- 
bile market to foreign investment. 
When it does, new entrants will need 
huge piles of cash. It’s possible that 
SingTel would be a little circumspect of 
increasing its stake in Bharti now, 
should it need to sell some of it some- 
time soon to fund a foray into China. 








| crore in all. It was only 


Surbanas way of 
looking at India, on the 
other hand, is totally re- 
moved from those of 
Ascendas or SingTel. 

Surbana is Singa- 
pore Housing Develop- 
ment Boards  sub- 
sidiary, and has made 
the houses in which 85 
per cent of the country 
lives. It's selling its ser- 
vices here more than 
making direct invest- 
ments like the other 
two. It has not invested 
huge amounts of capi- 
tal, but it has brought in 
technical expertise. And 
that allowed it to bag the 
master-planning con- 
tract for the Pocharam 
township, a project 
thats worth Rs 2,700 


after  Surbana suc- 
ceeded that other hous- 
ing and construction 


| companies from Singapore — Keppel 


Land, Capita Land and Lee Kim Tah — 
entered through consortiums. 


After the success of the Andhra | 


Pradesh project, Surbana has picked up 
projects in Maharashtra, West Bengal, 


| Tamil Nadu and Maharashtra. “Apart 





from our office in Hyderabad, we will be | 


having two new offices by the end of 
2005," says Low. With India beginning 





on some large-scale infrastructure pro- | 


jects, Surbana and others of its ilk will 
want a piece ofthe action. 
Though Singaporean companies 


have fared better the second time they | 


have come around, some ofthe biggest | 
companies in that country, like Singa- | 


pore Airlines and Singapore Power, have 
still not been able to invest because of 
regulatory restrictions — FDI norms in 
the case of airlines and airports, and un- 
clear policies in the case of power. 

Real estate, retail and finance are ar- 


eas in which Singaporean companies | 


would like to invest, but face entry barri- 
ers. With such problems on the direct in- 


vestment route, Singapore is investing 


through two large investment houses: 
GIC and Temasek. The next article tries 
to unravel the webs of investment these 
two powerhouses are spinning. Ld 
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Chong Siak Ching of Ascendas wants to invest 
more in Indian realty, but says some of the 
norms are too restrictive 
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Bullish on India: 
Teh Kok Peng, 
president, GIC 
Special Investments 
(right), and Kunnah 
Chinniah, executive 

vice-president 


































3o ~ 
ten 1 
MM hi 


fiiia UT SINGAPORE 








lid his note | 6 
(oí tstlegal UR 






n 
n | 5 it p" 
A D 





TANDING tall on Robin- 
son Road is Capital Towers. 
It looks like any other 
glass-and-steel building so 
common on the Singapore 
skyline. It has a standard 
Starbucks coffee shop. 
Four kilometres from Capital Towers is 
the Atrium, an even less prepossessing 
structure with a railway station. 

Looks can be deceptive, though. For, 
ensconced at a suitable height in both 
these buildings are decision-makers 
who can move more than $190 billion of 
capital all around the globe. The Govern- 
ment Investment Corporation (GIC) of 
Singapore — the one housed in Capital 
Towers — manages a figure that inspires 
awe in Singapore. "Upwards of $100 bil- 
lion: that's the number associated with 





GIC,” says the chiefinvestment manager | 


of a large US-based private equity fund 
operating from Singapore. Temasek, 
whose offices are in the Atrium, man- 
ages a portfolio of $90 billion. 

GIC is secretive — no published ac- 
count of its finances exists. Temasek, 
too, was opaque till a while ago, but this 
October, it published its finances for the 
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first time, causing a sensation in the re- 
gion. For the record, Temasek, which 
was created in 1974, has delivered a re- 
turn of 16 per cent on an annualised ba- 
sis over a 30-year-period. No such figure 
for GIC is available, but it too is said to 
deliver returns of 11-12 per cent on an 
annualised basis. 

Both these companies are central to 
Singapore's economy. Both are, in effect, 
trusts where future reserves for all Sin- 
gaporeans are kept. GIC is a large port- 
folio investor. That means it invests 
money in large mutual funds and hedge 
funds, which, in turn, invest in equity 
markets in the US, Europe and Asia. It 
also allocates about 5-10 per cent of its 
portfolio to private equity investment, 
estimated at anywhere between $5 bil- 
lion and $12 billion, and even such a tiny 
allocation makes it as big as Warburg 
Pincus and almost equal in size to JP 
Morgan Capital Partners. But it does not 
compete with them — for it is a key 
source for their funds. 

Temasek is where the government's 
share-holding in all the government- 
linked companies (GLCs) of Singapore 
is concentrated. It owns 65 per cent of 
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SingTel, 100 per cent of STT Telemedia, 
57 per cent of Singapore Airlines, 100 
per cent of PSA International, 100 per 
cent of Singapore Power, 28 per cent of 
DBS, 88 per cent of Wildlife Reserves 
Singapore, which manages the Singa- 
pore Zoo, Jurong Bird Park and the 
Night Safari. It owns 60 per cent of 


Chartered Semiconductors, a chip- | 


maker. According to anew terminology, 


all GLCs are now referred to as TLCs _ 


(Temasek-linked companies). All TLCs 
put together produce 7 per cent of Sin- 
gapores GDP 

It is easy to think of these two entities 
as 800-pound gorillas who are first cou- 
sins. This is the notion that both entities 
want to try and dispel. Consider the case 
of GIC. “We do share some board mem- 
bers but the decision-making in both 
the organisations are totally different. 
What I know [about Temasek] is what I 
read in the newspapers,” says Teh Kok 
Peng, president, GIC Special Invest- 
ments. GIC grew out of the Central bank 
of Singapore and it bears strong resem- 
blance to institutional investors in the 
US and Canada like CalPERS or CDPQ. 

GIC has accumulated its funds 
through the budget surplus of the Sin- 
gapore government. Ít also makes 
money through the dividends it receives 
from investments in various funds. It is 
quite possible that GIC operates in India 
through an FII sub-account. 

It is more interesting, however, to 
look at GIC’s private equity group, 
which has invested close to $100 million 
in India till now. But that reflects GIC 
private equity's relatively smaller alloca- 
tion to Asia. “We have invested only 20 
per cent of our portfolio in Asia — the 
bulk of our investments are in the US 
and Europe, where we have been invest- 
ing for 20 years now,” says Peng. 

GIC private equity operates quite 
differently in the US and Europe. "There 
we operate as a fund of funds — people 
who give money to large venture capital 
funds — because we don't think we can 
compete with the local US funds," says 
Peng. The biggest amount of money in 


the US is given to big buy-out funds like | 
Blackstone, Texas Pacific, Bain Capital, | 
Helmut and Friedman. It then investsin | 


funds that look at growth capital like 
TEA Associates, Summit Partners and 
GTCR. In Europe, too, the investment 
profile is similar, with GIC putting 


money in Palmira or BC Partners, both 
large pan-European buyout funds. 

In China, GIC has changed its in- 
vestment style. It invests directly into 


| the companies. "There werent many 
_ private equity funds in the region until 


recently and there aren't many with a 
long track record in these markets so we 
are more cautious," says Peng. It has put 
money into China International Capital 
Corporation, a private equity fund. In 
China, GIC has invested close to $500 


million. It looks for a 20-25 per cent re- 1 
turn in the US and Europe, and about | 


25-28 per cent in Asia. 

India is now in GIC’s sights because 
of its strong economic growth. GIC 
wants to invest both in domestic indus- 


| tries — consumer goods, financial ser- 


vices, infrastructure — as well as in 
knowledge-based industries like soft- 
ware services, business outsourcing, 
pharmaceuticals and light engineering. 
"Apart from direct investment, we also 
want to invest in India-focused funds 
that give us deal flow as well as deal in- 
telligence. We would look at a minimum 


deal size of $20 million for every deal,” - | 


says Kunnah Chinniah, executive vice- 
president, GIC Specíal Investments. 


Apart from the normal investments - | 


in listed and want-to-be-listed compa- 


nies, GIC believes it can play a strong. | 
role in funding family-owned groupsin | 


India. “A lot of these companies want to 
remain private and yet want a friendly 
long-term investor. We can help these 
companies grow," says Chinniah. In 
Punjab Tractors, where GIC invested 
along with Actis (formerly CDC), the 
idea was similar. "But the market took 
off. So we were happy to work with the 
management and wait for a better op- 
portunity,” says Peng. 

In India, GIC has been working with 
Actis and Newbridge to spot deals. it has 
put money into IDFC and ILFS. "Our in- 
vestments in IDFC did not quite live up 
to their potential for some reasons," 
says Peng. Even though there was a de- 
mand for infrastructure it did not get 
translated into reality. GIC has a JV with 
Gujarat Ambuja and it invested in Ma- 
trix Laboratories along with Temasek 
and Newbridge. "We just find it more 
difficult to invest in India as compared 
to say, China. China offers a much larger 
number of deals, but we really want to 


| step up our pace in India," says he. 
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In contrast to GIC’s cautious stance, 
Temasek is more in the Errol Flynn 
mode. Over the last year it has invested 
close to $1 billion in India. It has put 
$400 million in just one deak ICICI 
Bank. It also invested in Matrix Labora- 
tories, the largest pharmaceutical deal 
in the country. Besides, it has invest- 
ments in ICICI OneSource, Apollo Hos- 
pitals, and also TCS (through the IPO). 
Over the next five years, Temasek is 
poised to invest more than $15 billion in 
Asia and India should be a major recipi- 
ent of this corpus. 

To do that, it needs to shed its close- 
ness to the Singapore government, 


This is going to be a which gives it an image of a government 


familiar nameplate 

. for Indian busincsó armtakingequity ownership; in assets of 
-as Temasek steps up other countries. " Temasek Holdings 

` the pace of its 


was created in 1974 to separate the gov- 
ernment' role as poly maker and reg- 
: ulator from its role 
as a shareholder of 
companies," says 
S. Iswaran, manag- 
ing director (strate- 
gic development), 
Temasek. The 
company is an en- 
tity under the Sin- 
gapore Constitu- 
tion. The assets 
that it manages are 
counted among 
the government's 
reserves. 
Still, it is easy for someone to believe 
that all of Temasek' decisions are influ- 
enced by the government of the day. 
Iswaran maintains it is impossible. "We 
are run like any other private company. 


investments in India 


Our board consists of industry leaders, | 
with just one representative from the | 
| Apollo Hospitals it got Jennifer Lee, the 


government," he says. 

“We have a‘two key’ structure. The 
elected government of the day, through 
the finance ministry, is the first key, and | 
the elected president of the country the 
other. The appointment of Temasek's 
board of directors and CEO can only 


take place with the assent of the elected | 
president. The designation of Temasek | 


as a constitutional entity is to protect its 


past reserves, regardless of who forms | 


the government,” explains Iswaran. 
Typically, the board members and 


CEO of Temasek can only be chosen if | 
i possibly i in thelife sciences sector. The 


the president agrees. When it divests as- 
sets, the president gives his assent, only 
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ifhe thinks the divestment is being done - 
at.a fair value and he gets a specialist S 
advice on that issue. 

Today Temasek wants to re- bond] it- 
self as an Asian investment house. “We 
are an active manager of our portfolio, 
and our aim is to maximise long-term 


shareholder value,” says Iswaran. It is in 


this role that it differs from GIC in a dia- 


‘metrically opposite way. From time to 
time, Temasek sells shares in various 


TLCs to generate the cash required to in- 
vest in companies in Asia. “When 
Temasek was created, the government 


transferred its shareholdings to 
Temasek as a portfolio of assets to man- 
age,” explains Iswaran. 


So, unlike any other investment 
company, Temasek does not have any 
corpus under management. Each time 
it needs money for a deal, it sells shares 
in its portfolio companies and uses the 
cash to fund the deal. “As part of our role 
as an active portfolio manager, we 
could, for example, take 5 per cent ofa 
certain stock we own, sell it and rede- 
ploy the cash, ifwe thought that it would 
help us to maximise shareholder value,” 
says Iswaran. 

Temasek does direct investment 
and also routes its investments through 
venture funds. For example, in India it 
has put money into WestBridge Capital, 


| Merlion Fund, ICICI Ventures and Actis. 


"Through these funds we are able to 
participate in more opportunities and 
smaller investments," says Iswaran. 

A sweetener that Temasek often 


| adds to its deals is that it does not insist 
on a board seat in a company it has in- 


vested in. It often chooses outsiders 
with industry experience to represent it 
on the company board. For example, in 


former CEO of K.K. Hospital in Singa- 
pore. ^We believe in appointing high- 
quality, commercially experienced, di- 
verse and international boards. They 
would be responsible for ensuring that 
the companies perform and maximise 
shareholder value. We do not involve 
ourselves in their commercial or opera- 
tional decisions," says Iswaran. 
Temasek's most recent move was its 
attempt to invest in Air Deccan, but that 
plan was called off. It is also reported to 
bein talks with Reliance to start a fund, 


action is just beginning. nu 
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ened cinema houses across the country, audiences 
spellbound by one of the most delicately erotic 
scenes of Indian cinema, let out a deep breath. It is a 





disbelief as the grandeur and emotional energy of a 44-year- 

old classic mesmerises a new generation of film-goers. 
Mughal-e-Azam, the 1960 classic that celebrates the leg- 

endary love story of Prince Salim, son of Emperor Akbar, and 


the doomed court dancer Anarkali, is running to packed | 


houses once again. It is in full colour now, more gorgeous (per- 
haps) and more resonant (undeniably in Dolby 5.1 sound) 
than it was when Karimuddin Asif's timeless epic first set the 
box office on fire. 


In the corporate office of a leading construction company | 


in Mumbai with interests in water purifiers and IT Parks, one 


man lets out a whoop of joy each time the feather flickers lan- | 


guorously across an increasing number of 
cinema screens. At the last count it was 
180, at several of which the film has 
notched up an impressive 50-day run in a 
season that has packed off several big bud- 
get releases in double quick time. 

That man is Depesh Salgia, corporate 
strategist at construction giant Shapoorji 
Pallonji (SP), whose affiliate, Sterling In- 
vestment Corporation, was the original 
producer and also bankrolled this path- 
breaking venture. For Sterling and Salgia, 
Mughal-e-Azam is an extraordinary artis- 
tic and investment gamble that has paid 
off — and richly so. It is raking in money, 
justifying the highest distribution rates 
ever paid in India for an old film. Industry 
sources say the production costs have al- 
ready been recovered even before the film 
makes its international debut some time 
in January. 

It is almost impossible to get accurate 


TRIBHUWAN SHARMA 
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N intense Dilip Kumar caresses a luminous Mad- | 
hubala’s face with a large white feather, and in dark- | 


sigh of wonderment, of nostalgia, of awe, of sheer | 
| net of entertainment tax, theatre rental, etc. Even so, Mehra 
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figures of the gross box office collections in India because 
there is no transparent system for tallying the receipts. It is, 
therefore, difficult to verify Sterling’s assessment that collec- 
tions so far are in the region of Rs 20 crore. 

Amod Mehra of RGVKSS Distributors of Mumbai is more 
conservative and puts the collections at Rs 5-6 crore, but this is 


calls Mughal-e-Azam a phenomenal success. “To get repeat 
audiences for a film which was till recently being screened in 
B&W and whose VCDs are available freely, this is simply fan- 
tastic,” says the distributor. 

Mughal-e-Azam is the first film in the world to be digit- 
ally coloured for a big screen re-release and it is a triumph 
of passion over business prudence — just as it was in the fif- 
ties when Sterling invested an unbelievable Rs 1.5 crore to 
produce the film. It was a time when films cost no more than 
Rs 8-10 lakh to make, and the money lavished on Asif's project, 
spread over a decade, remains the stuff of legends because it 
produced the biggest grosser of all times. It 
made Rs 3 crore in the initial run itself. 

Since then it has rarely been out of circu- 
lation, and till the late eighties was running 
houseful in Uttar Pradesh and parts of 
northern India. The songs sung by a tor- 
mented but gorgeous Madhubala in jail are 
still aired on radio and hummed in count- 
less homes where the sixties generation re- 
lives its nostalgia. 

This time around, SP spent around 
Rs 8-10 crore, the cost of a medium budget 
film currently, on colouring the B&W film — 
and seeding a technological breakthrough. 
Salgia, the project director, is elated by 
the results. Mughal-e-Azam is the toast of 
the entertainment world for its restored 
grandeur, its breathtaking scale, and above 
all for its slick marketing campaign that 


Full House: Theatres like the Golcha 
cinema in Delhi are drawing record crowds 
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is bringing in hordes of the young 
to watch a movie of their grand- 
parents generation. _ 

A highly sceptical film indus- 
try which, till the promos were 
aired on television, viewed the 
project as a completely mad ven- 
ture, is bemused by the success of 
the film. Itis also wondering if the 
producers have been more canny 
than they figured, Sure, SP is a 
group that sits on a huge mound 
ofcash and has been foraying into 
all kinds of ventures from online 
gaming to biotech parks and BPO. 
Buteventhenit"callsforgutsand 
passion" saysan admiring Mehra, | BY L 
especially since “the story has no | 
appeal in today's world." Others 
had reservations about the language of the film. Urdu isa 
flowery language, elegant and majestic by turn, but not widely 
understood today. 

But the turnout of cinema-goers, from teenagers to septu- 
agenarians, has proved all the sceptics wrong. The theme of 
star-crossed lovers facing parental opposition is the enduring 
stuff of Indian cinema and never palls. When you add to this 
court intrigues and the demands of empire, it turns a routine 
formula into a grand saga in which the choice is between 
country and a romantic passion. There is also the strongly 
secular message of the 16th century emperor, which clearly 
has wide appeal for Indians in these vitiated times. 

- Mughal-e-Azamis still the first of its kind even if others did 
experiment with colour for B&W classics. Ted Turner coloured 
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How marketing 
savvy turned a 
grand passion 

into a brand new success. 








quite a few, including the evergreen 
Casablanca, but these were mainly in- 
tended to revive TV re-runs or to sella 
fresh release on VCDs and DVDs. None 
of these attempts were a success; in- - 
stead the boss of the TNT television 
| channel was reviled for his proposal to 
I. colour the entire MGM-United Artistes — 
= libraryoffilms that he owned. The craze - 
| for colouring films faded rather quickly 
v" after that. 
.. SowhydidSP go in for a complete 
e Bison of Mughal-e-Azam when the 
risks were so high? “It was a big gamble,” 
_ admits Salgia. The film trade could not 
< understand the reason for taking sucha — 
. risk, especially since 80 per cent of the 
Hindi films were not making money. 
"But these people 
were mainly con- 
cerned with the fi- 
nancial risk. As I saw 
it, there were four big 
risks: technological, 
marketing, brand 
management and, of 
course, the financial." 

To start with, SP 
was using a technol- 
ogy that was being 
tried for the first time. 
Its another matter 
that the Indian Acad- 
emy of Arts and Ani- 
mation (IAAA) which 
developed the soft- 
ware after 18 months 
of working on the film 
has now patented its 
Effect Plus software 
and gone on to other 
assignments. Two 
years ago; both SP 
and IAAA were ven- 
turing into the dark. 

“We could have hit a block any time,” says Salgia. 

The other big question was: would today's youth, which 
accounts for 70 per cent of the audience, pay Rs 150 to watch a 
44-year-old Dilip Kumar film? Herein lay the biggest dilemma. 
SP had to target the younger audience but without alienating 
the older crowd. It also had to woo the international market 
for Mughal-e-Azam — the same crowd that patronises the ur- 
ban multiplexes — and yet keep rural India in mind. This 
posed a huge communication and marketing challenge. 

The financial risk, according to Salgia, was not the issue 
because, unlike other film financiers who look for immediate 
returns, “at SP we looked at Mughal-e-Azam as a capital 
investment that would yield returns for many years.” Inci- 











dentally, it is the only film that the company has 
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produced. As such, the 
most important considera- 
tion was to ensure there 
was no erosion of brand 
value. If the B&W film had 
remained at the top of the 
charts for over four dec- 
ades, the colour version 
could not afford to be a fail- 
ure and pull down its rat- 
ings. That was the most se- 
rious worry for SP. 

And how did it go about 
meeting these challenges? 
It mounted a PR campaign the likes of 
which have not been seen in Bollywood. 
Instead of focusing on the usual trade 
and film journals, Salgia went in for car- 
pet-bombing: getting the film written 
about in every kind of newspaper and 
journal, from the Hindi dailies to Chip 
and business magazines. “It had to be 
seen and talked about everywhere, the 
most happening event in entertain- 
ment,” says Salgia, who also used the 
FM channels to good effect along with 
the Net and mobile phones to draw in 
the youth. 

There was also a strategic tie-up with 
Café Coffee Day to put out little nuggets 


j | 


HE passion in every detail of the 

original Mughal-e-Azam was a test 
of skill and patience for the company 
that turned it into a richly hued epic. 
The Indian Academy of Arts and Ani- 


itally colouring films for the big 
screen, had a tough assignment. 





plete with gorgeous costumes, intri- 









hordes of extras rushing into battle. 
Fortunately, there was some kind of 
reference point for IAAA to begin its 
arduous task of colouring 300,000 
frames (each one 10 MB): K. Asif had 
shot four reels in colour. This helped 










by pixel over the three-hour long film 
for 18 months to develop the soft- 
ware that would accept only the 











Just 300,000 frames, 
pixel by pixel 


mation (IAAA) which developed Effect 
Plus, now a patented software for dig- 


Mughal-e-Azam is a period film re- 


cate jewellery, old style weaponry and 


the 45 technicians who laboured pixel 
















about the film. That’s why almost any- 
body who has gone to watch the film in 
the cities knows that a small army of 
craftsmen from Kolhapur, ironsmiths 
from Rajasthan and zari workers from 
Hyderabad were hired to create the pe- 
riod costumes, jewels and weapons. 
That the central battle sequence where 


father and son clash over Anarkalihada | 


deployment of 8,000, dozens of ele- 
phants and 4,000 horses. That Belgian 
glass worth Rs 15 lakh (twice the cost ofa 
film in those days) was imported for the 
sheesh mahal in which the most famous 
song of love and defiance was shot. 

In total, Rs 1.7 crore was splurged 


shades used in the original. 

But first, the film had to be re- 
stored. The fungus, the scratches, the 
fuzziness were removed by Irish Inter- 
active, a Chennai lab, which also cor- 
rected the dye fade and the colour 
balance using chemicals and a spe- 
cialised software. 

The music track, too, was refur- 
bished. Composer Naushad had to re- 
record the haunting music he had 
composed nearly 50 years ago to ge 
the Dolby surround effect. The voi 
of the singers — and that includes 
great Ustad Bade Ghulam Ali Kha 
were taken on a separate track 
then remixed in a US studio. 

The purists, naturally, are outrage 
by this tampering. For them it is 
Mughal-e-Azam redux, but for its leg- 


ion of fans, it is a magnificent recrea- ^ à 


tion — just as Asif would have liked it. 
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Depesh Salgia: crafting a 
makeover that is paying 
rich dividends 


on the marketing blitz in 
which even the posters 
played a key part. SP roped 
in a National Institute of 
Design alumnus to design 
the posters, some of which 
used the original hand 
drawn portraits of the 
stars. "It created just the 
right ambience around 
this unique film," says 
Salgia who is now busy with brand 
extension. Orra, a jewellery manufac- 
turer, is introducing a Royal Collection 
based on the accessories used in the 
film while souvenir items like playing 
cards and T-shirts are being test- 
marketed in Mumbai. 

Wannabes like B.R. Chopra's Naya 
Daur and Gumrah are trying to copy 
Sterling, according to industry sources. 
But will they succeed? Mughal-e-Azam 
is old enough to be new, and more than 
that, it is a one-of-a-kind film whose 
plot and setting lent itself readily for the 
colour experiment. Others will find it an 
impossible act to follow. s 
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G.D. Birla in a comic 
book. What is drawing 
that day nearer is the ex- 





pansion of graphic novels as a category - 


of mainstream publishing the world 
over. The trend arrived in India in 2004 
with the publication of Sarnath Baner- 
| jee’s graphic novel, Corridor. 
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No, we arent talking about slim seri- 
alised books of immortal superheroes 
who wear their undies outside. We are 
talking of substantial volumes that have 
well-wrought stories to tell, er, lay out. 

That's not where the difference ends. 
Today's graphic novel has moved into 
themes beyond crime, science fiction 
and fantasy — into autobiographies, 
histories, reports and much more. The 
entry ofa technology-savvy group of au- 
thors has led to the use of newer tools of 
artistry (computer graphics) and publi- 
cation (e-books), lending more depth 
and breadth to the graphic novel. Physi- 
cally, too, it has morphed into newer 


| HE day isn’t too far off | 
when kids would first | 
read about J.R.D. Tata or | 


but it’s no longer just a flick-through. 
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shapes and sizes. Craig Thomp- 
son's 2003 book Blankets, at 582 
pages, is reckoned to be the longest 
graphic novel yet. It may still be fun, 


The biggest proof of acceptance 
has come from the stodgy world of 





mainstream publishing itself. The | 


world took notice when. Chris Ware's - 
The Smartest Kid on 
Earth won the 2001 Guardian Prize for | 


Jimmy Corrigan — 


the best first book. On the other side of |: f 


the world, manga (literally, comic book) | 
has come to account for more than 40 | 
perc cent of the entire publishing indus- | 
try in Japan. Now, major English-lan- | 
guage publishers like Penguin, Random | 
House and John Wiley have all added | 
| graphici novels to their pu blishing lists. 


The first recognition, however, came 


_way back in 1992. That year, Art Spiegel- | 


mans double- volume Holocaust narra- 


tive Mauswon the Pulitzer. Then camea | 
decade's lull, during which he didnt pen | 


any full-format book. Then came 9/11. 


 Spiegelman' brain was imprinted 


with the smouldering red outlines of © 
i cism.” His work reminds us that we live 


the falling twin towers. That image runs 


throughout his latest work — broad- | | 
| horribly funny cartoons, and for good or 
| ill the lines between the two blur. 

The Shadow Of No Towers (Pantheon | 
| "fault-lines between personal and pub- 
! lic histories” with brilliance is Joe Sacco, 
|! the author of Palestine. While Sacco used 
| photosand field notes to pen a journalis- 


sheet-sized works of art, comedy 
and paranoid anarchy, collected as In 


Books). Its cardboard-thick, large-for- 
mat pages break all the rules of what 
one could consider a book. Half of it is 
political commentary, survivors’ tales, 
and mould-busting art. The second half 
is acomics history lesson, a look back to 
where the art form first took off in the 
US — in the turn-of the-century New 
York City newspapers. 


Spiegelman is probably the only | 
_ country hurtling towards fundamental- 
publishing: “If not for all the true tragedy — 


man in New York who can get away with 
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| and death, I could think of the attacks as 





MORPHOSIS 
By Franz Kafka 


Adapted by | 
Peter Kuper 
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some sort of radical architectural criti- 


in a world of horribly real explosions and 


Another writer who has depicted 


tic account of the first intifada, another 
author, Marjane Satrapi, travelled along 


_ her own "fault-lines" in post-Revolution 
| Iran topen Persepolis, | & IL. 


Taken together, it's the life of Satrapi, 
daughter of radical Leftists caught in a 


ism, between ages six and 24 — a time 


















during which she went on a self-im- 
posed exile to Austria and then re- © 
turned as a young woman toan even 
more repressive Iran. Satrapi often 
casts aside her Iranian identity, but 
never puts it down. While Sacco 
dazzles with details, Satrapi en- 
amours with her minimalism- | t, 
meets-Persian-miniature style. ed MS 
Not everyone is telling a new - LN : 
tale, though. Many are re-inter- 
preting old classics in the new 
format. Peter Kuper's render- 
ing of Franz Kafka's Metamor- 
phosis (Three Rivers Press) 
was one such book of 2004. 
Metamorphosis, origi- i 
nally written in 1912, is about Gregor | 
Samsa, a salesman who wakes up one 
morning to find himself transformed l 
into an insect. Initially, he thinks it is a 
dream, but this being Kafka, it’s not. 
Gregor's family (father, mother and 
sister), who were financially de- 
pendent on him, slowly aban- 
. don him out of horror and 
disgust. In the famous final 


t 
j 
i 
j 
i 
i 
i 










the obscenity of the family's 
happiness at Gregor's death. 

 Kupers use of white-on- 

| “ack artwork in a smallish book 

^ evokes an overwhelming atmosphere 


| desperate existence in a single room. 
| The characters literally struggle 
to contain themselves in 
each frame. The linework 





RAT 







PERSEPOLIS 'Spy Vs Spy ' series in Mad 

magazine) are reminiscent 
Pantheon of German Expressionism of 
By Marjane the early 20th century, under 
Satrapi which school some of Kafka's 





own works are counted. 
Standing apart from this 
milieu is Warren Buffet -An Il- 


tentious work of hagiography. 
Drawn in the wide-eyed manga | 
style by Ayano Morio, the book | 
is a primer on the value-based 
investing style honed by Buffet. 
It starts with the disarmingly | 
candid declaration that one of 
the world's most respected in- 
vestors wouldnt possibly have | 
been born had it not been for the 


E —————————————— S 
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scene, we almost recoil from- 


_ of claustrophobia, heightening Samsa's | 


and distended figures of | 
Kuper (also the author ofthe | 


lustrated Biography, an unpre- | | 
| job and holds his own in front of diffi- 


| 


: 
| 
| 
| 
| 
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IN THE SHADOW OF 
NO TOWERS 


By Art babi 


BOOKMARK 


Wall Street crash of 1929! The long after- 
noons during the Depression that War- 
ren's father spent at home trying to 
dodge investors he owed may have had 





somethi 


ing to do with his birth, says the 


book. But that’s where the quirky hu- 
mour ends. What starts is a sequential 
account of how Buffet came to believe in 
his six rules for success, 

The frames don't enliven the straight 
narrative and long jumps in time leave 
the reader gasping. Worse, some num- 
bers on the pages don't match those 
given in the chronology at the end. 

Yet, the importance of the book lies 
in the trend it heralds for the interna- 
tional reader. During the 1990s, bored 


with crime and romance stories, Japan- 


ese readers took to graphic novels on 
everyday characters whose field of ac- 
tion was the office. Salaryman Kintaro, 
a popular character of the genre, is a 
former gang leader who takes up a desk 


cult colleagues. 


The genre effectively 


captures the frets and foibles of an ur- 
ban, corporate culture that's spreading 
fast across the world. 


How long do 


you think it will take to 


see a JRD, An Illustrated Biography! 8 


AMITAVA SANYAL, ERICA LEE NELSON 
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a “ Empowering survivors 


HE scale and the horror of the disaster that 
has struck the people along the east coast of 
India, and of Sri Lanka, are unimaginable. The 
toll of people swallowed by the wave itself 
runs into thousands. They have left behind on 
the coast many more people who have been injured, 
whose families have been shattered, whose homes have 
collapsed, and whose livelihood has been washed away. 

Fingers have been pointed at the government. The un- 
derwater earthquake, it is said, occurred two hours before 
the tsunami hit the east coast; there was time for a warn- 
ing, ithas been alleged. This is pointless. Governments set 
up agencies to watch for disasters that may happen once 
inablue moon. But such agencies can never have enough 
practice in spotting events that 
seldom happen. That is how 
the US missed all signs of the 
Indian nuclear ceremony; that 
is how Chernobyl and the 
Three Mile incident happened. 
Rather than try to predict the 
unpredictable, it would be 
wiser to invest effort in dealing 
with the aftermath of unpre- 
dictable events. 

India is supposed to be do- 
ing precisely that, with consid- 
erable assistance from the 
World Bank. The home minis- 
try has set up a natural disaster 
management division, which 
in turn has asked the 13 coastal 
states to set up steering com- 
mittees under the chief secre- 
tary and to formulate a disaster management policy. 
Stirred by the imminent arrival of an appraisal mission 
from the World Bank, the home ministry had urgently 
called a meeting of state representatives just five days be- 
fore the wave hit India. The state governments were also 
asked to put forward projects such as cyclone shelters, 
shelterbelt plantations, regeneration of mangrove 
swamps, construction of embankments and of missing 
road links. It is sobering that while a good argument can 
be made for each of these measures, none would have re- 
ally helped in the aftermath ofthe tidal wave. 

What would have helped are certain selected ele- 
ments of the general development process. For instance, 
the casualties ofa catastrophe land up in public hospitals. 
To cope with unexpected disasters, hospitals need excess 
capacity. But far from excess capacity, they are always be- 
sieged by excess demand for their facilities. Free treat- 
ment will always attract demand, and the state govern- 
ments can never have enough money to meet all the 


More than prediction and early 
warning systems, we need to 
invest in the capacity of the 
people to cope with disasters 





demand. There is a case, therefore, for public funding of 
private medical facilities. It may take the form of subsidies 
to doctors, or sharing of capital costs; it should be condi- 
tional on the government having free access to a certain 
proportion ofthe hospitals' services. 

Another crucial element is capacity to build houses 
cheaply and quickly. Again, this is not the forte of public 
works departments. The Gujarat government was largely 
absent as a provider of shelter after the Kutch earthquake. 
Buta great many private and public agencies built houses 
there. One of the outstanding ones was the People's Sci- 
ence Institute which, as a part of its resolve to apply sci- 
ence to rural life, has been building earthquake-proof 
houses with local materials in the Himalayas. Its houses 
took four days to build; and 
although they were meant to 
be temporary, they have last- 
ed. Indian cities are strewn 
with slums for lack of such a 
technology, but even more be- 
cause local authorities do not 
allow slumdwellers to build. If 
they were permitted to do so 
with a modicum of technology, 
we would create enormous 
emergency building capacity 
which would be of use after 
weather disasters. 

The same is true of decen- 
tralised power. By subsidising 
centrally generated power, we 
have ensured two things: that 
there is never enough power 
and what there is reaches only 
a privileged minority; and that decentralised power tech- 
nologies based, for instance, on solar power or biomass, 
can never be viable. One consequence of removing power 
subsidies would be that there would be a level playing 
field for competition amongst various power technolo- 
gies; from amongst them would also arise technologies 
that can be applied quickly in emergencies. 

Governments like to think of solutions which require 
expenditure and which create work for their bureaucra- 
cies; that is liable to happen with natural disaster man- 
agement as well. But ifa little imagination were used, a lit- 
tle freedom were allowed, a little care went into finding 
solutions that can be adopted quickly by many, it would 
be possible to create privately run disaster management 
mechanisms that would help many more people quickly. 
The disaster whose consequences we are suffering right 
now should make us rethink the government's snail- 
paced programmes of disaster management, and look for 
nimbler alternatives. E 


REUTERS 
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h-fashion statements in sanitaryware, 


Designs and styles characteristic of Hindware. 


Hindware 


SIMPLY OBSESSIVE 


nany an unusual, stunning colour, 


Setting trends in bathrooms, making them s 


O AVAILABLE: BATH TUBS, WHIRLPOOLS, SHOWER ENCLOSURES, FAUCETS AND KITCHEN SINKS, 
JUSTAN SANITARYWARE & INDUSTRIES LIMITED (An ISO 9001, 14001 OHSAS 18001 certified company.) 

lelhi: Tel: (+91-11) 25854656, 25854657, 25750027, 25819142. Fax: (*91-11) 25785278. E-mail: delhi@hindware.co.in Kolkata: Tel: (+91-33) 22487406, 22487407. Fax: (+91-33) 22487045. 
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"OUR STAFF COUNT 
WAS 100. 
NOW IT'S 200. 
WHAT'S THE PROBLEM? 
WE'VE OUTGROWN 

^. OUR NETWORK.” 


Whatever the size of your business, growth is always a 
good thing. But unless your network is scalable, 
flexible and secure enough to support your growth, 
you might be simply making more people less efficient. 
And your business less profitable. That's why we 
created Solutions for Growing Businesses. 


This is an entirely new line of tools and support for 
Small and Medium Businesses. We took a fresh look 
at everything. Equipment. Applications. Support. We 
designed it all to be easier to understand, easier to 
implement and most of all, easier to deliver new 
savings and new growth for your business. 


For more information and special offers, 
call 1600-22-1777 or visit cisco.com/in/smbclass 
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People like «nre ses Manish Sabharwal 
are changing thie way companies staff 
themselves. Between them, just six ‘temp’ firms 
have 50,000 employees on their rolls — already 








Impact IS 
about results, 
not effort. 


oRESENTING 


THE CD 
l]asmania 





COLLECTION 


In 1642, a Dutch Explorer Abel 
Tasman discovered a small island 
south of Australia. 

This beautiful island with its 
salubrious climate, lush valleys, 
and clear waters came to be known 
as Tasmania. 

In the early 1800s, two English 
Colonists, MacArthur and Cox, 
brought in the Saxon Merino sheep 
into the island and the rest is history. 
Today the Saxon Merino are world 
renowned for their fine fleece and 
the soft wool produced from it. 

It is from this wool that Raymond 
has woven a fabric of such fineness 
that it takes over 40 kms of yarn to 
make just one suit. 

A fabric fineness so superior and 
so lightweight that it takes a man of 
discerning taste to enjoy it! 


The Complete Man 


CEES C.B "I. 2'5| 
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| Smart way to bank 
The Karur Vysya Banl4 Regd. Office, Erode Road, Karur - 639 002. www. kii | 
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The Old Soldier 
©) I was an employee of BPL 
till 1997 and I know Mr T.PG. 
Nambiar. Though he is older, 
the man still has the will to 
fight. After all, he had the will 
and the capability to builda 
business empire from scratch. 
He gets what he wants and he does it the right 
way. I’m sure that when all the evidence is seen, he will come 
out on top. 


Umesh S., posted on BW website 
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WRITING FOR BUSINESS 

Just as a new product should be mar- 
keted with much thought and care, the 
 ndf xpres ng - ».  » younger generation should also pres- 

i 9-10, Bahadur Shah Zafar Mag, ent themselves as competent, confid- 
.NewDelhi110002. >. T | prse 
Phone: 23702170-79; Fax 23702061 | ent and well-educated in their job 

: | | applications (Application To The 
Headmaster’, BW, 27 December). Good 
spelling and grammar will reassure 
prospective employers. Though good 


corporates will simply have to handle 
employees' education themselves. 
Srivatsa Karnam, posted on BW website 


BB When it comes to writing skills, the 
scene in some of the elite institutes 
does not look any better than in a poor 
public school. The screening tests are 
bent towards testing passive language 
skills and are mostly designed as objec- 














$ Bangalore 560.001 


_ Phone: 25588127, , 25588928; Fax: 25596294 | 22 November). Our politicians can take 


Unfortunately, one cannotchange | a tip from him. After all, running a 
Un dd = : the education system in India, so government is just an extension of 
 ACGuards, jaderabad 800004 i running a successful large enterprise. 
i Phone: 2331 T Fax: 23307454 . Damera, via email 


write properly in English. 


Phone: sos on Fax: 24962597 —' .. writingalone maynotgetyouajob,it | tive multiple choice questions. No- 
Head  & Regi a will keep you out of the waste basket. where in our school system are soft 
ABP Sue imation.» TU ZR | . Deepak Garg, posted on BW website | (i.e., letter writing, resume writing, etc.) 
x one: 22378000 = gs 700 001 | skills emphasised. At my management 
js dad p ui @ | agree with Mr Bagchi's | institute, we found that the only way to 
| Regional Offices. Dec :  . observations about the abysmal | seea change in skills is to put students 
me deok High Bed ^ 0 writing skills of today S graduates. I | through a gruelling training process. 
Chennai600014 | have seen many projects faildueto. | T.G. Senthil Kumar, via email 
-< Phone: 28131278, 28131279, 2 28131286. o poor communication with clients.This | 
REGNSISM | 7 o5. a | isereating a lot problems in the BPO | PREMJI'S PRESENCE 
Bangalore |/. 7507 and software business, because even | "The Real Mr Premji' shows what hei- 
No. M, State Bank of Indian Road, ath Floor those who have Master degrees can't | ghts integrity can take a person to (BW 
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W Articles like this give young 
supervisors the insights we need to 
create visions for our companies and 
ourselves. | am proud to be in Wipro, as 
I have experienced all of Mr Premji's 
values personally in my workplace. It is 
rare that a leader can infuse his own 
good qualities throughout such a large 
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NOKIA 


CONNECTING PEOPLE 





Let the new Nokia 6260 give you an exciting new spin at work and at play. Match your NOKI 

fast paced lifestyle with its smartphone features. Be it business on the move or enjoying A 

your lighter moments with friends. The stylish Nokia 6260. Live, work and play smart. 6260 
"o 


PLAY with vibrance in Camera Mode. 
* VGA camera & video recorder 
* 65,536 colours active TFT display 


LIVE life to its fullest in Browse Mode. 

* Media-rich mobile browser & 
streaming capability 

* Java™ & Symbian applications 


WORK in top form with Work Mode. 
* Quickpoint & Quickword viewers 
* Bluetooth wireless technology 





For full specifications, please refer to www.nokia.co.in 


ia A 30303838" Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warranty is applicable only for 
Nokia Cave phones imported by Nokia India Pvt. Ltd. #For assistance on Nokia products and services, call Nokia Care. Add STD code when dialling from a GSM connection. 





this issue 


A training session for temp-hires in progress 
at the TeamLease office in Bangalore 


NAMAS BHOJANI 





cover story 22 Rising Temp-tation 


Check out the new face in the job market — the temporary worker. A handful of temping companies are 
changing the way companies staff themselves, questioning the assumption that companies need permanent 
employees. Already, there are over 50,000 temps in the country, and the number is growing by leaps and bounds. 








Whose Stake Is It? Testing Time For R&D 


Reliance Industries’ clarification on the controversial 4.7 per | India will get a new 


cent raises more questions. | patents regime, but Big 
| Pharmais hardly excited. 
Stockmarket 1s it only the January-effect? Or is it What will it take to boost 
global markets? What drove the markets down? | theirinterest in opening 
R&D centres here? 


Pantaloons wny did 





Kishore Biyani pick up Indus India In The Lab: Will » 

League? A look at how the | itpass the R&D test? 

acquisition fits into his strategy 

for Pantaloons, whatitmeansfor | Jobs Companies in India expect to hire more people 


Indus League, and what the deal in the next six months, finds a TeamLease-Gallup survey. 
portents for organised retail. 


« Kishore Biyani: Shopping for Cognizant How itis changing the quality and 








human capital breadth of its offerings to sustain its ‘unusual’ growth. 
NAMAS BHOJANI 
| UBI-BOI The Union Bank-Bank of India merger was | Mass Transit why a bus service that operates like a 
never happening. But nobody told the punters that. suburban rail system is a better option than flyovers in India. 
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Appraisa 
Two years after the new UTI MF was created, how have its 
schemes fared? What can investors now expect? 
64| Spending A smart guide to buying air tickets cheap. 
66 Fund Talk why bond funds are still worthwhile. 
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7 1 ‘Money Talk Homeloan rates & term life insurance. 
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f 20 Omkar Goswami The real develop- 
mental challenge for India will be to educate over 





WER 340 million children i in the next three decades. 
ON THE CONTRARY 
30! Mahesh Murthy whatthe 


Baazee.com fiasco means for business, and how 
you can fight back when cornered. 


THAT'S IT — | 
| 46 Mala Bhargava The power of tech- 


| nology to make life easier seems insignificant 
when seen against the tsunami that struck Asia. 


GUEST COLUMN 
52 Ajit Kapadia & K.N. Naik Mega power projects 


are not the best way to utilise the new natural gas finds. 
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A Invisible India: Latha Jishnu on ds tsunami in 


| 

| 

| 
"Mumbai that's left 20,000 homeless —- the resultof f | 
a government drive to mop up land. | | 
The BPO sector must start focusing on long-term | | 
corporate goals, feels Avinash Vashistha, MD, NeoIT. f | 
| d The quarterly results and major indices of 2004. | 
i 

i 





n WWW. businessworldindia.com 





| of ordinary workers in the devel- 
| oped countries. And, in becom- 


| the temporary job is a conse- 
_ with this uncertainty in the most 


| tant editor Shelley Singh stum- 








A global market for labour 


HERE would be some who see the rise of the tem- 
porary job as an unsettling phenomenon. I see it 
as the harbinger ofa fundamental change in the 
way work is organised around the world. In the 
1990s, capital began moving freely between mar- 
kets, going wherever the returns were the highest. In the early 
years of the twenty-first century, labour is moving freely be- 
tween countries as well, not in the physical sense, but in the 
sense that work is being done wherever the cost is the lowest 


| and efficiencies the highest. 


| The market for labour, therefore, is increasingly becoming a 


global one. You can see this in the stupendous rise in the 


| Salaries of top Indian managers in recent years, and to some 


extent in the stagnation of wages 


ing a global one, the market for 
labour is subject to global va- - 
garies as well. The rise and rise of 


quence of companies dealing 
efficient manner possible. Assis- 


bled upon this story while doing 
another one: on how firms in the 
services sector are becoming India’s largest employers. "The 
complexion of the Indian workforce is changing in a very in- 
teresting manner, and the popular impression that services 
sector firms cannot provide large employment is no longer 
correct,” says Shelley. 





Were it not for the fact that we had just recently done a couple 
of pharma covers — and that it is too early in the year to spoil 


the new year spirit — principal correspondent Gauri Kamaths `- 2 


story on how India is letting the global R&D opportunity slip 
away would have been a cover story as well. If the tragedy that 
is about to unfold in textiles — where the Chinese will walk 


| away with most of the gains of the dismantling of the quota 
| regime — is not to be repeated in pharma, industry and gov- 


ernment will need to work harder together to get global 


| | pharma majors to invest their R&D dollars here. If we are to re- 
_ ally count in drug discovery, we will need to create a far more 


creative, hot-house atmosphere in drug research. 





TONY JOSEPH, EDITOR 
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WO oil discoveries in China 


Chinas big find 


within a week could change the 


* | globaloilscenario forever. The 
_* | 15121 billion barrels of oil discov- 
- | ered in the Bo Hai and Tarim Basins 
is bigger than Iraq's oil reserves (112 
billion barrels) and next only to 
Saudi Arabia's 461 billion barrels. Bi 


mananaia tinan naraman eannan a a vAN aene — 9 meter Reheat, 


ANUP JAYARAM 


To read the full story 





Logon to www.businessworkdindia.com ) | 


Arare marriage - 


RITISH Nandy Communica- 


tions and Balaji Telefilms are 
getting together to produce and 
market five films this year in a joint 
venture, The details on investment 
and the structure of the deal were 

; not announced at the time of going 
^ | to press. Balaji wants to plug into 

^ | the new age creative expertise of 

^/ | PNC Uhankaar Beats), and PNC 


_ into Balaji’s ability to figure out - 


í 


V. | film company. | 
| VANITA KOHLI-KHANDEKAR 


MEDIA2WIN.COM 


wa | what's popular. Watch out for this 
— | rare marriage between a TV and 


New space2buy 


about 40 million Internet users. 


| 
| 
| 
"ON | NDIA has 45 million mobile and 


Last year advertisers spent Rs 100 
crore trying to reach them. So, com- 


| bining media buying for mobiles 
| and the Net seems like an obvious 


E | thing to do. But nobody does it. 
| Now, Media2win.com a subsidiary 
! of Contests2win.com has decided 
to do it. Media2win CEO Krishna 


| Kumar says he has already signed 


^. | ample Stars new show 


Lr | on deals with several existing clients | 
- * | like Star and Samsung. So, for ex- 
Í 


kie | Kkavyanjalí's media plan will use 

^ | theNet plus mobile along with 
-7 | other mass media. 
| 
| 
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RELIANCE INDUSTRIES . 


Whose share is it? 


Settlement? 


HE new year began well for the 
30 million Reliance Industries 
(RIL) shareholders. On 5 Janu- 
ary, a company press release 
told them that they will continue to be 
the economic beneficiaries of 6.5 crore 
shares (4.7 per cent of RILs equity) 


worth Rs 3,500 crore. But, that is not why | 


the release was significant. 
RIL has given an assurance about 
shares that, on paper, are owned neither 
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by it, nor its shareholders. 
They are held by four com- 
panies: Reliance Chemi- 
cals, Reliance Aromatics & 
Petrochemical, Reliance 
Energy & Project Develop- 
ment, and Reliance Poly- 
olefins. There's no evidence 
that these are RIL subsidi- 
aries or associates, or RIL 
owns stake in them. Also, 
the latest balance sheet 
does not mention them. 
Only in the latest filing with 
the stock exchanges has 
RIL has classified them as “persons act- 
ing in concert” with RILs promoters. So 
how is RILis assuring its shareholders 
benefits of shares that belong to these 
four companies? The mystery deepens. 
Cut to early 2002. Before they 
merged, RIL held over 64 per cent in Re- 
liance Petroleum (RPL). Months before 
the merger, RIL lent money to a sub- 
sidiary, Reliance Ventures, which on- 
lent to these four companies to buy RPL 








stock. Later, when RIL and RPL merged, 
one share of RIL was issued for 11 shares 
of RPL. So, the four companies became 
RIL shareholders. An RIL statement 
soon after the merger said that the four 
held the stake for RIL shareholders and 
that all economic benefits would flow to 
the latter. So, in a way, the 4.7 per cent 
belonged to RIL shareholders. 

Then things changed. A part of the 
loan given by RIL was converted into 
optional fully-convertible debentures. 
The right to control them vested with 
the boards of the four companies rather 
than RIL, the lender. In other words, at 
present, RIL does not have any say in the 
management of the four companies. 

Legal experts say that the situation is 
tricky. If these companies have autho- 
rised or agreed with RIL to pass on the 
economic benefits to RIL shareholders, 
then the press statement would be in or- 
der. But what happens when the loans 
are repaid? An RIL insider says that 
these shares cost the companies an av- 
erage of Rs 200 each, against the market 
price of Rs 540. If the shares are sold, to 
whom will the Rs 2,210 crore of profits 
go? Everything depends on who owns 
these four companies and their agree- 
ment with RIL. ge 

T. SURENDAR 





shows this phenomenon for the Nifty, 
which is driven by the same senti- 
ments as the Sensex. In fact, a cou- 
ple of times in the last few years the 
market has gone down in December, 
January has taken it up. So there's an 
inverse correlation at work. 

More importantly, almost all world 
markets went into a tizzy on 5 Janu- 
ary. Although most returned to stabil- 
ity by the next day, India and some 
others continued to bleed. With the 
US Federal Reserve talking of another 
interest rate hike, this global reaction 
is not unusual. 

Back home, the derivatives mar- 
ket is also infusing some volatility into 
the cash market. With the open inter- 
est position at an all-time high of Rs 
170 billion, foreign investors' unwind- 
ing positions is bound to affect the 
cash market too. So sit real tight. NI 

VIKAS DHOOT 


PANTALOONS- 


INDUS LEAGUE 


A shopping expedition 


AST week, Pantaloon CEO 

Kishore Biyani paid Rs 24 

crore to buy ICICI Venture’s 68 
per cent stake in Indus League. This 
is the first time in India that a depart- 
ment store chain has bought an ap- 
parel marketer. 

At Pantaloons, an evolution is on. 
It is going upmarket and planning to 
raise the contribution of its own 
brands, at 70 per cent now, to almost 
100 per cent in a couple of years. 
That's where it's hitting a block. Says 
Biyani: "We find people are willing to 
buy private label shirts for up 
to about Rs 895, but want a 
brand if they have to pay 
more." So the question was 
whether to build this capability 
in-house or get it from out- 
side. Biyani went for the latter. 
"We have competencies in 
building retail brands, not ap- 
parel brands." Indus League, 
he says, has that skill. 

Has Biyani got the valua- 
tion, around Rs 35 crore, 
right? Indus League has a re- 
tail turnover of about Rs 80 


| Itis paying for the management tal- 
ent." How will Biyani retain that? No 
problem, he says even though there 
is no retention clause built into the 
agreement with Srinivasan. He thinks 
Indus League can become a Rs 700 
crore-800 crore company in three 
years. Why would anyone want to 
leave a company on the threshold of 
explosive growth? 

So now, by riding on Pantaloons' 
manufacturing infrastructure and pur- 
chasing power (raw materials, retail 
space and media), Biyani expects In- 





crore. At the company level PHILI 


(sales to trade), turnover is Rs 
55 crore-60 crore. Either way 
the valuation is less than 
turnover. In contrast, Ray- 
mond picked up a majority 
stake in ColorPlus for about 
1.1 times the latter's turnover. 
Indus League's low valuation 
is probably explained by the 
fact that the company, set up in 
1999, is incurring losses and has not 
grown very big. Besides, its presence 
is mainly in the South and the West. 
Which is perhaps why previous of- 
fers for the company have been even 
lower — Rs 10 crore-25 crore — at 
which level ICICI Venture was unwill- 
ing to sell out as its principal would 
have come down. So did Biyani over- 
pay? Probably not. Says retail consul- 
tant Devangshu Datta: “Pantaloons is 
not buying the brands. In that case, 
the multiples would have been higher. 
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dus League to break even quickly. Its 
founder, Sriram Srinivasan, who re- 
mains with the company, is planning 
a full-blooded foray into the North 

| and the East. Plus, Indus League will 
also design store labels and new 
brands for Pantaloons. Retail sector 


, insiders see this as a win-win deal — 
the apparel marketer has gained 
reach; the retailer, differentiation. 
Right now, Biyani is talking with 
Draper International to pick up its 10 
per cent stake in Indus League. X 
M. RAJSHEKHAR 





NAMAS BHOJANI 


VILLAGES. AFFECTED 301 


POPULATION 
AFFECTED 21 i, 000 — 


VILLAGES AFFECTED 33 


POPULATION - 
AFFECTED 43, 000 


DEAD AND 
MISSING PEOPLE 669. | 


PEOPLE MOVED TO. 
SAFER AREAS S 70,000 


} Andhra. 
os Pradesh | 


ec le moved back and - 
camps oe, 


PULATIO 
ECTED 2, 470, 000 


| Nadu K 


AND 
ISSING P PEOPLE 170. Tamil 


BOPLE M MOVED 7 


The world continues to grapple with after-effects 
weeks after the tsunami. These figures for India 
have been gleaned from the national disaster 

management agency of the Union home ministry. 
For a daily update, log on to www. ndmindia.t nic.in 


THE FISHING ECONOMY 


Floating on hope 


BOUT a fortnight after the 

killer waves invaded 362 out 

of Tamil Nadu's 561 coastal 

villages, most fishermen 
have not returned to the seas. 

Three lakh people (mostly fisher- 
folk) from 11 coastal districts in the state 
are staying in 402 relief centres across 
the state, There are thousands more in 
Kerala and Andhra Pradesh. Families 
who have lost a member have been 
sanctioned an ex gratia payment of Rs 1 
lakh. Those who have lost their homes 
get Rs 5,000, and those affected other- 
wise get Rs 3,000 as immediate relief. 

Over 10 million fisherfolk depend on 
Tamil Nadu's 1,076-km coastline for 
their sustenance. An estimated 5,000 
fishermen fell prey to the killer waves 
that gobbled up several hundred crore 
worth of boats, outboard motors, nets 
and other fishing equipment. "The de- 
struction of the coastal economy has 
been total," Tamil Nadu chief minister J. 
Jayalalithaa has said. 

As the pressure of immediate relief is 
easing, the focus is shifting to the long- 


* 


| 
| 
| 
i 
| 
| 
| 
i 
; 


term rehabilitation of the fishing com- 
munity. “Outboard motors and vallams 
could cost Rs 60,000 to Rs 70,000 each, 
catamarans Rs 20,000 to Rs 30,000 each 
and a big net could cost as much as a 
lakh of rupees. They will need enor- 
mous help in the coming months,” says 
T. Peter, secretary, National Fishworkers 


Forum. The burden could weigh down : 





e 


T) OTENTIAL contributors to the 

. Prime Minister $ Tsunami Re 
“fief Fund were shocked to find that 
its website had no online payrr ent 
gateway. The PMIO swung into ac- 
tion after the website was flooded 
with complaints. A payment gate- l 
way was installed within three- 
days, with the help of Citibank and 
Sify. A PMO official says the contri- 
butions to the fund have increased 
substantially since then. a 

RAJESH KUMAR SINGH. 
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in india, Nicobar 
suffered the most. 
| [he death count, 
| already close to 
17,000, continues 
| to rise here. The 
| administration has 
vacuated the 
| smaller islands, 
nd their popula- 
ns have been 
moved to eight 
elief camps across 
he archipelago. 


DEAD AND MSS 


Graphic: ANAND SINHA 





state budgets. Suggestions of a tsunami 
cess in the forthcoming Union Budget 
have already been voiced. 

The Tamil Nadu government has 
sought Rs 4,800 crore as assistance from 
the Centre. Of this, Rs 1,054 crore will be 
needed for the rehabilitation of fisher- 
men. This is over and above the state 
government's immediate assistance of 
Rs 153 crore, which includes Rs 65 crore 
to help fishermen buy gill nets and re- 
pair or replace vallams and catamarans. 
A separate package is being worked out 
to compensate for loss of outboard mo- 
tors, mechanised boats and trawl nets. 

State governments have also been 
requesting the Centre to waive all out- 
standing loans availed of by fishermen 
from commercial and co-operative 
banks. Several other suggestions like 
building a sea wall, introduction of a 
comprehensive marine insurance pol- 
icy, reduction of custom duties on mo- 
tors, etc. have also been made. 

Rustling up funds is only a part ofthe 
problem. It will be another challenge to 
take the relief money to the fisherfolk in 
time. Lastly, state governments — with 
the possible exception of Gujarat, which 
has been battered by massive calamities 
in the recent past — just don't have the 
wherewithal to provide long-term reha- 
bilitation on such a large scale. E 
M. ANAND 


L 
> th 


hi 


0» ^ ( 


ERE! 


$ 


Aa Ga A de Pn Dn da ( 


} 
} 


AN 
f f 


VU 


ESSERE! 


| 


AA 


0» dh P» P» 0n Do io i 


TERRELL 


as 


Voy 


A A T. 1.1.1 Pp Op Up Y 1 Y Y 1^ 


) 


RERERRREEER! 


E 


1 


ut 


TOCETITITI 


| 





Pe Aa a a Ue Ga Um Ga Oe Um ie 





CRISIS happens. In the heat of 

the moment, governments 
respond. And then, when things 
quieten down, academics point out 
that the government overreacted. 
It's a pattern that happens again 
and again and this time it has with 
corporate governance in the US. 

After the collapse of companies 
like Enron and Tyco, US policy- 
makers introduced the Sarbanes- 
Oxley Act, which put in place tough 
new corporate governance rules 
which, among other things, required 
independent audit committees to 
be set up, prevented companies 
from using their auditors for other 
services (like consulting), required 
chief executives to certify financial 
statements, and prohibited 
corporate loans to CEOs. 

Now, in a recent paper, Roberta 
Romano of the Yale Law school has 
argued that the Sarbanes-Oxley Act 
was hasty and "ill conceived". The 
author points out that legislators 
ignored existing academic research 
on the subject and instead went 
along with recommendations put 


forward by political pressure groups. 


For instance, the paper points 
out that 11 out of 16 studies on the 
independence of audit committees 
shows that such committees do not 
lead to improved performance or 
fewer accounting improprieties. The 
paper argues that the main 
recommendations of the act should 
be made optional for companies 
to implement. 


BS 


S interest rates are expected 

to head higher, with the 
Federal Reserve giving a clear 
signal that more rate hikes are 
expected to be on the way. In the 
minutes to its meeting held in 
December (which were released 
ahead of time a few days ago), the 
Fed, which raised interest rates by 
25 basis points at the time, said 


—— MÀ ee 0 o o e 


ell IDEAS 


by A. Celestine & S. Prasad 


| that “the current level of the real 
| funds rate target (the key interest 
| rate which indicates the trend in 


the economy) remained below the 
level it most likely would need to 


| reach to keep inflation stable and 
| output at its potential". In other 


words, US interest rates are 
headed up further. 


BS 


VER the last two years, many 

listed companies in India have 
placed shares with private equity 
companies. These deals are called 
PIPEs, short for private investment 
in public equities. Often such deals 
are done by companies that need 
the money, but have poor operating 


| performance to attract capital from 


other sources. Are such deals bad 
for the company in the long run? 
Recent research by David Bro- 
phy, Paige Ouimet and Clemens 
Sialm suggests that this indeed is 
the case. Their work, based on 
American companies, shows that a 
company doing a PIPE deal sees a 
small rise in share prices in first two 
months, but over the long term the 


company underperforms. 


One reason is that investors who 
do these deals do not monitor the 


, companies closely enough to add 


any value to the company. The other 
reason is the involvement of hedge 
funds. Almost quarter of PIPE deals 
are done by them. Once they realise 


_ that the company is not performing 





well, they short-sell the company's 


| stock and make money. 


This does not, however, mean 


| that the hedge funds are to blame. 
| Such funds are usually the investors 
_ of last resort. A corporation that 


takes money from them is usually in 
a pretty bad condition. Since very 
few hedge funds have any experi- 
ence in operationally turning around 


, a company, underperformance 


| 


Endbede mb MEC D M E ne 


naturally follows. And so it continues 
on the downward spiral. x 
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HEMANT MISHRA 


MUTUAL FUNDS 


OR mutual funds, new year's eve 


Happy new year 
F brought more cheer. Late in the 
evening, the Securities and Ex- 


change Board of India gave them a one- 
month breather to comply with its min- 
imum investor norms (the 20-25 rule). 
Originally, the deadline was 31 De- 
cember 2004. Some mutual funds were 
ready to wind up schemes that did not 
comply and had issued public notices to 
that effect. But funds with a large num- 
ber of affected schemes, it seems, were 
not prepared as they expected Sebi not 
to let them down. In the end, Sebi's last 
minute reprieve, indeed, let them off 
the hook, albeit only for another month. 
Some funds claim the logistical is- 
sues of winding up schemes take time, 
so a months extension will help. How- 


Sebi chief G.N. Bajpai plays Santa Claus 





ever, the fact is that the deadline has 
been in place for a year. And even after 
granting an extension, Sebi or Amfi 
should have at least published a list of 
the schemes that do not comply with 
the rule as on 31 December 2004 to alert 
the investing public. 

Ironically, while trying to stall en- 
forcement ofthe 20-25 rule, the industry 
forgot another deadline that would af- 
fect the same large investors. Sales and 
purchases of mutual fund units by cor- 
porate investors from 1 January 2005 are 
not possible unless they are part of 
Sebis MAPIN database. Instead of 
preparing their large investors for this 
change in advance, Amfi almost forgot 
about it, issuing ads only on new year's 
eve. Were corporate treasurers in town, 
and did they manage to get the MAPIN 
registration before the new year was 
rung in? Take a wild guess. ESI 

VIKAS DHOOT 





PSU BANK MERGERS 


A phantom deal 


The Union Bank-Bank of India merger was never happening. But was never denied 


Bank of india 


indexed stock price c 
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ANK of India (BOD chair- 
man M. Venugopalan fi- 
nally admitted on 5 January 
that any talk of a merger 
with Union Bank of India 
(UBD or any other bank was premature 
and “would take time”. “There is nothing 
tangible happening anywhere,” he said 
when asked about the general possibili- 
ties of mergers between public sector 
banks on the sidelines ofa press confer- 
ence. “It is just the media which keeps 
talking about it.” 

This is after two-and-a-half months 
of speculation about an impending deal 
between the two banks. The speculation 
pushed up the stock prices of UBI and 
BOI by 50 per cent and 80 per cent, re- 
spectively, outperforming the Bankex, 
an index of bank stocks. During all that 
time, the chairmen of neither of the two 
banks quashed the speculation, and in- 
stead opted to not comment on the is- 
sue at all. Everyone seemed to have ac- 
cepted that the merger was indeed 
happening, and newspapers had even 
started writing about problems of inte- 
grating the two organisations. 

Venugopalan also quashed a recent 
news report saying that the Reserve 
Bank of India (RBI) had given its ap- 
proval for the merger. "No proposal has 
gone to the RBI from us." BW too learns 
that the RBI, on its part, has not given 
any approval for a merger at all. But 
sources say an informal request may 
have reached the central bank from 
Bank of India. "Officially, the board 












- Source: yahoo.co.in 





would have to approve 
a formal proposal (for 
merger) before it can 
go to the central bank,” 
says a senior banking 
industry official. How- 
ever, a merger proposal 
to the RBI is not 
enough. Sebi and the 
government will also 
have to concur to make 
any merger possible. 
Banking mergers 
have been a hot topic of speculation for 
the past few months following the first 
news reports that a deal between BOI 
and UBI may be in the offing. The spec- 
ulation about the merger was born 
when the finance minister P. Chi- 
dambaram, when addressing the an- 
nual general meeting of the Indian 
Banks’ Association, stressed on the need 
for consolidation among public sector 
banks, so as to help them attain global 
competitiveness. Other news reports 
have appeared about a possible deal in- 
volving Dena Bank and Bank of Baroda. 
Quite apart from the fact that any 
deal between UBI and BOI, even if such 
a deal is happening, is many months 





away, analysts say there is no synergy | 
| sentative. “However, it seems that BOI 


between the two banks. And consolida- 
tion will have to come with a rationale. 


“Merging two Mumbai-based banks | 


with a similar profile makes no sense," 
say senior banking industry officials. 
The IBA, which is advising the govern- 
ment on mergers among public sector 
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banks, has only recently sent it a white 
paper on the issues and problems of 
consolidating the state-owned banks. 
“However, no names have come up yet. 
It's still too early for that,” says an official. 
"The financial dailies just need some- 
thing to write about..." 

But in public, till now, the chairmen 
ofboth banks have refused to comment. 
Even when their boards met in the last 
week of December 2004, the merger is- 
sue wasn't discussed. In fact, UBI chair- 
man K. Cherian Verghese reportedly 
told the board as well as the employee 
unions that he had no knowledge of any 
merger. Yet, the employee unions of 
both banks decided to agitate against 
any merger talks. 

While the speculation has led to the 
shareholders becoming richer, the 
about-to-agitate employees also have a 
reason to smile now. Apparently, in talks 
with the UBI union, the chairman told 
the union leaders that though he has no 
knowledge ofany such merger, the bank 
has decided to promote 500 officers and 


| 2,000 clerical staff to officers, just in case 


a merger happens. "His rationale was 
that if a merger happens, UBI staff will 
be in an advantageous position as com- 
pared to BOI staff," says a union repre- 


has done the same thing for its staff. 5o 
we've cancelled each other out." 
In ordinary times, such large-scale 


| promotions enthuse employees, but 


this time there is a sense of impending 
gloom. “His words are saying some- 
thing, but his actions 
imply another,” says 
the union leader. Bank 
of india too has decided 
to promote 1000 clerks 
to officer grade, but 
their union rep says 
that these have been in 
the pipeline for some 
time and are unrelated 
to any merger activity. 
These promotions are 
bound to impact staff 


DILEEP PRAKASH 





Chidambaram: His statements about 
consolidation of the banking industry 
have started a rally in bank stocks 


costs substantially. 


Meanwhile, bank stocks continue to | 
boom and analysts who had gone cold | 


on the sector are making a U-turn now. 


As one analyst points out: "Merrill | 


Lynch and Morgan Stanley had issued a 
strong sell on banks just three months 
back. But contrarians like HSBC Mutual 
Fund have been buying." And now, as 
stocks are booming, there are expecta- 
tions of rights and public issues soon. 


“Understandably, the analysts in invest- | 








ment banks have now changed their | fences would have respective state gov- 
view about the banking sector as poten- been both under the emment had issued 
tial mandates could be lost." Prevention of Corrup- a notification hand- 

Though the BOI-UBI merger was | tion Act (POCA) and ing over the cases to 
never really on, it did reveal the sheer in- the Indian Penal the CBI. 
genuity of stock market punters, who Code. However, at Therefore, the 
were busy theorising why those names the relevant time, constitutional validity 
had come up. "Both banks being Mum- | GTB officers were not of CBI's investiga- 
bai-based, the merger will be in the ju- public servants," says tions into OBC's 
risdiction ofthe same high court, which a legal eagle. complaints will de- 
will speed up matters. Maybe this is why | Under Section pend on how wide 
the government has chosen these two 13(1)(d) of POCA, a the investigator casts 
to get the consolidation rolling.” Irra- mere abuse of power its net. LI 
tionalexuberance,itseems,isback. Ni becomes an offence, VIKAS DHOOT 
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ORIENTAL BANK OF COMMERCE 


Unlawful entry 


RIENTAL Bank of Commerce 
(OBC), which recently took 
over the beleaguered Global 
Trust Bank (GTB), has filed complaints 
with the Central Bureau of Investiga- 
tion (CBI) against five GTB clients. A 
finance ministry press release states 
that a "high degree of imprudence in 
exercise of sanctioning powers have 
been observed where the bank ap- 
pears to have abetted certain group 
of borrowers to siphon off funds 
through banking channel". However, 
there is one minor problem — investi- 
gating GTB matters is beyond the ju- 
risdiction of the CBI. And, therefore, 
the admission of these complaints by 
the agency itself seems illegal. 
Lawyers familiar with corruption- 
related CBI cases say the offences in 
question took place when GTB was a 
private bank. "Had the offence been 
committed by OBC staff, since they 
are from a nationalised bank, the of- 














whereas for the Indian Penal Code 
the act has to be much more intense 
So as to be brought in the realm of 
cheating, forgery or criminal breach 
of trust. So the complaint made by 
OBC can get constrained. Lawyers 
also say that if a case of criminal 
breach of trust is made out, the com- 
petent authority to deal with it is the 
state police and giving such cases to 
the CBI directly is improper. 

Despite this, the CBI can take up 
these cases if: (a) the Reserve Bank 
of India officials are co-accused in 
the transactions, since they may 
have had knowledge about the deals 
and did not perform their statutory 
functions of supervision; (b) along 
with GTB, there was some govern- 
ment-owned bank or financial institu- 
tion involved; (c) there was a con- 
nivance of Sebi officials or any other 
Central government department such 
as income-tax or customs; or (e) the 
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FAST FOOD 


Express growth 


food chains are 
gaining accep- 
tance in India, 
says a global on- 
line survey by AC 
Nielsen. The sur- 
vey focused on six 
Indian | metros. 
Sarang Panchal, executive director, 
AC Nielsen, elaborates. 


ROWING much faster than 
people anticipated, fast food 
consumption is moving from 
being an impulse-led occurrence to a 
part of everyday life. Our survey re- 
vealed that urban Indi- 
ans are among the top 
ten consumers (by fre- 
quency) of fast food 


across the globe, with a Good 
whopping 96 per cent hygiene 

B standards 
of them eating out once 

Service 

a month or more fre- 
quently. As the rapid eei 
pace of an urban options 
lifestyle exerts its de- Brand 
mands, fast food will image 
probably be the default — 4, eatin 
choice for many of us. facilities 
And this will see an in- 0 


creasing proportion of 
in-home food and bev- 
erage consumption mi- 
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Frequency of eating at a take-away 
restaurant: TOP 10 RANKED COUNTRIES 
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Factors influencing 
choice of brands 
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International fast | grating outdoors. 


The survey gave insightful cues on 
what determines preference for one fast 
food brand over another? Among Indi- 
ans, 66 per cent consider 'hygiene and 
cleanliness' as the most important fac- 
tor, 24 per cent are influenced by the 
‘quality of service’ and another 22 per 
cent primarily look for 'healthy food op- 
tions' the brand offers. 

Oddly, ‘reasonable pricing’ doesn't 
matter in India much. It appears that In- 


| dians know that when they opt for fast 


food, they are buying into a costlier 
lifestyle itself. As this realisation sets in, 
the marketers of fast food are now able 
to command a handsome premium 
over their products. 

Interestingly, 'brand 
image' ranked the low- 
est in terms of impor- 
tance among respon- 
dents across the world. 
As low as 9 per cent re- 
spondents in Germany 
and a high of 18 per 
cent in Taiwan consid- 
ered brand image im- 
portant in choosing 
their joints. 

The fast food busi- 
ness is becoming ever 
more competitive, with 
multinational chains 
expanding into new ge- 
ographies, as also with 
the emergence of new 
players and new menu 
choices. “Type of cui- 
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sine’, ‘price’ and a ‘con- 
Once a venient location’ were 
B month 
or less found to be the most 
important selection cri- 
E 2-3 times ; 
a month teria across the board. 
While 'type of cuisine 
yy Bi Every day was the most impor- 
, J 26 times tant factor for Indone- 
a week sians (75 per cent), a 
oy More than convenient location 
once a day swayed the Norwe- 


gians (61 per cent) and 
‘price’ was what mat- 
tered to the Japanese 
(80 percent). is 


twice a week 
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IN December 2004, CEO Kunal Das- 
gupta did his third major restructuring 
of India's No. 2 broadcaster, Sony En- 
tertainment Television (SET). The esti- 
mated Rs 800-crore Sony has had a 
great 2003 with hits like Jassi... and 
Indian Idol. So Sunil Lulla, who head- 
ed SET, now heads new media. Tarun 
Katial, who headed programming, is 
now business head of SET. And fi- 


ago several senior 
people left us. So we 
had to reassign port- 
folios. We have not had a strong No. 2 
for sometime; now we have one. Plus, 
the digital thing needed separate focus. 
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m On what digital is about 

There are four primary areas where we 
could develop revenue streams. One, 
syndication and licensing. The former 
using our products (programming) on 
our platforms. The latter licensing it to 
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When BW wrote 
about the short- 
fall in the em- 
ployees' pension 
funds of PSU 
banks, the stocks 
were in the mid- 
dle of a huge 
rally and in- 
vestors ignored the bad news. (See Tn- | 
dian Banks' Rs 1,25,00,00,00,000 Prob- 
lem, BW, 8 September 2003). Now bank | 
stocks are back in flavour again. And for 
the first time since our cover story, a bank 








BANK PENSION FUNDS 


A confession 


chairman has admitted that there is, in- | 
deed, a problem with pension funds. It is | 
about time the rest as well as the regula- | 
tors acknowledged the problem. Anil | 


Khandelwal, chairman and managing 
director of Dena Bank, spoke with BW 
about the issue. Vikas Dhoot and Irshad 
Daftari bring you the excerpts. 








| ingly take action. 


the pension liabilities of banks. How much 
of an issue is it? 

It definitely is an issue that needs to be 
addressed. However, just at the mo- 
ment, it is not out of control as far as the 
bank is concerned. 


a Äre there any concrete steps that you 
have taken to address the liabilities that 
the bank may face in the future? 

As of now, there isn't anything in place. 


| We are waiting to see what steps the 


(banking) industry will take and accord- 
x 


m The RBI has expressed concern over 








idea of a national consensus in India's foreign policy 

since Jawaharlal Nehru's prime ministership is no 
mere cliché. His actions during 36 years as an Indian For- 
eign Service officer — 21 of which were in sensitive jobs — 
and his views on foreign policy made him eminently suit- 
able for a prominent role in the Jan Sangh, its successor 
BJP or even some hardline outfits of the Sangh parivar. 

But by temperament, conviction and upbringing, Dixit 
was a Congressman. He spent part of his childhood in 
Gandhiji's ashram in Wardha, where his 
mother met and married her second 
husband, Sita Charan Dixit, a freedom 
fighter. Dixit took his stepfather's name, 
not that of his father, Malayalam play- 
wright Munshi Paramu Pillai. 

When he was foreign secretary, Dixit 
once got a phone call from a senior min- 
ister in PV. Narasimha Rao's Cabinet 
who hailed from Madhya Pradesh and 
assumed that Dixit was a north Indian 
Brahmin. The minister had called to 
plead the case of an IFS officer from his 
state and told Dixit: "If we do not take 
care of our boys, who will?" Beneath his 
gruff and serious exterior, Dixit had a 
mischievous sense of humour. He never 
let on to the minister that he hailed from 
the southern part of the country. 

Dixit and Narasimha Rao — who made him foreign sec- 
retary — together saw through some historic turnarounds 
in India's foreign policy. They reversed India's policy towards 
Israel and set up diplomatic ties with Tel Aviv, something 
Rajiv Gandhi tried to do without success five years earlier. 

Dixit spent most of his career at Indian missions in 
South Asia or in the South Block dealing with neighbouring 
countries and used every one of those postings to translate 
his unflinching faith in India's role as a regional superpower 
into policy. As foreign secretary, he tried to extend that 


T HE life of J.N. Dixit was proof that the oft-repeated 





IN A DIFFERENT MOULD 


| 











J.N. DIXIT (1936-2004) 

















reach to South-east Asia, crafting the Rao government's pi- 
oneering Look East policy. His tenure as head of IFS saw 
two other landmarks: the setting up of a Disarmament Divi- 
sion in South Block, which created the diplomatic infra- 
structure for the Pokhran nuclear tests by the BJP-led gov- 
ernment, and a willingness by foreign policy mandarins to 


| accept and work on economic diplomacy. It was during this 


time that South Block began networking with the Confeder- 
ation of Indian Industry and Federation of Indian Chambers 
of Commerce and Industry — a relationship that has since 
grown to be symbiotic. 

For a practising diplomat, he was of- 
ten most effective when he was undip- 
lomatic. Harassment of Indian diplo- 
mats in Islamabad and Karachi is as old 
as Pakistan. When he was high com- 
missioner there, he once found that all 
the phones at the mission and at his 
residence had gone dead, cutting him 
off from outside. There were no cell- 
phones then. Dixit managed to get 
through to Pakistan's telecom minister 
and gave him a deadline of just hours to 
revive the phones. Otherwise, he 
warned, every telephone at Pakistan's 
high commission in New Delhi and of 
every staffer there would go dead. The 
threat worked. 

Dixit could inspire strong loyalty 
among subordinates. His legacy to the IFS is a small, dedi- 


DINESH KRISHNAN 


| cated band of officers who have made their diplomatic per- 


sonae in his image: committed, unconventional and willing 


| to take risks in a way that is totally out of character with the 


civil service. Dixit's departure raises serious question marks 
about the future of the Manmohan Singh govemment's for- 
eign policy, particularly in relation to Pakistan and the US. I 

K. P. NAYAR 








The author is diplomatic editor, The Telegraph 
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The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. He can be 
reached at omkar. 
goswami@cergindia.com. 


Educating 
over 

340 million 
kids 
between 
the ages 
of 5 and 19 
will be the 
greatest 
challenge 
for India 
in the 

next three 
decades 


omkar goswam 


aking India's 
population count 











T has often been said by our economic 
pundits that one of Indias great 
strengths is its young population. The ar- 
gument goes thus: unlike Europe, Japan 
and most parts of the developed world, 
over the next 50 years India will have a much 
higher percentage of young people in its popu- 
lation. Because youth have greater learning po- 
tential and constitute the bulk of the job mar- 
ket, India will become the world's greatest 
source of labour — for manufacturing as well as 
services. In fact, proponents of this view argue 
that since our demographic constellation is 
even better placed than Chinas, by the fourth 
decade of this century we will begin to capture 
an increasing share ofthe global labour market. 

The demographics is true enough. Accord- 
ing to data from the United Nations Population 
Division, 51 per cent of India's population in 
2000 was in the age group 20-64, which could 
be thought of as the potential workforce. Of 
this, some 377 million, or 37 per cent of the 
population, was in the age group 20-44 , which 
one could classify as the younger workforce. By 
2030, this 20-44-year group will grow to almost 
544 million, or over 38 per cent of the country's 
population. This young, potential workforce 
will be the largest in the world. 

While the demography is correct, the infer- 
ence need not be. In the knowledge age that we 
perennially speak of, this potential workforce 
needs to be educationally empowered to have a 
fair chance of being actually employed. That's 
where the data starts getting depressing. One of 
my colleagues, Vishal More, has been investi- 
gating the evidence on education based on the 
Seventh All-India School Educational Survey of 
2002. Here is what he has found: 

ll Only 53 per cent of rural habitations in India 
have primary schools, i.e., serving classes 1 to 5. 
Orissa, Jammu & Kashmir, Bihar, Assam, Uttar 
Pradesh, West Bengal and Himachal Pradesh 
are below the national average. 

lll Even more pathetic is the state of upper pri- 
mary schools, which are supposed to usually 





teach classes 6 to 8. Only 18 per cent of rural In- 
dia has such schools. J&K, Tamil Nadu, Assam, 
UP Bihar, Himachal and West Bengal are below 
the average, with West Bengal at the bottom at 
6.3 per cent. 

li Merely 18 per cent of primary schools in 
rural India have four or more teachers. 

iil There are less than 64,000 secondary schools 
in rural India, which are supposed to teach 
classes 9 and 10. The number is low enough. 
How many of them actually function is yet an- 
other matter. 

li Rural India has less than 23,000 higher sec- 
ondary schools. 

What becomes glaringly apparent is that we 
just don't have the basic school infrastructure 
in place throughout vast swathes of India to 
educationally empower the 342 million kids of 
ages 5-19, who will expect to be gainfully em- 
ployed anytime between 2006 and 2020. 

To me, that is India's real developmental 
challenge. How can we put mechanisms in 
place that will meaningfully educate over a 
third of a billion people, so that they can have 
the basic wherewithal to be a part of tomor- 
row's workforce? Given the numbers on the one 
hand, and the pitiful finances, as well as gover- 
nance of most states, on the other, I am increas- 
ingly convinced that a traditional brick-and- 
mortar school system will not suffice. We will 
soon have to leverage the power of IT to supple- 
ment inadequate school teaching with more in- 
teractive learning. This, in turn, will need good 
broadband connectivity — initially to the bet- 
ter-off districts and then moving down the line. 

The task is enormous. But it has to be done 
as a key priority. Because the choice is simple: 
either Indias mushrooming youth will be edu- 
cationally empowered to join the global labour 
force and reap the benefits, or it will revolt at its 
fate. Political enfranchisement without suffi- 
cient economic benefits can't be a sustainable 
democratic solution. Less so with youth. For 
the sake ofthe polity of India, therefore, we had 
better focus on education. And soon. i 
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In July 2004, the $25-billion Swiss drug 
group Novartis opened a new R&D cen- 
tre in Asia. The focus of the $122-million 
project is to discover breakthrough new 
drugs for tuberculosis and dengue. India 
will no doubt be a large market for any 
drugs that come out of it. But Novartis 
chose Singapore over India for its loca- 
tion. Sometime earlier, Novartis's Swiss 
neighbour Hoffmann La Roche also 
opened its first R&D centre outside the 
US, Japan or Europe. The centres task is 
to discover and optimise new bulk drugs 
— again, an area of specialty for Indian 


India may soon award drug 
patents. But, it will take 
more than that for Big 
Pharma to spend its 








chemists. The location? Shanghai's 
Zhangjiang science park in China. Do 
we have a problem here? 


HE country is on the cusp ofa 
new patents regime in phar- 
maceuticals. India has pulled 
out the most painful thorn in 
the side of Big Pharma: the ab- 
sence of intellectual property 
protection. Big Pharma spends over 
$30 billion a year on R&D. Even a small 
percentage of that spend would be big 
money for India. Yet close to peyhing 








R&D dollars in India. 


By Gauri Kamath 
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has come yet. 

Big Pharma is facing significant cost 
pressures on their R&D budgets; the 
cost of developing a new drug has now 
topped a billion dollars. But research 
productivity has hit a low. By coming to 
India, they can reduce the cost of doing 
research, if nothing else. Indian compa- 
nies who have set up their own R&D 
centres are demonstrating how this can 
be done. Says Dilip Shanghvi, chairman 
of Indian drug maker Sun Pharma: "We 
should be able to bring a new drug to 
market in less than Rs 300 crore (around 
$60 million)." Despite these savings, Big 
Pharma is hobbled by its biggest fear: 
patent piracy. 

Says David Webber, consultant and 
author ofa report on R&D in developing 
countries: "A watertight patents regime 
is the single most important thing that 
India could do to encourage pharma- 
ceutical R&D." 

The tide has been turning; the gov- 
ernment recently issued an Ordinance 
making product patents on drugs legal. 
Prior to that, it had allowed a transi- 
tional arrangement of exclusive market- 
ing rights on drugs since 1999. Isn't it 
high time then that India 
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attracted these R&D dollars? Or at least 
saw intentions being announced? 

In the 1960s, 1970s and 1980s, some 
did start off in India, only to shut down 
(See ‘The Ones That Got Away’). Of late, 
MNCs have, in a small way, started test- 
ing completely new drugs on Indian pa- 
tients. (The part which forms the 'D' of 
R&D and constitutes a big chunk of total 
expenses. Countries court this activity, 
since it gives very ill patients access to 
experimental new drugs quickly, and 
doctors valuable clinical experience.) 
One Big Pharma company, Anglo- 
Swedish AstraZeneca, is also doing drug 
research here. AstraZeneca set up a new 
greenfield facility in 2002-03 at a cost of 
$14 million and will now add a process 
research centre for $10 million. It em- 
ploys 80 scientists today, but expects 
this to go up to 110 by 2006. 

But there is no flurry of activity in re- 
search. Instead, there are dire warnings 
of India losing out in the race. “Do we 
want an Asian research centre? Yes. Do 
you (India) have a chance? Absolutely. 
But you will be in competition (with 
China)," said Daniel Vasella, chairman 
and CEO of Novartis AG during a recent 
trip. As Big Pharma reassesses where 
and how it does research, countries are 
itchingto get those R&D greenbacks. On 
the one hand are the traditional fav- 
ourites like the US, Japan and western 
Europe. On the other are emerging 
countries like China and Singapore (See 
Learning from Competition). Says a se- 
nior executive at a large European drug 
company: "I am rather worried that if 
India doesnt get its act together, we will 
miss the bus." IfIndia wants to compete 
with them, the time to act is now. "The 
decision to set up a major R&D centre is 
taken, on an average, perhaps once or 
twice in a decade, provided the need to 
increase capacities in research exists 
and the business case for setting up a 
new facility is sound," says S. Ramkr- 
ishna, director (corporate affairs) of 
Pfizer's Indian affiliate. Put that together 
with cost-cutting, and it is likely that 
many companies are making that deci- 
sion right now. So, what does India need 
to do to be the destination of choice ? 

For one, Indias new patent law 
needs to be strong. Yet from companies 
to consumer activists, everyone's lam- 
basting the manner in which the gov- 
ernment has gone about amending the 
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(L) G.L. Telang, MD, Roche Scientific Company, saw India ignored for its Asian R&D 
centre; Daniel Vasella, CEO, Novartis, chose Singapore over India for its new centre 


Patents Act of 1970. "No one has seen 
the proposed amendments, not the po- 
litical parties, not the scientific commu- 
nity, not the industry," said Suman Sahai 
ofthe Gene Campaign in a recent inter- 
view to BW (See 'Patently Unprepared' 
13 December, 2004). The winter session 
of Parliament has come and gone, and 
the government has had to issue an Or- 
dinance — an emergency measure, in- 
stead of a law. That too will have to ap- 
proved by Parliament in its next session. 

Events such as these are disappoint- 
ing for G.L Telang, managing director of 
Roche Scientific Company, Roche's In- 
dian affiliate. He, along with his small 
Indian team, has drafted a 1,500-page 
report on how India can be leveraged for 
Roche. Of course, that includes manu- 
facturing outsourcing, and clinical de- 
velopment where Roche has already 
made some moves. “But when the Asian 
R&D centre was being set up, India was- 
n'teven considered," Telang says. In fact, 
across the board, there is an overarching 
feeling that MNCs will want to see how 
India pulls off the new regime. Says 
Webber: “The first few challenges will be 
important in securing India as a reliable 
destination for R&D investment. The 
whole process will take years rather 
than months." But the important ques- 
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tion is: are patents enough? 

“Money goes where money flows,” 
says Vasella. “If you make money in a 
place, you are much more likely to in- 
vest in that place.” Big Pharma tends to 
focus its R&D in a few locations, usually 
in the three largest pharma markets 
with patent protection — the US, west- 
ern Europe and Japan. Since mega- 
mergers to cut escalating research costs 
started in the mid-nineties, Big Pharma 
has consolidated its research locations. 
Over time, these have grown and added 
people and infrastructure. Says Ramkr- 
ishna of Pfizer: “There is often no point 
in duplicating a lot of the infrastructure 
elsewhere. For one, it is expensive, and 
two, it is sufficient.” 

More importantly, R&D investments 
have preferred environments that are 
most conducive to innovation. After all, 
Big Pharma does not have a monopoly 
over new ideas. In fact, many of the new 
drugs that it commercialises come from 
university labs, and also are in-licensed 
from start-ups that don't have the 
wherewithal to fund them. By one esti- 
mate, nearly 30 per cent of drugs mar- 
keted by western companies are in-li- 
censed, and this number is rising. 

No wonder then that the US — with 
a vibrant academic-industry linkage — 
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is the single-most attractive destination 
for R&D. In the 1980s, the US had passed 
a law that spelt out how industry and 
academia could collaborate with profit 
to both sides. Universities earn millions 
of dollars in royalties from Big Pharma. 
The US is also a big spender on research 
through the National Institutes of 
Health, which has a $20-billion-a-year 
budget. And the country has an active 
venture capital industry that backs 
start-ups. In addition, the US is the only 
market which has no pricing controls. 
Europe, on the other hand, is losing 
out. As governments cut funding to re- 
search laboratories and grapple with 
bureaucracy, there is a migration of dis- 
gruntled European scientists to Amer- 
ica. An international magazine’s cover 
story on Europe's brain drain to America 
in January 2004, observed that: "...one of 
the most worrying signs of their (the EU 
leaders) failure is the continued drain of 
Europes5 best and brightest scien- 
tific brains, who finish their de- 
grees and pursue careers in the 
US." Novartis, a Swiss company, 
recently moved its global re- 


INGAPORE is the most 
Su state | 

know," says Daniel 
Vasella, CEO, Novartis. Sing- 
apore has gone all out to 
attract investments in bio- 
medical research. Apart 
from providing tax breaks, 
its new life sciences cluster Bio- 
polis, where Novartis started an 
R&D centre, locates state-spon- 
sored research labs next to private 
ones. The research institutions 
share expensive lab infrastructure 
like nuclear magnetic resonance 
and DNA sequencing. "As a result, 
research teams can be productive 
almost immediately, without incur- 
ring the time or costs associated 
with project start-up common in 
most locations," says Beh Swan 
Gin, director, Biomedical Sciences 
Group of the Singapore Economic 
Development Board. 

Biopolis is also located close to 
the National University of Singapore 
and the National University Hosp- 
ital. Singapore and China have 





search headquarters to Cambridge, 
Massachusetts in the US. 

When Europe with all of its patent 
protection and big money is losing out, 
does India stand a chance? 

It does for a simple reason — 
economics. In spite of the billions of 
dollars that they spend every year, 
pharma companies are less and less 
able to come up with great new drugs. 
The number of new drugs approved by 
the US Food and Drug Administration 
(FDA) is down from 53 in 1996-97 to 21 
in 2003-04. At the same time, a lot of 
their blockbusters are facing patent ex- 
piry in the US and Europe, thus hitting 
profits. Cutting costs has become an im- 
perative. Says Jean Lanjouw, associate 
professor in the University of California 
at Berkeley, who has studied the impact 
of patents on R&D: "There is more talk 
recently about R&D moving to develop- 
ing country locations. This is driven, I 





Learning from 
competition 


been quick to realise the import- 
ance of such clusters. China's 
Zhangjiang Hi-Tech Park in Shang- 
hai, where Roche has its R&D, is 
also home to 20 state-owned labs, 
90 start-ups, a hospital, clinical 
research outfits, and 34 manufac- 
turing facilities. The World Econo- 
mic Report of 2003-04 says clus- 
ters improve the productivity of 
their tenants since they can access 
supplies, employees, and inform- 
ation better. And they foster new 
businesses, thanks to the ease of 
entry. Both countries can be coun- 
ted upon to make the most of the 
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think, far less by any intellectual prop- 
erty changes and more by a desire to 
lower R&D costs." In 1999, Lanjouw 
found that in India, starting salaries for 
research scientists were judged to be 
about 20 per cent of those in the US. For 
senior scientists, the difference stood 
at 50 per cent. There is other similar 
anecdotal evidence. Indian company 
Nicholas Piramal recently opened a 
drug discovery centre in Mumbai. 
Spread over 300,000 square feet that can 
house over 500 scientists, it has both 
high-value equipment and other infra- 
structure necessary to do discovery. Its 
chief scientific officer, Somesh Sharma, 
says it would cost five times as much to 
set up an identical centre in the US. 

The other reason is availability of tal- 
ent. “The biggest factor (for companies 
to consider alternative locations) is the 
prospect of doing original research. 
There is a global shortage of innovative 
pharmaceutical R&D,” says Web- 
ber. Here too, India has an ad- 
vantage — it churns out 3,500 
doctorates in sciences every year 
and nearly a million science and 


The new Biopolis life science 
cluster in Singapore 
investments that they att- 
ract. In a highly-competitive 
industry, attracting even a 
few big names can act as a 
magnet for everyone else. 
Can India play catch up? 

Definitely. These markets are 
not perfect. Singapore only started 
aggressively attracting biomedical 
research investments in the early 
2000s. China still has trouble with 
patent implementation, and price 
controls exist there even today. 
Arthur Kroeber, managing editor of 
the China Economic Quarterly says: 
“In China, patent enforcement is at 
best poor. You have to be extremely 
careful about what technology you 
bring in.” Pharma companies may 
be expanding in incremental invest- 
ments in R&D in China to boost 
their profile in the $10-billion mar- 
ket.“I would bet that once it can get 
its act together, India would attract 
more R&D investment than China," 
says consultant David Webber. 
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technology postgraduates. MNCs admit 
that India’s chemists are world-class. 
And working for an industry that car- 
pet-bombs the market with copied 
drugs every year, they are quick. So os- 
tensibly, if cost and talent are motiva- 
tors, India should emerge as an obvious 
choice — especially now that patents 
will be respected. 

In 1999, a government-appointed 
committee submitted an exhaustive re- 
port on encouraging pharmaceutical 
R&D. It was headed by R.A. Mashelkar, 
director general of CSIR, the umbrella 
organisation that oversees research in 
state-sponsored labs. Though focused 
on how to give an impetus to domestic 
companies, it had valuable suggestions 
— such as improving links between 
academia and industry — that will no 
doubt facilitate the entry of MNCs too. 
With Mashelkar's encouragement, gov- 
ernment-owned labs like Centre for Cel- 
lular and Molecular Biology (CCMB) 
and the Institute for Genomics and Inte- 
grative Biology (IGIB) are tying up with 
corporates to do joint research. Their in- 
frastructure is shared by Indian compa- 
nies for a price. 

Such moves are important. "Innova- 
tion arises from private-sector initiative, 
but the R&D productivity of firms in a 
nation is importantly shaped by local 
policies and the nature of local institu- 
tions," say authors Michael Porter and 
Scott Stern in the World Economic Re- 
port of 2003-04. (The report ranks India 
at number 44 on Innovative Capacity, 
way behind Singapore at number six, 
but a little behind China at rank 40.) But 
bureaucracy is still the bane of state- 
owned labs. Scientists working in these 
labs told BW that though funds are be- 
ing sanctioned, the money is not spent 
since purchase decisions get entangled 
in red tape. On the other hand, they say, 
China empowers its scientists to take 
decisions. "I met a Chinese scientist at 
an international conference, and I could 
see he had the autonomy to tell poten- 
tial investors exactly what they could do 
together. Whereas my hands were tied, 
because I knew I had to come back for 
permissions," says the head of one R&D 
lab. He says it is unlikely that MNCs 
would want to be associated with insti- 
tutions that are so bureaucratic. 

Still, some state governments like 
Andhra Pradesh are devising friendly 





The ones that 
got away 


T was a milieu for good 
| science," says Ashok Vaidya, 

68, head of ayurvedic research 
centre, SPARC. Vaidya was reg- 
ional medical director (South Asia) 
in the Swiss multinational Ciba's 
first drug discovery centre in India 
when it shut in 1986. Between 
1961 and 1986, the Ciba team 
screened 20,000 compounds at 
its 85-acre campus in a Mumbai 
suburb; 20 entered human trials 
and five got marketing approval. 

But the centre focused on 
tropical disease, an area that was 
not of much interest to Ciba. None 
of the drugs it discovered were 
potential blockbusters, it appears. 
The drugs were not taken to the 
global market, and the local mar- 
ket never caught on to them. “Ind- 
ian doctors preferred drugs discov- 
ered in the West,” says Vaidya. It 
closed when the Indian arm of 
Ciba (the Swiss parent did not 
fund it) ran out of money for R&D. 

There are other examples of 
MNCs who did drug discovery here 
in the 1970s and 1980s. A little 
over a decade after Ciba's res- 
earch began operations, German 
major Hoechst (now Sanofi 
Aventis) also started an R&D 
centre in another Mumbai suburb. 


policies for the pharma industry. The 
ICICI Knowledge Park in Hyderabad is a 
joint venture between ICICI Bank and 
the Andhra government. It aims to be- 
come a hub for cutting-edge R&D. But 
even today, India does not have a com- 
mon R&D policy at the Centre. (Mash- 
elkar admits that while the government 
is working on some of his suggestions, 
"there is no aggressive R&D policy”.) 
Add to that the fragmented 32 govern- 
ment labs that are spread out across the 
country. The concept of parks which co- 
locate centres of excellence in govern- 
ment with centres from industry has yet 
to take off in any meaningful way. The 
advantage of such clusters is that both 
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Ashok Vaidya worked at Ciba's 
Indian R&D lab till 1986 


The centre came up with 
flavopiridol, a promising cancer 
compound that, according to the 
Aventis website, is in advanced 
stages of clinical trials. Bansi Lal, 
now Distingished Scientist at 
Nicholas Piramal, to whom the lab 
was sold eventually, recalls:“This 
nearly became a Hoechst centre 
of excellence for natural prod- 
ucts." But that was not to be. 
Hoechst merged with Marion of 
the US and Roussel of France. The 
new management decided to con- 
solidate research in a few key loc- 
ations. But the experience of both 
shows that India is capable of 
doing drug discovery on par with 
the rest of the world if given a 
chance — patents or no patents. 
These centres also sowed the 
seeds for drug discovery in the 
country. Ciba and Hoechst scien- 
tists are now senior research 
executives or heads of research in 
Indian companies. 


sides feed off each other in terms of 
ideas, facilities, and eventually might 
partner to take a drug to market. "But 
the parks in India are industrial parks, 
not knowledge parks," says one pharma 
executive. A recent visit to the ICICI 
Knowledge Park by a team of Roche ex- 
ecutives was disappointing, says Telang. 
"There was no academia, no incubation 
centres," he says. Again, China and Sin- 
gapore are investing heavily in this area. 

"What is needed is a full package 
that is attractive — human capital, fi- 
nancial incentives, toned down bureau- 
cracy," says Kumud Sampath, head of 
operations at AstraZeneca India (R&D), 
the only MNC doing drug discovery in 
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scientist in New York asked 

himself why, when there were so 
many Indian scientists working in 
the US in areas like genetic 
engineering and molecular biology, 
could they not do the same in 
India? He asked around and found 
that many of them wanted to go 
back — if provided with the same 
facilities and ambience. The 
scientist, Anand Kumar, presented 
the possibilities to a senior 


N the early 1980s, an Indian 


India. (See ‘The One That Stayed’) 

Meanwhile, perhaps it makes sense 
to look at what is immediately possible. 
One opportunity — that of partnerships 
between Indian companies and MNCs 
— is already taking shape. With their 
bread-and-butter business of copying 
patented drugs set to be taken away 
from them, Indian companies have 
steadily hiked their R&D expenditure in 
the last decade. Novo Nordisk, Novartis 
and Forrest Labs have in-licensed drugs 
from these companies in this time. 
More are on the lookout. Second, there 
are contract research and manufactur- 
ing companies (CRAMS) that focus on 
doing parts of the research process for 
MNCs with the hope that when the drug 
is commercialised, they can manufac- 
ture it for the world market. They would 
focus on things like developing efficient 
processes for making a drug, which In- 
dia is particularly good at. Dishman 
Pharma, Suven Pharma, and Divi's Labs 
are some such companies. 


The one that stayed in India 





management group in Indian 
company IDL Chemicals. The Indian 
firm could not see much merit in 
the case, but a Swedish executive in 
that group, who represented drug 
maker Astra AB, did. (Astra, now 
AstraZeneca, at the time had a joint 
venture with IDL.) He went back and 
convinced his management of the 
potential. The rest, as they say, is 
history. Astra's R&D in India has 
changed avatars since the mid- 
eighties when it was started. From 


Kumud Sampath, president 
& head of operations, at 
AstraZeneca’s R&D centre. 


Eventually, MNCs might buy into 
these investments. “Coke bought 
Thums Up when it came in. MNCs 
might buy out some of the labs rather 
than start a whole new thing. Once they 
are comfortable, they might actually 
make some moves,” says Uday Saxena, 
chief scientific officer, Dr. Reddy’s. This 
is more likely to happen with CRAMS. 
According to Utkarsh Palnitkar, industry 
leader (health sciences) of consultancy 
Ernst & Young, these investments lend 
themselves to the build-own-operate- 
transfer (BOOT) model. “A vendor cre- 
ates a dedicated R&D centre for an in- 
vestor with the tacit understanding to 
transfer it at a future date on an agreed 
valuation model,” he says. Since the 
vendor has been working for the MNC, 
the latter knows exactly what the centre 
is capable of doing. 

Some MNCs have tied up with In- 
dian companies to handle part of the re- 
search process. GlaxoSmithKline has a 
tie-up with Ranbaxy for this. Glaxo pro- 
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a non-profit foundation, the R&D 
lab is now its wholly-owned 
subsidiary company that feeds into 
its global network. The centre finds 
new drugs for tuberculosis. 

It has survived a management 
review in 1999-2000 in the 
aftermath of the merger of Astra 
and English drug maker Zeneca to 
form AstraZeneca. "We were put 
through an acid test — our projects 
were reviewed and so was the 
essentiality of the unit," says 
Kumud Sampath, president and 
head of operations at the Bangalore 

lab. A year later, the new 
management decided it would 
become a centre of excellence in 
developing-world diseases. 
"AstraZeneca is sensitive to 
criticism that Big Pharma is not 
doing enough for neglected 
diseases," says Sampath. Already, 
it is attracting the attention of 
others — Sampath says the centre 
gets visits from executives of large 
pharma companies curious to 
know what their experience has 
been like. Perhaps some, at least, 
will want to do the same. 


vides it with new targets (in the body 
that are responsible for disease) and 
Ranbaxy screens drugs against them. In 
the short-term, more such develop- 
ments will be seen. This might evolve 
once MNCs are comfortable with the 
idea of doing research in India. The 
country could become a niche location 
for doing something very specific — like 
process research, or lead optimisation 
— while sophisticated research requir- 
ing heavy-duty infrastructure might 
stay in the West. 

So what does the future hold? "I pre- 
dict that between 2005 and 2007, foreign 
companies will watch, make modest in- 
vestments in a few areas, and see how 
things develop," says Webber. For now, 
hard-nosed teams from a number of 
companies are doing rounds of Indian 
labs, meeting government functionar- 
ies and reporting back to their head of- 
fices. What they say will decide whether 
or not Big Pharma will build their own 
R&D centres in India again. E 
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WAS writing the year-end column on 
how I fared vis-a-vis the predictions 
made 12 months ago (you'll have to wait 
for the next column for that) when gota 
phone call from a friend at Baazee.com 
saying their CEO had been arrested. 

Now, I haven't been a big fan of the portal — 
and have written about my scepticism about its 
business model elsewhere — but heck, I cer- 
tainly didn’t think what they did was an 
arrestable offence. 

By now you probably have the facts. Some 
merchant on the site (who agreed to its terms 
and conditions prohibiting the trade of illegal 
or pornographic material, and then promptly 
broke the agreement) advertised the availabil- 
ity of a video of ‘DPS girl having fun’ — worded 
in a way to sneak through Baazee's automatic 
keyword scanning system. 

Abig problem, of course, was thata lot ofthe 
media got it wrong. They spoke of VCDs being 
sold online (there was none), and of the video 
itself being hosted on Baazee (that was wrong, 
too). The listing was an ad, seeking Rs 125 for 
the video clip, which would be emailed directly 
to the buyer by the seller, an entrepreneurial 
student at an IIT. 

The ironic things were that the company it- 
self made no money off this transaction (hence 
my comments about its weird revenue model) 
and that our IIT guy was selling stuff that was 
then easily obtainable for free online. 

Anyway, as you know by now, all hell broke 
loose. Bail was denied partly on the silly 
grounds that the agreement between Baazee 
and the merchant wasn't signed with ink on pa- 
per —a decision that seemingly invalidated all 
e-commerce in India at one stroke and was 
wrong in law — and later contributed hugely to 
public outcry. The cops, who had consistently 
overlooked shops at Paalika Bazaar selling the 
actual videos in favour of going after richer 
prey, found they got more than they'd bar- 
gained for. (Someone hoping for a promotion 
after this move isn't that hopeful now, I guess.) 








Baazee’s US owner, eBay, asked Condi Rice 
to intervene. (Many have protested about this, 
but hey, it's exactly what we did when Polaris’ 
Arun Jain was arrested in Indonesia.) 

Various self-professed cyber law experts got 
into the act. One claimed Baazee was guilty — 
and then offered his services to the company to 
‘save them. They obliged, perhaps to shut him 
up, and he now writes, equally cluelessly, about 
why cellphone cameras should be banned. 
(Does Nokia need to hire him now?!) Another 
‘guru’ made incomprehensible statements 
about SOAP and SOCKS. It was a free-for-all. 

I did my bit in the melee, starting an online 
petition that asked for the mans release and for 
the laws to be changed. Over 2,000 people — 
many of them fellow tech CEOs — signed it. 

Global media started ridiculing us. Industry 
bodies, finally seeing a threat to their con- 
stituent members, started speaking out against 
the arrest. Our own media now started seeing 
another story in the opposition to the arrest. 

The tide started turning. All parties, the boy, 
the seller and the CEO, were granted bail. There 
is now a widely recognised need to change the 
laws, which can hold Bill Gates and the chair- 
man of MTNL responsible for a pornographic 
message on Hotmail or your phone. 

What have I learnt from all this? First, that 
the media is the battleground, not the court- 
room. Second, that you CAN fight here — both 
by getting some people to shut up and by get- 
ting others to talk. Third, you need to get indus- 
try bodies and other supporters involved by in- 
vokinga threat to their self-interest. Fourth, in a 
small way, online activism can work, especially 
when regular media follows it closely. 

The battles not won — I now hear of 
enraged cops attacking anything to do with the 
Internet, from cyber cafe patrons to online sell- 
ers. It'll take more time, and perhaps, an online 
‘hafta’ model before things cool down. 

But one things clear. It doesn't pay to bea 
helpless sheep in a stampede — you're better 
offbeing the shepherd. a 
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Ajit Isaac, MD, Adecco 
PeopleOne (India & Middle, 
East), with a group of te 

Isaac started PeopleOne"In 
2000. In September 2004, 
Swiss temping giant Adecco 
took majority stake in the 
company. Today, PeopleOne 
boasts of 10,300 temps, over. 
200 clients and 13 offices ^. 
across India d 
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Temping is changing the way people work, even 
as companies tie manpower needs to business - 
cycles. The pay-offs, for both, are plenty. 

BY SHELLEY SINGH 










USMIT Sil wears two hats. He works at a company TR ; Gua " 
in Noida, but his pay cheque of Rs 20,000 per WHO'S HIRING TEMPS 


month comes from another company, headquar- | Company industry No, of Work profile 
tered in Bangalore. Confused? Its true. Sil, 24, D mo si ae eee - 

is among the rapidly growing breed of people 
called ae wno: are pea: India's job de by 
based clients while being o on nthe rolls of Adecco PeopleOne. eleco 2,900 Sus. ROE 
And this is the best break that Sil, who gave up full-time educa- = SEPRE i 
eia oa o a aa e COU dod | cete 
Aptech, has had in his four years of working. His previous job elecom - 2,000 iui | — 
earned him Rs 11,000 per month. PeopleOne had come Fae 
knocking a few months back after seeing his resume at an on- 2 2 000 | Finance, back 

line job site. cds uL ORE TT 7 

Sil had never heard of PeopleOne, neither did he know that n | Sales, IT, Paene 
you could be hired by someone to work for someone else. Yet, "o d 1,000 ' Support 
he gave it a try as he didn't want to continue on the poor pay m À 
and the unexciting job at the publishing house where he 
worked. PeopleOne convinced him that they were not a sweat- . 
shop, but a temporary bari bea as with marquee clients: ) | Sales, IT, front office 
wide network and the pay was tempting. I immediately sigied i s : Sales, HR, finance. 
up for the three-month temporary job at Corbus," says Sil. | We 

In October 2004, he got an extension of another three — nung 400 HR, admin, back ffo 
months and is quite happy. "Both Corbus and I can test each i Amm | Secretarial, front office 
other before entering into a permanent relationship. Even if | ENDE sales, customer care 
other job from among their over 200 clients," he adds. 

About 50,000 people, like Sil, are on the rolls of about half a 
dozen temporary-staffing i companies providing temps to over PERENNE CORE T 
200 MNCs and local companies across India. Temps are white | ‘Sa Sales, USt. 
collar workers, and are different from casual labourers who | : ; 
could be either blueorwhitecollar | i i 

This kind of hiring, called just-in-time, short term, flexi- Banki : _ Sales, customer care 
hiring, staffing or simply temping, is globally a $200-billion in- : E 
dustry, with over 5 million people working as temps. In the EHE! DEN LEAD d 
West, tems E like Kelly Services, Adecco, Manpower, ankng — | Finance, | m T support 

Very: soon, i in India t tod. a temp company will become the 
largest private sector employer, overtaking Tisco's 44,000 "—— E E 

“headcount. Already, Adecco in India boasts a workforce of | _ Process executives 
over 10,000 and TeamLease, an Indian start-up, has 12,000. s: PD AT eae 
And both claim they will double their headcount soon, | . Data entry, process 

Asignificant driver for this growth will be outsourcing. The | i | executives 
US alone has about 2.6 million temps, and many of these jobs ee eee 
are now being sent to India. Now, companies here will be hir- 
ing temps to do the same work at lower costs. For instance, 
PeopleOne hired a team of 400 temps in India recently to do 
pilots for a European retail major. Back in Europe, too, the re- 


Insurance | 3,500 Sales. 





NIU mue | 
: Support, sales 


| Sales, customer c care 


! HR, logstcs, s sales 


n Nétworis engineers 


| Programmers, s sales, 
_telecallers 
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1940s-19 TOS Temping companies Manpower, Adecco, 


Vedior, Kelly Services, Randstad set up operations to meet the tem- 
porary employment needs of clients. Initially, they cater to chartered 


accountancy and law firms to meet 
seasonal manpower demand for 
accountants, lawyers and office staff. 
Retail, postal services, manufacturing 
and FMCG sectors also look at 
temps to meet their manpower 
requirements. 


mobile, banking companies moniasingly rely 
on temps to fulfill short-term labour 
Me... demand. Also, temping becomes a way to 


the US and Europe comprises temps. 


(R9) 2101-9 ZI 2MASISIOISE Temps seen as integral part of the 


workforce. IT companies use temps to meet demand for specific 
skills like SAP. Short business cycles further boost demand. Temps 
also move up the value chain, with high-end specialists and even 





CEOs being temps. Toyota in the US and Nissan in Japan hire temps 


extensively; Xerox UK turned around in early 1990s by temps. 


9101010 Mela fel eels Temping companies start operations in 
India. Over 50,000 temps employed in nearly 300 companies. The 
$20-billion Adecco acquires PeopleOne, an Indian start-up, in 
September 2004, while the $8-billion Vedior, 
acquires the Chennai-based Ma Foi Management 
Consultants. Temps are used extensively by busi- 
ness process outsourcing companies to keep 
costs low and curb attrition, and by MNCs to keep PENES" 
their headcount down. sh 


tailer employs temps for such tasks. 

Temps allow companies to have a flexible workforce across 
the world. If a financial analyst at New York goes on leave, the 
replacement could be found in real time at Gurgaon, Manila or 
Mexico City. Says lain Herbertsen, managing director (Asia-Pa- 
cific), Manpower, the $12-billion temporary staffing company: 
"The need for business efficiency is the reason for temping. 
Tomorrow's temps will be integrated with the global work- 
force, providing expertise across multiple geographies." 

Thatvision, though, isa couple of years away as temping is 
just beginning to be accepted as an avenue for mainstream 
hiring and not just part ofthe leftover labour market. In India, 
about 80 per cent ofthe temps have less than five years experi- 
ence and draw between Rs 7,000-Rs 12,000 a month. A few at 
the top could be drawing Rs 1.5 lakh-Rs 2 lakh a month. There 
are no precise estimates, but at an average of Rs 9,000 a 
month, the total temp workforce of 50,000 translates to 
Rs 450-crore worth of wage bills. 

‘Workers-in-flux’ will be in demand so long as market 
needs continue to be dynamic. The temping industry is also a 
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SÍ overcome stringent labour regulations in Eu- 
rope. About 3-5 per cent of the workforce in 








good test bed for those who aren't sure about their 
career. In the US, for instance, a lot of college grads 
join as temps to get a flavour of working in different 
industries before deciding on their career. Temping, 


| clearly, is here to stay. Experts predict that in the next 
| 15-20 years, around 20 per cent of the working pop- 


ulation would be temps. 
Temp companies work on two basic payment 
models: a percentage of the total earning of the 


- | temp, between 12-20 per cent; or a fixed sum per 


person per month in case the requirement is large, 
say, for over 100 temps. The payment covers the 
costs incurred by the temp company to hire, train 
and generate the employee payroll. The margins are 
anywhere between 6-25 per cent. 

Says Dhiren Shantilal, vice-president and man- 


aging director (Asia-Pacific), Kelly Services: “In the 
| next 10 years, about 15-20 per cent of the working 








population will be temps, up from 3-4 per cent at 


| present. The Indian market is just opening up. It is 


where Singapore was 10 years back — when largely 
entry-level professionals were temps. Today, in Sin- 
gapore, as also in Europe and the US, you have CEO- 
level temps as well." 


(A Tri-partite Deal 


Temporary jobs entail a three-way arrangement be- 


| tween employees looking for work, companies who 


do not want permanent staff on their rolls or have 
short-term projects, and the intermediary, that is, 
the company who has temps on its rolls. 

It works this way: if you are holding a once-in- 
four-year-event like the Olympics, or suddenly your 


| car sales have shot up after a good monsoon, you 


need to hire alot of people. But what do you do with 
them after the event is over or when the sales dip? In- 
stead of getting into the trouble of recruiting people 
and firing them after the work is done, you just have 
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to call up the temp-staffing companies. For the 
Athens Olympics, Manpower provided 38,000 man- 
hours of temporary labour to manage the games. 

In India, Manpower, Kelly Services, Adecco and 
Vedior have recently set up base. The $20-billion, 
Switzerland-based Adecco picked up a 67 per cent 
stake in PeopleOne Consulting in September 2004 
and the $8-billion, Netherlands-based Vedior picked 
up a 76 per cent stake in Ma Foi, the Chennai-based 
firm with around 10,000 temps on its rolls. 

Local start-ups, too, are catering to over 200 
clients. These include Chennai-based TeamLease, 
Bangalore-based JobStreet, Delhi-based Solutions 
Integrated Marketing Services, Kolkata-based Genius 
Consultants, and Mumbai-based. Lobo Interim 
Staffing. Their clients include DuPont, Cadbury's, 
Gillette, Colgate Palmolive, Nestle, Bharti Tele-Ven- 
tures, HDFC Bank, Progeon, TCS, Sify, Mother Dairy, 
and so on. 


Why Temps? 


As aconcept, temporary labour is not new. The secu- 
rity guard at your office could be an employee ofa se- 
curity agency outsourced to your firm. Chartered ac- 
countant and law firms have traditionally hired 
temps to meet seasonal demand — like at the time of 
filing tax returns. Even audio-visual companies and 
content developers have used temporary labour. 
That works fine as long as you are a small, mom- 
pop, city-centric outfit. But, if your company has a 
nationwide footprint, needs to keep down head- 
count, and yet meet short-term manpower require- 
ments, or needs very specialised skills, what do you 
do? That is where temp companies, with employee 
databases running into thousands and the ability to 
provide multiple skills like customer care, sales, IT 


Consultants 


WHO PROVIDES THE TEMPS 


Company About it 


Adecco 


Manpower 


Vedior 


Kelly 
Services 


INDIAN - PLAYERS 


TeamLease 


Integrated 
Marketing 
Services 


Genius 








Na. of temps in India 





helpdesk, data entry, consultancy, etc. come in. 
Temping also allows companies to test employees 
before they are hired permanently. 

Besides, there is no severance pay to be paid and compa- 
nies can control attrition by entering into service-level agree- 
ments (SLA) with the temp company. The SLA can spell out 
the replacement time, number of hours required and quality 
of manpower. 

For instance, Bharti Tele-Ventures expects its subscriber 
base to grow to 25 million by 2007, from about 9.5 million at 
present. To get new subscribers, it has temp teams chasing 
user groups like taxi drivers or shopkeepers. Once Bharti has 
achieved its targets, they will go backto the temp company. In 
atotal workforce of about 6,000, Bharti has about 800 temps in 
sales, marketing and customer-care functions. 

Or take Tellabs, a telecom major with expertise in deploy- 
ing optic fibre networks. It is currently engaged in deploying 


Sweta Rau, 30, is employed by Kelly Services 
and works as a senior technical consultant with 
Teradata, a division of the $6-billion NCR. She 
worked full-time with Wipro, IBM and ICICI 
Infotech before turning temp 





Note: in all, there are over 50 temping companies in india. Most of them have less than 500 
people on their roils. Temp firms service over 300 companies 


Source: BW Research 


and testing fibre for companies like Bharti Tele-ventures and 
Reliance Infocomm. While it needs permanent staff to oversee 
the network, the demand for professionals is high in the initial 
stages of the network roll-out. That's why it flew in Bruce Mor- 
rison as project director from Colombo. 

Morrison, 50, has been working as a temp for the last 12 
years, deploying telecom networks in Asia. He is employed by 
Adecco PeopleOne Consulting, and has to complete the pro- 
ject in 18 months. The task involves providing transmission 
equipment, managing the network and deploying signalling 
and amplification systems and software. 

He heads a team of 15, of whom 10, including himself, are 
temps. Such mixing of temps with permanent employees has 
another advantage. By the time the project is over, the five per- 
manent Tellabs employees would have learnt about the net- 
work, Says Morrison: “As temporary employees, the attitude 
in the team is to get the job done to the highest quality in the 
shortest time. I bring international experience to the project.” 

He landed in India on February 2004 and was on the job 
the same day. His accommodation, resident permit, work 
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Susmit Sil, 24, works for Corbus, a US-based IT 
company, in Noida. He is employed by Adecco 
PeopleOne and earns about Rs 20,000 a month 


permit, etc., were handled by Adecco. And yes, there was 
someone from the staffing company to receive him at the air- 
port. You can credit the pampering to Morrison's expertise. 

For most other temps, it could actually be a way to get into 
the job market.Says Nandita Gurgar, vice-president (HR), Pro- 
geon, the BPO arm of Infosys: “Many temps are from third- 
rung MBA institutes. Companies want to try them out before 
they hire them.” Progeon has about 100 temps among its 
3,000-strong workforce — in functions like data entry and IT 
helpdesk. The company employs temps for data entry be- 
cause it does not want to build deep skills in the area, and in 
the IT helpdesk because getting a permanent employee is 
tough, what with over 35 per cent attrition. 

Says Shantilal of Kelly Services: "In the BPO industry, attri- 


| tionis high while the challenge is to keep costs low. High attri- 


tion results in higher investments in recruitment and training. 
This is where a temp company can help. By signing up with a 
temp company, a BPO firm can have very low attrition, as they 
are outsourcing manpower requirements to the temp com- 
pany. I see BPO companies hiring 20-30 per cent temps to 
manage attrition and keep costs low." 

Progeon taps TeamLease and JobStreet for its temp re- 
quirements. The former recently offered temps to a beverage 
company to meet increase in sales, and support staff for a per- 
sonal care company for their nationwide roll-out. In BPO, 
TeamLease has TransWorks and Nipuna among its clients. 

As companies increasingly tie 
their manpower requirements to 
business cycles, expect temps to 
swell the ranks of the working pop- 
ulation. Says M.R. Surendra, CEO, 
Lobo Interim Staffing: "Companies 
will work with a cushion of another 
company taking care of their 
staffing needs." 


Temp World 


Temping has been around for about 
half-a-century. Take, for instance, 
Manpower. It was started in 1947 in 
the US by three lawyers who saw 
that work peaked and troughed at 
different times of the year — much 
like changing seasons pushing de- 
mand for winter or summer clothes. 
Till about the mid-1980s, temp 
companies catered to workforce re- 


Bruce Morrison, 50, is a 
telecom specialist and 
has been working as a 
temp for last 12 years. 


quirements in manufacturing, retail Prior to working with 
and the postal services sector. In the Tellabs in India, he worked 
US, the demand for temps was dri- in Sri Lanka. Specialist 
ven by business cycles; in Europe by temps like Morrison are 
| stiffregulations. much sought after in 
For instance, in Europe the so- industries like telecom, 


| 80 per cent of the basic pay while in 


cial costs of a full time employee are metals and oil exploration 
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the US it is 20-25 per cent. Social costs cover 
benefits for people laid off, medical cover, 
bonus and holiday pay. In France, companies 
cannot ask employees to work for more than 
35 hours a week. In Belgium, a laid-off worker 
is entitled to three years of wages. 

Says Richard Pinola, CEO, Right Manage- 
ment Consultants: “Governments see this as 
putting a cost on companies not promoting 
jobs. In Europe, the labour laws are so inflexi- 
ble that they can cause companies not to pro- 
mote full-time employment. On the brighter 
side, using temps, you have the right people at 
the right place at the right time.” With such 
stringent laws, it is easier for a temp company 
to ensure employment for workers, as it has 
multiple companies where it can send them. 

Also, in the West, temps are engaged in sev- 
eral types of jobs — from secretarial tasks to 
very high-end jobs. Take the Xerox, UK, facility. 
In the 1990s, it was on the brink of closure be- 
fore it turned around, employing temps. The 
BMW Mini was designed entirely by a team of 
temps. Toyota in the US and Nissan in Japan 
employ temps routinely. At the top end, temps can earn be- 
tween $500 and $1,500 a day. 

After the 1980s, there have been significant changes in the 
skill levels of temps — largely because the business cycles 
have become short. For instance, in IT, Y2K skills were in de- 
mand in 1998-99; 2000-01 saw ERP maintenance, testing and 
Java in demand; post-9/11, the demand for se- 
curity professionals increased; now, telecom 
skills for 3G work, .Net and Java are hot. Here, 
temp companies are in a better position to reg- 
ularly supply people trained in a particular skill. 
In fact, Manpower, Adecco and Vedior run over 
4,000 courses to update and re-skill employees. 

In some cases, technology is making jobs re- 
dundant. Tyre companies like Ceat, JK and MRF 
prefer to hire temps. Because the introduction 
of automated rubber compound mixers has 
made them unable to offer long-term careers to 
such professionals. Ajit Isaac, managing direc- 
tor (India & Middle East), Adecco PeopleOne, 
notes that 200,000 such jobs in India will disap- 
pear due to automation. 

In India, temping is still nascent with just 
half a lakh such employees making up the or- 
ganised workforce. In the West, about 3 per cent 
of the working population is made up of temps. 
Manpower and Kelly Services set up shop in In- 
dia in 2001 but have seen significant demand 
only this year. Others like TeamLease and Peo- 
pleOne have also seen their business zoom by 
over 100 per cent this year. 

The global temp companies are also using 
Indian talent to satisfy demand for temps over- 
seas. Recently, Kelly Services placed 10 bio- 
technologists and researchers from India in 
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Karan Ashok, 21, works as a customer support 
executive with Bose Corporation. He is 
employed by TeamLease. A Delhi University 
graduate, he earns about Rs 2 lakh a year 


companies in the US and Europe on one-year assignments. 
They draw $36,000-70,000 a year. 


Temping Pay-offs 


The reasons for employing temps vary from staffing time- 
bound projects — like Reliance Infocomm hiring temps for its 
Monsoon Hungama — to meeting the skill needs for which 
the company does not want to build competency. MindTree 
Consulting had 1,675 people on its rolls in September 2004, 50 
of them temps working in internal support operations like 
maintenance, finance, HR, and the testing division. 

Puneet Jaitley, general manager (people function), 
MindTree Consulting, sees temps as a way of meeting de- 
mand for skills that the company does not want to build, but 
for which clients have sent work. Most of them are with 1-3 
years of experience and about 10 per cent are with 3-6 years of 
work experience. Says Jaitley: “When a trough comes we 
would have to use them sub-optimally. Instead of getting into 
that situation, we hire temps. Also, since we cannot offer them 
a career path, it is best to have them as temps.” 

When Nestle chose to move out of its water business, it 
didn't have to bother about relocating its frontline sales team. 
They just went back to the temp company. And when Pepsi 
launched AquaFina, it did that through temp sales teams. 

Hiring temps also ensures that there is no attrition. If a 


| temp leaves before the stipulated period, the temp company 


immediately sends in a replacement. 

However, some companies do not see temps as an integral 
part of the workforce. TCS has over 40,000 employees, with 
about 400 temps among them. But the temps here are for 
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mundane tasks like maintenance and secretarial services. 
| Says S. Padmanabhan, vice-president (HR), TCS: "Technology 
_ is strategic to TCS. We will never hire temporary IT workers. 
. Though, for very specific requirements for which we do not 
have skills we depend on our partners like Tata Elxsi — for vir- 
tual image processing experts." 

That could change as almost 80 per cent of the temps to- 
day are entry-level employees and the supply of high-end 
temp manpower is not there. The growth and maturity of the 
market will be pushed by multinationals who are used to hir- 
ingtemps in their parent countries. 

MNCs have operations in high-cost locations and have to 
keep the headcount in check. For instance, an MNC at Nari- 
man Point in Mumbai could be investing Rs 25,000 a month 
onapermanent employee just for the infrastructure — mainly 
real estate costs, and also smart workstation, broadband, soft- 
ware and so on. Also, it will probably prefer to hire a graduate 


P 
2% 


Less than 
with a salary 
of Rs 1 lakh and 


above per month 


15% in engineering services, customer 


bouis mernetne with 2-6 years experience and 


s 10,000-Rs 30,06 


workforce. An IT major in India has 10,000 employees, out of | 


staffing company Solutions Integrated Marketing Services has 
15 clients, 14 of which are MNCs. 

Says Srikant Sastri, managing director, Goldie Inte- 
grated Marketing Services: ^A multinational can take about 12 
months to get a nod from its bosses to hire additional man- 
power. Any permanent hiring is built into their business plans 
and has to be fully explained. Also, additional manpower 
could impact overall productivity as viewed by Wall Street — 
revenue per employee will decrease, while temps are passed 
offon the balance sheet as consultancy services." 


The Bumps On The Road 


As temping grows in India, there are some legal issues (See 
next page). The most vexing is Section 25B of the Industrial 
Disputes Act, which says that an employee working for 240 


which only about 3,000 are on its permanent rolls. Temp- | 


from an IIT/IIM. That's why temps form a large part of their |. 
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days continuously can claim permanent employment. Man- 
power claims that companies directly employing temps 
(without an intermediary) have gotten around this by termi- 
nating jobs on the 239th day and having another temp on 
board. On theother hand, temps can walk out without serving 
any notice period. Executive Recruiters Association, the asso- 
ciation of human resources professionals, has been lobbying 
with the labour ministry to change laws that hamper the 
growth oftemping. 

Being a temp has its disadvantages, too. It is not always 
easy fora temp to get aloan or a credit card. And many temps 
would prefer to become permanent. Says Meenakshi Jain, 
sales manager with an FMCG company: "My temporary em- 
ployers make me feel like a regular employee. But when it 
comes to long-term loans or even a credit card, my applica- 
tion is turned down. Also, the job insecurity hangs on the 
head, particularly as I did not see myself ending up a temp." 

For Sanjay Kakkar, 26, a senior customer support engineer 
with Castrol India drawing Rs 23,000 a month, the experience 
has been different. He has been with Castrol (full-time with 
Lobo Interim Staffing) for the last four years, having joined as a 
trainee with a pay of Rs 10,000 a month. "My increments have 
been performance-based. I haven't had a problem in getting a 

credit card or a bike loan. Having worked here for four years, 

I am familiar with the oil and lubes industry and am confi- 

dent of getting another job. What I miss out on is the 
bonus which all permanent employees get," he says. 

Temp companies claim that employees are better 

treated as they get their provident fund, bonus, incre- 
ments — and are not discriminated against as might 
be the case with a casual worker. 

Not all companies deny temps their due. 
Says Jaitley of MindTree Consulting; "Once a 
temp is a part of oursystem, there is no dis- 
crimination. Recently, we completed 

five years and gave away a small me- 

mento, and even temps got it. There 
have been cases where temps have 
become permanent.” In fact, Progeon 
routinely looks out for temps who can be 
made permanent. Says Gurgar: “Temping 
has evolved over the last five years and people are proud of be- 
ing temps. There are temp consultants drawing Rs 18 lakh a 
year. I have come across some junior temps whom we wanted 
to make permanent, but they preferred their temp status, say- 
ing they are trying out companies and love the freedom." 

As the services industry matures, expect more companies 

to hire temps to meet manpower needs. While companies will 


have a core staff to devise strategy, whenever they want to im- 


plement plans or infuse new ideas, temps will be in demand; 
and will be disbanded when the project is over. A temp worker 
may also be more productive, what with their compensation 
tied to specific tasks completed in the allotted time. 

No longer would companies have to tolerate that perma- 
nent employee out for a date during office hours. Temp times 
have just started. a 






ww.businessworldindia.com ) 





| ACH time a a temping company signs up 








20 professionals, it has to obtain a li- 
_ cence from the state labour commis- 
8 sioner. A relic of the erstwhile licence- 
permit raj, companies find it an irritant for the 
industry growing at over 100. per cent a year. 
Most of them manage by greasing. the palms of 
the officials concerned. s 

That’s just one bottleneck that temp: com- 


| Problem | | 


anew client and provides it with at least | 
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THE LAW AND THE TEMPS 


e » Concept of Pricipal Employer: Sec 2(6), 7, of Contract TOM 
Regulation Act (CLRA) 


CLRA defines 'principal employer' as the entity where the temp is B 
working, and not the temping company 





e. Core, “perennial and andustiy se restrictions: Section 10 of CLRA. 


CLRA prohibits use of temporary workers if the work performed is core — ( 
. to the industry, or the process is of perennial nature | 


EA No clear definition of core and perennial work. 





temporary WORS as consultants 


e Contract duration: and location. restriction. Sec 10 of CLRA - 


This creates ambiguity as to who is responsible for the N. 
| TOMP S benefits. us to ponam n Consuung em | 





Md Companies enter into sham agreements and pass off ^ Ww | 


CLRA's bias against perennial work prohibits use of temporary staff for Cos 


more than 240 days. Any employee who has served for more than 240. 


days is assumed to have one year of continuous service under Sec 25 
C of the Industrial Disputes Act 





panies face. They point to the over-a-dozen ar- 
chaic labour laws that are hampering growth of 
business. The labour laws, formulated much 
before temping started, is also a reason why 
many companies do not want to reveal the 
number of temps they have on their rolls. Not - 
surprisingly the temps are passed off as consul- 
tants to avoid any legal wrangling. - 

That may not work for too long. Already about 50,000 pro- 
fessionals work as temps. Manpower Services India reckons 
that in mature employment markets 3-5 per cent of the work- 
force comprises temps. Thus, if India were a mature market, it 
would translate to 3.3 million-5.5 million temp workers. 
However, that might take a long time to happen. Manpower 
estimates that by 2013, India will have 1million-1.6 million 
contract employees in the field. Professional staffing compa- 


nies would account for nearly half of those employees on. 


their books. | | 

For temping to reach those numbers, the labour laws need 
to be revamped. The most vexed is Section 25B of the Indus- 
trial Disputes Act that states that if a person is employed for 
240 days, he is entitled to permanent employment. This is 
based on a 1978 judgment in the Bangalore Waterworks and 
Sewage vs A. Rajappan, an employee who was laid off. Notes 
Michael Dias, secretary, The Employers Association, Delhi: 
"this makes it difficult for companies to hire temporary staff. 
. To circumvent this, they terminate services before 240 days." 

Other Acts under which temp employees are covered in- 
clude Equal Remuneration Act, 1976, Payment of Bonus Act, 
1965 (for having worked 30 days or more, an employee is enti- 
tled to a bonus), Trade Union Act, 1926 (entitles temps to form 
aunion), Employee State Insurance and Provident Fund Acts 
and the Contract Labour Regulation Act (CLRA). 





There is also ambiguity on the question of the principal | 


Any contract for a duration longer than 240 days car- 
" ries the potential for claim of permanent employment 


with the principal employer. To avoid law suits, companies terminate 
temps before the period or hire temporary workers as short term con- 
sultants or enter into sham agreements with temp companies. 


employer of a temporary employee. While temping compa- 


nies insist that they are the principal employers, thelawrecog- ^ - 


nises the company where the temp is working as the principal 


employer. Unless this issue is clarified, the temp could Jose out . | 


on his benefits. Basically, the principal employer status entails 
a number of responsibilities on companies, like salary pay- 
ment, PE ESIC, minimum wages and ensuring good service 


conditions. By recognising the company as the principalem- — 
ployer, temps are caught between the permanentemployer |. 


(the temp company) and the place where they work, where 
their status is actually temporary. 

Says Manish Sabharwal, chairman, TeamLease Services: 
"With dual employer responsibility, there is blurred account- 
ability.” A temp can end up being no one's employee. 


Another ambiguity is in how core and perennial activities _ T * 


are defined. CLRA prohibits temporary labour in processes 
that are core to an industry and perennial in nature. This re- 
stricts temporary staffing in certain processes and companies, 
So, ONGC will not be able to hire temp IT or data entry work- 
ers and the International Airports Authority will not be able to 
run a call centre staffed with temps. 

Temp companies are also required to cough up a 10.2 per 
cent service tax. This, they argue, is unfair as they are being 


clubbed with other services like, say, a recruitmentagency.Itis - 


time the laws acknowledged the reality of temping. wi 
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HEMANT MISHRA 


MPLOYMENT in some 
industries, mainly in 
the services sector, will 
pick up in the next few 
months, ending the 
trend of falling employ- 
ment in India’s organ- 


ised sector. This is the finding of the first 
TeamLease-Gallup Employment Out- 
look report, which surveyed 453 com- 
panies across the top seven metros — 
Mumbai, Delhi, Kolkata, Chennai, Ban- 
galore, Hyderabad and Pune. 

TeamLease is an HR consultancy 
and Gallup is an international research 
agency. The survey was conducted in 
October 2004, and will be carried out 
every six months from now on to track 
the employment outlook of the major 
industries in the country. 

Despite the enormous growth in in- 
dustrial and services sector output in 
the organised sector (where production 


Companies across India expect to hire more in the 
next six months, finds the first TeamLease-Gallup 


Employment Outlook report 
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Manufacturing firms plan to hire this 
year, ending last year’s job cuts 


is carried out by large firms), employ- 
ment in the sector has been stagnant 
over the past few years. “Over the years, 
the share of organised sector employ- 
ment has been shrinking and that of the 
unorganised sector increasing,” points 
out Alakh Sharma, a labour economist 
with the Institute of Human Develop- 
ment, in a research paper written last 
year. (Sharma is not associated with the 
TeamLease-Gallup survey). According 
to the estimates provided by the director 
general of employment and training, or- 
ganised sector employment saw an ab- 
solute decline of 9.1 lakh during the pe- 
riod March 1997 to March 2002; more 
than half of it in the manufacturing sec- 
tor. During the single financial year of 
2001-02, organised sector employment 
declined by 4.2 lakh. . 

Unorganised sector employment, 
on the other hand, has shown consis- 
tently higher growth than that of the or- 
ganised sector. “The share of the unor- 
ganised sector employment (where job 
security and wages and conditions of 
work are far below that of the organised 
sector), which was estimated to be arou- 
nd 93 per cent earlier, should therefore 
have gone up and may further increase 
over the coming years,” says Sharma. 

Some 56 per cent of the companies 
polled by the Gallup-TeamLease survey 
were manufacturing companies; IT and 
IT-enabled service (ITES) companies 
accounted for 9 per cent of the sample, 
while financial services companies con- 
stituted 6 per cent. 

According to the survey, around 48 
per cent of the companies expect an in- 
crease in their hiring. A similar propor- 
tion say they expect no change in their 
hiring needs. Only a mere 3 per cent of 
the surveyed companies expect a de- 
crease in their hiring needs over the next 
six months. Close to 70 per cent of the 
respondents say they expect an increase 
in their business over the next six 
months. And as expected, companies in 
the IT and ITES industries continue to 
be extremely bullish when it comes to 
employment. The other sector hugely 
bullish for hiring is financial services. As 
compared to April, when the index was 
first calculated, IT and ITES companies 
expect to see employment rising by 57 


Metti Hrs nam nite nr bee meint eee delen plene terti rt mat e qms Reb ent ttd RSS be Pn esent Ser nay I rio eter tier mpeg etes t d t —————— PX Hee get 
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per cent, while financial ser- 
vices sector companies ex- 
pect employment to rise by 
79 per cent. 

Large companies, with 
over a 1,000 employees, are 
the most bullish, with over 73 
per cent of such companies 
expecting an increase in hir- 
ing. Medium-sized compa- 
nies, with between 100 and 
1,000 employees, are less 
bullish, with just over halfthe 
companies in each category 
expecting to hire more peo- 
ple in the next six months. 
In comparison, only 39 per 
cent of companies with less 
than 100 employees expect 
to hire more people over the 
next six months. 

Companies from Delhi, 
Pune and Hyderabad are the 
most optimistic when it 
comes to business outlook in the near 
future, with over 80 per cent of them ex- 
pecting an increase in the next six 
months. Chennai, too, is hugely posi- 
tive, with 75 per cent of companies ex- 
pecting a rise in business outlook. That 
broadly corresponds to their outlook on 
employment, with 67 per cent of com- 


NAMAS BHOJANI 


panies in Delhi and 62 per cent of com- | 
panies in Hyderabad expecting an in- | 
crease in hiring. Kolkata comes third, | 


with 62 per cent of companies in that 
city expecting an increase in hiring. 
“What's interesting about the survey 
is what seems to be a regional shift away 
from companies in Bangalore (with 
business outlook at the lowest, at 70 per 
cent) and towards cities like Hyderabad 
and Chennai,” says Ashok Reddy, man- 
aging director of TeamLease. “Both Ban- 
galore and Mumbai are positive in terms 





of employment outlook only because of 
financial services and IT services." 

“While it's not the intention of the in- 
dex to pinpoint the reasons for such 
shifts, in Bangalore we've been having a 
big hue and cry over the deterioration of 
infrastructure in the city. In contrast, in 
cities like Hyderabad, despite a change 
in the government, the business out- 
look seems unaffected." 

And in what hopefully points to- 
wards a turnaround in the declining 
trend of employment in the manufac- 
turing sector, 96 per cent of companies 
in that sector expect hiring to either in- 
crease or stay the same over the next six 
months. "There is space for cautious op- 
timism when it comes to manufactur- 
ing," says Reddy. "The desire to reduce 
staff seems to have fallen. The feedback 


we have from manufacturing compa- | 








IT and ITES companies see employment rising by 57 per cent in 2005 


nies is that the desire to ramp down in 
employment terms is no longer there." 

However, he points out that this 
could also just reflect a bias in the data, 
given that the sample is limited to the 
large metros, and many ofthe manufac- 
turing companies who have reduced 
employment the most in recent years 
are located outside these cities. 

Another pointto note hereis that the 
findings of the survey do not mean the 
larger problem of unemployment fac- 
ing the nation is about to go away. This is 
because the organised sector currently 
employs barely 7 per cent of the total 
workforce and the number of unem- 
ployed people is a staggering 26.5 mil- 
lion, according to the National Sample 
Survey's study conducted in 2000. 





Avinash Celestine 











*Source: comScore Media Metrix 
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The author is with | 
CyberMedia and 

edits Living Digital. You 

can email her at 
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I'm 
unable to 
linger over 
the glossy 
features 
of a cool 
gadget 

or look 
ahead to 
a new 
techno- 


logy 


mala bhargav 


A time to stop 
and think 











NYTHING that I ever write about 
in this column has been rendered 
completely inconsequential by 
the horrific catastrophe that 
ended 2004 and started the new 
year. Try as I might, I’m unable to linger over the 
glossy features of a cool gadget or look ahead to 
anew technology that will make our lives easier 
and more exciting. Not when the lives of so 
many thousands have been abruptly snuffed 
out or changed irrevocably in ways I can't even 
begin to imagine, sitting cozily with my laptop. 

Being the sort of person who jumps in fright 
into a cupboard at the first sign of an everyday 
garden variety thunderstorm, the sort who 
feels life is unjust if the power goes off leaving 
me without my heater or popcorn in the mi- 
crowave, I feel incredibly ashamed to be con- 
tinuing to live my life in comfort. 

As I write this, a week after the tsunami hit 
Asia, the dead are still being counted and 
hastily buried without ceremony, children are 
still looking around in bewilderment for the 
comforting safety of their parents' cuddles, and 
people are still in shock over how their lives 
were just swept away in a matter of minutes. 

I could, of course, write about how it all 
would have been so much more difficult with- 
out technology. How, in some cases, cellphones 
helped people get in touch with each other. A 
family I know of in Sri Lanka were waiting for a 
boat to take them to Colombo when the waves 
hit. They were stranded on the roof of a build- 
ing. Somehow, one oftheir mobiles worked and 
they were able to get in touch with others. | 
could write about how the Internet helped 
some people find their loved ones. On hun- 
dreds of websites were messages like: Missing: 
Christina Blomee in Khao Lak, or simply 
‘Where are you?' Since 26 December, families 
and friends have sought information any way 
they could online — launching websites, post- 
ing pictures and sending text messages — 
about the thousands of people missing. 

OrI could talk about the failure of technol- 














ogy in helping to save lives, or even make things 
easier in the aftermath. It's true: a few phone 
calls and shouting out from rickety old loud- 
speakers could have made some difference! 
Great going for a country that prides itself as a 
software superpower. For a month we'll make a 
big noise over tsunami warning systems — and 
then drift back into sleepy complacence. 

But as I said, anything to do with everyday 
life seems so much flotsam at the moment. For 
the past week, I've had the news on all day. Or 
else I've been on the Internet, trying to get, in 
some way, closer to what happened. At work, 
some colleagues gave me video footage of the 
killer waves as they hit Sri Lanka, Indonesia and 
Phuket. It's difficult to understand why anyone 
would want to see and replay films of people 
helplessly being swept away like matchsticks, 
with the force of an entire ocean pushing them 
into walls and trees and mud. It doesn't seem 
right to be in a position to just watch. And yet, it 
Occurs to me that it's exactly this sort of thing 
that has touched so much of the world's con- 
sciousness — and conscience, leading people 
to give what they can, to help. 

Hundreds of websites have helped channel 
funds to contribute to aid. l've also read 
through with intense absorption, numerous 
blogs and discussion forums where people 
from all over the world have shared first-hand 
accounts, or otherwise talked about their feel- 
ings and thoughts, fought furiously, or dis- 
cussed threadbare various theories and myths. 

At one blog, someone wondered whether 
the earthquake was perhaps not because of the 
Iraq war and the resultant damage to the 
“bones of the earth". Also in blogsphere, politi- 
cal rivals flamed and blamed each other for 
everything. There's even an ugly email hoax 
cruelly sent by a middle-aged man to friends 
and relatives of people missing after the 
tsunami, telling them they were dead. Yes, 
through hours of reading, I came across both 
the upsetting and heartwarming. But in either 
case, it's a time to stop and think. ii 
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intervening period. 

There were some top management 
changes last December. Founder-chair- 
man and CEO Kumar Mahadeva retired. 
Lakshmi Narayanan moved from the 
role of the COO to the slot of CEO and 
president. John Klein, an independent 
director, took charge as the non-execu- 
tive chairman. And Francisco D’Souza 
moved in to the COO’s slot. However, 
even as this reshuffle was taking place, a 
more profound change was happening 
in the marketplace. 

In April 2003, the company was in 
the cusp. It had differentiated itself from 
the rest of the second-rung players; but 
it had not yet made it to Tier One. Today, 
many believe that Cognizant has just 
about made it to the big league. In a re- 
cent Morgan Stanley survey of 225 of the 
Fortune 1,000 CIOs, Cognizant was 
rated on par with other top Indian IT 
vendors including Infosys, Wipro and 
TCS. And analysts expect to see Cog- 
nizant reach $1 billion in revenues and 
almost 25,000 employees in 2006. Inci- 


Cognizant is betting on CEO and 
president Lakshmi Narayanan to 
take it past the $1-billion- 
revenue mark 


ATE last year, Nasdaq, the | 


largest screen-based secu- 
rities market in the US, 


was hunting for a new | 
company to be added to | 


the popular Nasdaq-100 
Index. Peoplesoft, which was part of the 
index, was to be merged with Oracle 


Corporation. So a replacement had to | 


be found. 
After a rigorous search, Nasdaq offi- 


cials zoomed in on Cognizant Technol- | 
ogy Solutions. Some were surprised that | 


Cognizant (market cap: $5.3 billion) 
made it to the Nasdaq-100, ahead of 





R.A. CHANDROO 


S 


(market cap: $18.5 billion.) 

But the move underlines Cog- 
nizant's growing prominence. It has 
been one of the best performing IT 


stocks on the Nasdaq. On 29 December, | 


the day it joined the Nasdaq-100, it 
closed at $42.20 — exactly double its 
value seven months ago. 

When Businessworld last featured 
Cognizant Technology Solutions (See 
Another Infosys?’, BW, 13 April 2003), it 
was a $229-million company. Now, it 
has $581 million in revenues — that's 
the management's revenue guidance 
for the year ending December 2004. 


heavyweights like Infosys Technologies | Obviously, a lot has happened in the 
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dentally, that’s how big Infosys is today. 
There is a lot of activity fuelling that 
growth — Cognizant has expanded into 
four new business lines, hired over 5,000 
people this year, acquired three compa- 


| nies, doubled its client base to over 200, 


and scaled up its investment plan from 
$42 million to $72 million. This will be 
used to set up development centres in 
India to house 9,000 engineers. But the 
question is: how well can Cognizant 
manage all this growth? The answer will 
decide if it can indeed hold its own in 
the top tier. 


E are a company facing the 
challenge of going from adoles- 
cence to adulthood," says 35-year-old 
D'Souza. Managing growth and scale 
was one of the first issues that he had to 


| grapple with soon after he took over. As 











he wrestled with the problem, he re- 
alised that he had to find the answers to 
three key questions: “How do we pre- 
pare to compete in a different league? 
How do we tackle the market as a Tier 
One player? How do we gear up for im- 
mense scale?" 

There is no rhetoric in those ques- 
tions. They merely reflect the new set of 
challenges the company now faces. In 
its first decade, Cognizant played with a 
clear game plan to get to the $500-mil- 
lion revenue mark. It did only a few 
things; but did them well. First, it 
focused purely on application develop- 
ment and maintenance, steering clear 
of everything else. Several areas like en- 
gineering services, R&D services, tele- 
com software, embedded systems and 


even the first wave of ERP were stud- 


iedly ignored. In contrast, its peers like 
Infosys, Wipro and TCS derive a sub- 
stantial portion of their revenues froin 
these areas. 

Second, it also aimed its energies on 
a small number of clients. Cognizant's 
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client-base is less than half that of other 
comparable companies. For example, 


HCL Technologies (a slightly larger 


company) has about 480 clients com- 
pared to Cognizant's 200-odd. One rea- 
son for this approach is Cognizant's 
unique heritage as a US-based, but In- 
dia-centric company. 

It was founded in the US in 1974 as 
theIT development subsidiary of Dun & 
Bradstreet Corporation. A bunch of en- 
trepreneurial-minded employees led by 
Kumar Mahadeva made a case for the 
company to be completely indepen- 
dent from its parent. Soon it became a 
74:26 joint venture with Satyam Com- 
puter Services. (Satyam exited the com- 
pany before its US IPO in 1998). Because 
it was founded in the US, its entire top 
management and a bulk of its sales and 
marketing team and relationship man- 





agers have always been based there. It 
used this proximity with the clients to 
build really close relationships. In a 2003 
report, research firm Giga Information 
Group observed that Cognizant's cus- 
tomer relationships skills are better 
than that of other top-tier firms. 

These two simple but unchangeable 
rules have brought Cognizant half way 
to the $1-billion revenue mark. But 
these rules may have to change some- 
what to bring in the second half of the 
billion dollars. It is time for the company 
to move beyond its comfort zone. 

OW do we change the perception 
customers have of Cognizant? 


: They know us as a company that pro- 


vides a great relationship, a very respon- 
sive bunch of people, etc. But what is the 
new expectation that we want them to 
have?" asks Narayanan. "When a client 


has a new challenge he can't solve, that's 
when I want them to think of us. That's E 


when I want them to 
call me, and not just 


because they are comfort- 
able working with us,” he - 
answers, 

This line of thinking led to the birth 
ofthe Advanced Solutions Group (ASQ). 
The objective was to build capability to 
deliver the most complex solutions. 
This group was given the mandate to 
seek out extremely challenging work in 
the technology space — like Agile De- 
velopment, for example. 

As its name indicates, Agile Devel- 
opment processes enable software 
companies to complete and deliver 
projects in double-quick time. Compa- 
nies that want to develop something 
quick to beat competition, or replace 
an existing system with minimum 
downtime ask their IT vendors to take 
to Agile Development. And Agile Devel- | 
opment done offshore adds cost sav- 
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ings to the time advantage. But the 
problem, according to a recent For- 
rester Research report, is that Agile 
techniques contradict the internal soft- 
ware engineering practices that have 
made Indian vendors successful. “Most 
pure-play Indian vendors view Agile 
Development methodologies as the an- ` 
tithesis of the right way to develop soft- 
ware. They are not structured enough 
and require too much client interac- 
tion," says the report. But that hasn't 
held Cognizant back. 

It recently completed an Agile 
Development. project for one of the 
world's largest online auction compa- 
nies, The company wanted to rebuild its 
auction site. It wanted to dump the 













Cognizant 
Is no longer 


Just another 


contender. It 
has broken 
into Tier One. 
What's next? 
. By M. Anand 








depth 


legacy C++ based architecture to J2EE. | nizant added four new, but related, 
This had to be done quickly, economi- | business lines — systems integration 
(including ERP data warehousing, etc.), | 


cally and without any down time. After 
all, billions of dollars worth of business 
was being transacted on the site. 





Cognizant broke the task into 24 in- | 


dividual projects. The entire project was 
completed over 15 delivery cycles span- 
ning 16 months. Cognizant delivered 
one module every two to three weeks at 


a rate of about 50,000 to 60,000 lines of | 


code for every module. 
Narayanan believes such engage- 
ments will help Cognizant establish 


business and technology consulting 
and ASG, infrastructure outsourcing 


and vertical BPO. That is also why it | 


recently made three small acquisitions 
— Ygyan Consulting, Infopulse, ACES 
International — mostly in the areas 
mentioned above. 


These four areas are adjacent to ap- | 


| plication development. The company 


technology leadership in the applica- | 
tion development space. He is getting | clients. It has already hired over 3,800 | 


Chairman John Klein and the 
Cognizant board have barred 
major acquisitions — to 
protect the company’s culture 


continues to stay out of unrelated areas 
like engineering services, even though 





| 


| 
| 


there are occasional requests from | 





there. Today, clients are beginning to | people for these businesses. This year, | 


look at Cognizant in a fundamentally 


different way. About 15 per cent of | 
clients hand out contracts based on | 
business goals, not on the basis of ser- | 


vice-level agreements. 
“The key difference is that we are not 
interacting with the technology people, 


20 per cent of Cognizant's expected $581 
million revenues, or roughly $116 mil- 
lion, is likely to come from these new 
lines. That could grow to about a third of 


| its revenues in 12 -18 months. 


but we are dealing with the business | 


managers,” says Narayanan. But simply 
enhancing the quality of its offering is 
not enough. Narayanan realises that he 
has to expand the range of offerings too. 
As a Forrester Research report argues: 
“clients are encouraging their vendors 
to provide additional services.” 

That’s one of the reasons why Cog- 


Among the four areas, not much 
progress has been made on the BPO 
front, though. Raju Bhatnagar, the for- 
mer vice-president of eFunds, joined 
Cognizant to head the BPO initiative, 
but quit soon after as not much progress 
was made. However, Narayanan de- 
fends the slow progress: “We never 
wanted to get into the low-end BPO. It is 
high-end vertical BPO that we want to 
be in. And the market for such services 
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hasn't evolved yet. We may be slow. But 
at least, we haven't done anything silly 
that we may regret later." 

Time, however, will be the true judge 
of that decision. The BPO businesses of 
most other peers are well underway and 
there is a possibility that Cognizant 
could be left behind. 


OHN Klein, the 62-year old chairman 
ibe Cognizant, is not new to India. In 
the late- 1980s, as a senior IBM manager, 
he had used the services of Indian firms 
in large on-site and offshore projects. 
Neither is he new to running large soft- 
ware organisations. During his stint in 
IBM, Klein was responsible for a 
team of 1,000 software 
developers. 

It was quite a coincidence 
then that when Klein joined the 
board of Cognizant, it too was a 
1,000-employee company. That 
was in 1998, a few months before 
Cognizant went public in the US. 
Today, Cognizant has 15,000 em- 
ployees. 

“The fact that the manage- 
ment has been able to scale the 
organisation so much in a short 
period of time is unusual. Not 
many firms have done this,” ob- 
serves Klein. His job has been to 
temper and balance that growth. 

Sometime in 2001, as the 
Cognizant management was 
preparing for the next round of 
growth, Klein and the board 
stepped in to draw up some 
ground rules. At the time, the 
management was considering 
several acquisition possibilities. 
But the board ruled out large acquisi- 
tions as a policy. 

“It was the board's conviction that 
the culture within the company was so 
fundamental to how we did business 


NAMAS BHOJANI 


| that making major acquisitions might 


be disruptive," recollects Klein. Only 
small, niche acquisitions were allowed. 


| Several acquisition opportunities that 


seemed good had to be turned down. 
That, Klein considers, was the 
toughest decision for the board. In most 
other areas though, the board has 
backed the management. He sums it up 
in one sentence: "The board is comfort- 
able with this unusual growth. We are 
doing nothing to throttle that back." 
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GPW Ajit Kapadia is vice- 


chairman, and KN. Naik 
is director for the Centre 
For Fuel Studies And 


— Research in Baroda. 


Going 
the mega 
power 
project 
route 
might 
not be 
the best 
way to 
utilise 
the 
natural 
gas being 
discov- — 
ered 
today 


ECENTLY there have been a spate 
of announcements by Reliance, 
IIFCO, ONGC, NTPC and others 
announcing that they are setting 
up gas-based mega power projects 
of sizes ranging from 1,000MW to 3,500MW. 





The government plans to add 100,000MW elec- - 
tricity generating capacity during the Tenth - 


and Eleventh Plan periods. As per the govern- 
ment's announced policy, incentives like infra- 
structure project status are available to in- 
vestors to help them attract funds forthe sector. 
We would like to question the logic of gas- 


we work on the principles of total energy effi- 
ciency, a very different solution — distributed 


generation — would suggest itself. 


To optimise capital investment in the en- 


cost per use, the concept of total energy effi- 
ciency (TEE) is important. In fact, it is the con- 
cept that the country's planners should follow. 

The concept of energy efficiency is often 
mistakenly applied only to the efficiency ofa 





Capital cost (figures in Rscn 


Assumptions: 
| Capital cost: 
T&D losses: 

— Fuel consumption: C. generation - CCP: 210 NM3/MWHR 
D. generation - CCHP: 105 NM3/MWHR 


— di: tributed 


based mega power projects. We believe that if 


ergy sector as a whole, and to minimise energy - 


Centralised generation Rs 4 crore/MW 
Centralised generation 20% 





specific equipment/ gadget, such as a boiler, 
furnace or turbine. A truer measurement of en- 
ergy efficiency takes into account all of the en- 
ergy used or lost in the production, processing 
and delivery steps involved in supplying energy 
to run factories, businesses, homes and vehi- 
cles. It also takes into account the efficiency of 
the energy-using equipment/gadget itself. This 


‘is the concept of TEE. 


The difference TEE makes can be illustrated 
by considering the example of the household 
water heater. An electric water heater may be 
considered ‘90 per cent energy efficient. In re- 


ality, however, only about 27 per cent of the en- 


ergy contained in the coal, oil, natural gas or 
uranium, used to generate the electricity that 
runs the water heater, actually reaches the 


|. equipment in a useful form. In other words, 


about 73 per cent of the energy is ‘lost,’ mostly 


-in the process of making the electricity and de- 


livering it at the doorstep of the customer. 
Now consider another example. If natural 


| gas is delivered to consumers with a total en- 
ergy efficiency of roughly 90 per cent and if 


Centralised psnscaon Distributed generation Distributed generation 
CCP2500 MW 


CCHP2100 MW with CCP2100 MW 


Distributed generation Rs 5 crore/MW 

Distributed generation 5% 

D. generation- CCP: 210 NM3/MWHR 
MWHR= Mega watt hour 





BUSINESSWORLD 52 17 JANUARY 2004 


equipment and gadgets directly using natural 
gas are used with CHP (combined heating and 
power) or CCHP (combined cooling, heating 
and power) technology, the TEE will be far 
higher, leading to much lower green house gas 
(GHG) emissions per unit of energy usage. 

The real economic use of natural gas will be 
achieved when it is popularly used in place of 
electricity in equipment and gadgets in indus- 
try, commercial installations and homes. With 
technological development and availability of 
gadgets using natural gas, now is the time to 
turn the clock back by going back to equipment 
and gadgets that run on natural gas — a pri- 
mary energy which is clean and as convenient 
as electricity. Among all primary energy sour- 
ces, natural gas alone has the versatility to be 
directly used in a number of applications, re- 
placing electricity without loss of convenience, 
efficiency and safety. 

To achieve the above objectives, the energy 


planners need to ensure that India has suffi- 


cient quantity of natural gas (indigenous orim- 
ported), and that the transmission and distrib- 
ution network spreads all over the countryside. 
Like the gas transmission network, a trans- 
mission and distribution (T&D) network for 
electricity is equally capital intensive. India has 
a poor track record because ofits very high T&D 
losses. Despite continuing efforts like the 
APDRP programme for improving the situa- 


tion, the T&D losses are not likely to come 
down dramatically. 

Looking at the widespread deficit of elec- 
tricity supply compared to demand, it would be 
worthwhile to consider whether we should du- 
plicate energy transmission infrastructure all 
over the country by making one gas pipeline 
network and electricity T&D network. In fact, 
instead of thinking of gas-based mega power 
projects which will be prone to a lot of T&D 
losses before the generated power could actu- 
ally reach the consumer, it would be prudent to 
set up a widespread gas T&D network and set 
up a number of localised small and medium 
size power plants. It is important to consider 
the cost of power delivered rather than gen- 
erated. Generation plus T&D cost should be 
seen together. When seen from this perspec- 
tive, the fallacy of the ‘economy of scale’ argu- 
ment in favour of mega power projects is obvi- 
ous. A sample calculation was carried out to 
compare the economics of centralised mega 
power plants versus distributed generation 
(see ‘Central vs Distributed’). | 


When gas T&D infrastructure spreads, it will: 


have a synergetic effect on the growth of the gas 
sector. The network, while feeding the power 
plants, would also be able to serve other sec- 


tors, which have till now remained virtually un- 


touched for want of sufficient gas quantities 
anda majang T&D network. m 
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Much 
electricity 
for 
everyday 
gadgets is 
lost  — 
while 
making it 
and 
delivering 
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HINK rail, use buses. This ap- 
pears to be the perfect solution 
for India’s overcrowded cities 
seeking cheaper and more effi- 
cient public transport systems. 
What it entails is a bus system 





that operates like a suburban rail line | 


service, by combining intelligent trans- 
port systems technology with dedicated 


transit ways which calls for specialised | 


stations. Although the buses themselves 
will not be ‘high capacity’, the whole sys- 
tem works as a high-capacity option 
through automated fare collection and 
rapid disgorging of passengers. 

Does this combination of two differ- 
ent systems sound like a futuristic idea? 


Not so. In Delhi, the high capacity bus | 


system (HCBS), or Bus Rapid Transit, as 
the system is known, is all set to roll later 


this year. The government is in the pro- | 








cess of awarding the contract, and work 
on the first corridorof an ambitious 130- 


km first phase is expected to start by | 
February. The entire phase is scheduled | 


to be ready before the Commonwealth 
Games in 2010. 


The major advantage of a HCBS is | 


that it is a decidedly cheaper option. 
While the (elevated) metro costs an as- 
tronomical Rs 100 crore/km to cons- 


| truct, the bus system works out to just Rs 


6 crore-10 crore/km. The special buses 
are available for about Rs 35 lakh. The 


cost of travel is also considerably lower | 


at Re 1/km. Besides, it is a quieter and 
people-friendlier system on the road. 
Here is how the system works. Artic- 


ulated buses operate on exclusive bus- | 


ways, using one or two lanes in each di- 
rection. These lanes can run in the 
middle of the road or along the service 
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roads. Passengers can buy tickets only at 
the station— not on the bus. The station 
is the critical element. When the bus ar- 
rives, its two doors open simultaneously 
with those of the station, and a hundred 
passengers can walkin and out. The bus 
floor is at the same level as the station, 
making the inflows and outflows faster. 
This is not a venture into the un- 


| known. It is a proven system that chan- 


ged the face of Bogota, the capital of 
Colombia, from a hopelessly congested 
city of 7 million to a model transport 
system. And it is all the idea of Enrique 
Penalosa, who was its mayor from 1998 
to 2001. His model is people-centred. It 
restricts the use of private cars, and gives 
priority to children and public spaces. 
Hundreds ofkilometres of sidewalks, bi- 
cycle paths and pedestrian streets were 
built to give space to the HCBS — and 
people. The transforma- 
tion of Bogota was com- 
pleted in three years flat. 

"Building more roads 
and flyovers is not the way 


The Road Ahead: 
The TransMilenio' 
HCBS in Bogota, 
Colombia 


PR MW A Pdl e aevo tease aso Py nes ae Sdn y Ae A SPA Pads v Ma e RR aepo Pl qe oett etr BP WP ear rre e n TI He sen e o SATA PSI — 


to build Indian urban infrastructure," 
says the internationally-honoured Pen- 
alosa who was in India to convince ur- 
ban and transport planners, infrastruc- 
ture developers and citizen groups to 
adopt his model. His point is simple: 
more roads and flyovers might ease traf- 
fic congestion, but breed more cars and 
result in greater congestion in the future. 
"Every city has to decide what it wants to 
looklike. We chose to build a city for peo- 
ple, not for automobiles," he says. 

The HCBS does make a city move 
faster — and not just Bogota. There is 
also Curitiba in Brazil. Long before Pe- 
nalosa began changing the face of his 
city, Curitiba had rejected the metro and 
the light rail system because they were 
too expensive. Instead, it decided, in 
1975, to spruce up its bus system and 
design it on the lines ofa surface rail sys- 
tem with exclusive right of way and ele- 
vated platforms. HCBS, in fact, has its 
origins in Curitiba. Its integrated trans- 
port network has 72 km of exclusive bus 
lanes, 2,000 buses and 233 'tube sta- 
tions where passengers paythe fare and 


A bus service that 
operates like a 
Suburban rail 
system. It's been a 
huge success story 
in the Colombian 
capital. Can it work 
in India as well? 

By Supriya Kurane 





board buses via ramps. The transport | 
services are differentiated by function 
and colour, and differently coloured 
buses provide each type of service. 

. India was all set to emulate Curitiba 
in 1997, and could have made Bogota a 
latecomer. A group of professors from 
IIT Delhi, studying road transport sys- 
tems, approached the Delhi govern- 
ment with a proposal to try out high ca- 
pacity buses. But the city had just given 
the go-ahead for the metro, and was not 
interested in a bus-based system. There 
was also scepticism if it would work in 
Indian cities, replete with narrow roads, 
footpaths occupied by hawkers, and 
pedestrians ambling on the roads. 

There have been other attempts. In 
1999, Bangalore decided on a HCBS, ba- 
sed on a feasibility study by the Swedish 
International Development Co-opera- 
tion Agency. But the idea was inexplica- 
bly scrapped and replaced with a plan 
for an overhead metro system. — 

“Often Third World upper classes 
oppose bus-systems because they 
would rather use the road space for their 
cars. Generally, they prefer subways and 
metros... because they imagine that by 


putting the poor underground, traffic - 


problems will go away. When rail sys- 


tems are chosen in Third World cities, 


limited funds permit building only a 
couple of lines and that serves not more 
than 15 per cent of daily trips,” says Pe- 
nalosa, who himself scrapped proposals 
for a light rail transit system (LRTS) and 
a metro before implementing HCBS. 

In Bogota, the 100-km-long network 
manages to transport 35,000 people per 
hour per direction, which is more than 
what rail systems in that area can man- 
age. TransMilenio, the HCBS of Bogota, 
is rather sophisticated and uses 165 pas- 


Moo 


* high capacity bus system; **for a 19-km corridor, ***for each phase; “for 20-30 km; #in people per hour per direction 
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senger buses on a contractual agree- 
ment with private operators. These run 
in the middle of avenues and not on the 
sides, so that vehicles entering and exit- 
ing driveways, or delivery vehicles, don't 
become obstacles. This needs just one 
station, instead of one in each direction. 

In India though, most civic authori- 
ties are still caught up in the debate over 


what is a superior system — suburban 


trains, metro, LRTS or Skybus. Delhi ap- 


pears to be more willing to experiment. ^ 


The government has sanctioned Rs 33 
crore for the first 6 km, and the remai- 
ning Rs 60 crore to complete the 19-km 
corridor will be sanctioned by next week. . 
To start with, it would have to re- 
design existing roads along the propo- 
sed HCBS corridor to have dedicated 
bus lanes, install intelligent signalling 
systems and build bus shelters. The ba- 
sic changes required include provision 
ofa segregated lane for slow-moving ve- 
hicles in addition to service roads. Then, 
at least one lane can be reserved for 
buses, while the other two can be for 
cars, scooters and other motor vehicles. 
But this still leaves the critical ques- 
tions of buses. When the Delhi govern- 
ment invited bids a year and a half ago, 
only Telco qualified. It has designed six 
high capacity buses for Delhi, complete 
with low floors, wide automatic doors 
and more standing space for passen- 
gers. In the next three years, the trans- 
port department of Delhi plans to re- 
place its bus fleet with these buses. 
While Delhi is the first city to actually 
implement a HCBS, Mumbai which is 
currently going full throttle with the 
World Bank-funded Mumbai Urban 
Transport Project and Mumbai Urban 
Infrastructure Project, is also giving the 
system a serious thought. Last week, PL. 
Bongirwar, adviser to IDFC, made a pre- 
sentation to the Mumbai Metropolitan 
Regional Development Authority on us- 
ing the HCBS to connect Mumbai' east- 
west corridors. But there are reservations 
on whether such a system will work in 
Mumbai with its high passenger density. 
While Mumbai dithers over the is- 
sue, other Asian cities have gone right 
ahead with the HCBS. Kunming is the 
first of 20 cities in China to have it, while 
Jakarta got its first 20-km lane last year. 


. Taipei boasts a network of more than 


100 km. Delhi will join the select band 
with 19 km, hopefully, byend-2005. 8i 
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ruary 2005, the 
UTI Towers in 
Bandra Kurla Com- 
plexin Mumbai would be 
gleaming. It would be in cele- 
bration of the second birthday of UTI 
Mutual Fund, which was cleaved from 
the earlier UTI on that date. But things 
wouldn't be as glittering as on the first 
birthday. On the same day of 2004, a 
cake was cut in the presence of chair- 
man M. Damodaran to celebrate the or- 
ganisation's first year of existence as 
such and its putative turnaround. 

This time around, Damodaran, the 
helmsman, would no longer be at the 
corner office, taken up as he is by the re- 
structuring of IDBI. So UTI ME the 
largest asset management company 
(AMO) in India, with around Rs 20,000 
crore of assets, would be without a 
leader. Former LIC chairman S.B. 
Mathur has been appointed the admin- 
istrator of the other half of UTI — the 
Specified Undertaking of UTI, or SU- 
UTI — but it's not yet clear who would 
head UTI ME Should it worry the 8 mil- 
lion investors of UTI MF's 65 funds? 

Damodaran himself had told BW in 
early 2004: "In an AMC, it's the chief in- 
vestment officer who provides value to 
investors. A CEO just minds the store. If 
the store is looked after by everybody 
else, you don't need a storekeeper." Well, 






9i 


now that the storekeeper isn't there, in- 
vestors can only hope that everybody 
else is looking after the store. 

But leadership isn't the only thing in- 
vestors look for. In an industry where in- 
vestors' options are increasing, it's im- 
portant that the store's processes are in 
order. On that count, a lot has actually 
changed for the better in the past few 
years — structurally and operationally. 

The foremost among these has been 
the setting up of an automated front of- 
fice system that connects the research, 
fund management, dealing, accounting 
and compliance sections with each 
other and checks for compliance, too. It 
claims to create unbridgeable walls that 
minimise malpractices. Over the same 
time, the AMC has also set up a full- 
fledged risk management team, which 


. reports directly to the CEO and the audit 


committee of the AMC' board. 
Distributors and financial advisors 
tell us that the fund's services have im- 
proved perceptibly. For example, the 
processing of investment and redemp- 
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tion applications, which 
used to take 40-45 days, now gets 
done in 3-4 days, in line with the rest of 
the industry. In another notable change, 
UTI no longer remains the small in- 
vestor's fund that it once prided being. 
Since October 2004, all its equity funds 
have been offering preferential loads to 
large investors. 

But what the investor looks for 
above all this is performance. How has 
UTI fared on this most important 
ground? Have all these changes resulted 
in substantial gains for the investor in 
the latest stockmarket bull run? Has the 
MF managed to guard its debt net asset 
values (NAV, the per-unit value of the 
fund's holdings less liabilities) during 
the turmoil in the debt markets? 

Well, the story told by the unit capital 
of UTI’s equity funds is disheartening. 
Between January 2003 (before the split) 
and September 2004 (the latest month 
for which records are available), the to- 
tal unit capital ofits 17 pure equity funds 
has shrunk by Rs 726 crore. The result is 
already visible on investor interest in the 
funds. While new investors have bought 
into funds like Master Value and Petro, 
more have sold out from larger schemes 
like Mastergain '92 and Mastershare de- 
spite an aggressive dividend policy. 
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UTI has also tried to respond dy- 
namically to the market’s moods by 
launching a slew of new products. Apart 
from a large-cap and a mid-cap fund, it 
has launched funds for the auto, bank- 
ing, PSU, and what it calls ‘basic’ 
, industries. The 
. IL&FS schemes that it ac- 
di quired has also given it a short- 

term debt fund and a floating rate in- 
come fund. During this time, the overall 
market got flooded with the entry of 230 
schemes in 2003 and 240 in 2004. 

This has created a problem of plenty 
for the investor. Even in the UTI universe, 
its diversified equity schemes suffer from 
a lack of clear positioning. A.K. Sridhar, 
CIO, says some overlap is inevitable. "We 
are merging five equity schemes into a 
single one. Once this happens, we will 
have four diversified equity funds with 
clear positioning and an array of sectoral 
and speciality equity funds," he says. 

For now, his six new equity schemes 
havent elicited investor interest at a scale 
one would expect from UTI, which has 


Equity: Large-cap 





HDFC Equity 


PLIT 


the strongest retail pres- 
ence in the industry. What 
has let it retain the top slot 
in terms of assets under 
management is a cash 
fund (UTI Liquid Fund) 
launched in June 2003. 

As of 30 November 
2004, UTI accounted for 14 per cent of 
the industry's total assets. The same day, 
the kitty of the second largest player, 
Templeton Mutual Fund, added up to 
11 per cent (or Rs 16,372 crore). So has 


| the fund's size meant big returns for 


nine | 


its investors? BW evaluated some of 
UTT’ largest funds in different cate- 
gories. The results give enough clues 
about the future of the investor's money 
with the fund house. 


Equity Schemes 


Let's first look at the biggest part of the 
UTI universe — equity, in which a third 
of its assets are invested. 

Before the split, most ofthe 11 open- 
ended equity funds in the UTI universe 
were below-average performers. But, to 
their credit, they guarded investor 
wealth better than some others during 
thelows and the highs (like the pre-Bud- 
get rallies of 2001 and 2002) of the stock- 
market. Their performance stood out 
during 2000 and 2001, when tech-heavy 
portfolios dragged down NAVs of sev- 


Equity: Mid-cap 


eral MFs by as much as 40-50 per cent. 
UTIs equity funds suffered an average 
loss of 20-30 per cent. 

But since the split, the performance 
rankings of the older equity funds, ex- 
cept a few, haven't improved signifi- 
cantly (See table on page 62). In isola- 
tion, though, they have fared better in 
the latest bull run as compared to the 
last big rally of 1999. 

Some are yet to catch up. Take the 
three largest funds with a large-cap fo- 
cus — UTI Mastershare, Mastergain '92 
and Master Plus '91. Their performance 
in the last two years has been average. 
True, mid-cap stocks have outperfor- 
med large-cap ones in the latest rally. 
But during the same period, other large- 
cap funds like Franklin India Bluechip, 
HDFC Equity, and HSBC Equity have 
fared better. In the year to 24 December 
2004, Bluechip and HDFC posted re- 
turns 0f27 per cent, which is closer to the 
industry average, while HSBC Equity 
soared with a 41 per cent return. In con- 
trast, the Master series, with returns of 


| 20-24 per cent, landed in the third and 


fourth quartiles by rank. Even during the 


| bull run of 2003, Mastershare (See 





Franklin India Prima 
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graphic, where it's pitted against the cat- 
egory leader) and Master Plus '91 under- 
performed some of its large-cap peers. 
To put the short-term performance in 


| perspective, Sridhar claims that on a 


monthly basis, at least three of his 
equity funds have featured in the 
top quartile oflate. 

Thereis no doubtthat, unlike 
in the past, the portfolios of 
these funds look leaner and 
meaner today. The recent buoy- 
ancy in the stockmarkets has 
helped most of UTI’s equity 
funds to get rid of their junk 
holdings and prune their portfo- 
lios from over 100 stocks to 70- 
80. But it seems that, in the 
process, the funds were late in 
capitalising (selling and booking 
profits) on some of their great 
stock pickings. 

The job isn't easy. This, being 
a broad-based rally, puts stock 
picking skills to test. Almost 
every stock is rising and the chal- 
lenge is to find the ones that are 
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undervalued. Take Bharti Tele- 
Ventures, which has gone up 
from a mere Rs 22 in January 
2003 to about Rs 200 now. UTI 
Mastershare entered the stock in 
August 2003, by when it had al- 
ready climbed 133 per cent dur- 
ing the year to Rs 52. Since then, 
the stock has been one of its top 
holdings. Early entrants UTI 
Mastergain and Masterplus held 
less than 2 per cent (of their own 
portfolios) in the stock. But Mas- 
terplus had offloaded most of its 
holding in the stock by Decem- 
ber 2003, when stock price was 
around Rs 100, and Mastergain 
exited by February 2004. Sridhar 
argues these funds have differ- 
ent positioning and stock calls, 
of course, vary between funds. 
Let's look at it from another 


side. Take some big winners of this rally | 


— Maruti Udyog, Mahindra & Mahin- 
dra, Grasim Industries and Gail India. 
Either these funds exited much before 
their rise and re-entered at higher levels, 
or their exposure wasnt large enough to 
push up returns. It's these very stocks 
that have boosted the performance of 
their large-cap peers like HSBC Equity. 
Even now, UTI's equity funds seem 
to be playing a conservative game, pos- 
sibly because the strategy worked won- 
ders in 2000. The tech jitters in April 
2003, driven by earnings warnings put 
out by Infosys Technologies, had put 
dark clouds on the sector's outlook. But 
a turnaround was visible by the end of 
the year. While smarter schemes main- 
tained a high exposure to the sector 
throughout 2003, Mastergain and Mas- 


tershare raised their exposure as late as | 


in the past few months. 
Compared to the large ones, the 


smaller funds in UTI's kitty display more | 


agility. As a result, funds like UTI Master 
Growth and Master Value ride bull and 


bear cycles with a certain aggression. | 
Good times may see them in the first or | 
second quartile, while bad times will | 
| cent in 2003 and 17 per cent in 2002. As 
Value, which was closed-ended till 2003, | 
has to work harder to match perfor- | 


push them to the bottom. UTI Master 


mance of its seniors that have a value 
orientation. It has had a penchant for 


20 


Because. of its discipline in asset 
i on, UTI B c 


Crisil d into existence i in April 2002. 
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HDFC Prudence 


UTI Balanced — 





| 
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large-cap stocks, too. In contrast, its new 
sibling, UTI Mid-cap, has had a pure 
mid-cap flavour in its portfolio. 


Debt-oriented Schemes 


For UTI's 25 open-ended debt-based 
funds, conservatism has been the name 
of the game before and since the split. 
With the U-turn in interest rates over the 
pastone year, this strategy has made the 
ride smoother. Be it the purely income- 
based UTI Bond scheme, the balanced 
Children Care Fund, or the monthly in- 
come plan UTI MIS, safety has been of 
prime importance. 

UTI Bond wasnt the best performer 
when the going was good for income 
funds. In a way, it helped prepare in- 
vestors for what was in store by keeping 
their expectations below the super-nor- 
mal. When, with rising interest rates, the 
tídes turned against income funds, UTI 
Bond investors were among the least 
disappointed. In a season that contin- 
ues to be bad for income funds, this less 
volatile performer may seem attractive. 

But the largest hybrid scheme, ULIP 
"71, disappointingly, earned a mere 4 per 
cent return in 2004, compared to 35 per 


its mandate is to invest 60 per cent of the 
assets in debt and the rest in equity, the 
interest rate rise has curbed its growth 
for sure. Moreover, its equity portfolio, 
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Kotak Wholesale 


| CRISIL Composite 
Fund index 


2004 ES 


E. a fig Ine. 
Ex  Crisil Index came into existence. in Apri 2002 


which has always been thinly spread 
across 100-odd stocks, seems to have 
contributed little during the 2004 rally. 

It seems to be a portfolio that has 
been managed rather passively. The top 
10 holdings have remained static since 
January 2003. Large-cap stocks like 
Infosys, SBI and HPCL have been there, 
but small allocations for them have 
robbed the scheme of higher growth. 


In The Crystal Ball 


In equity investing, two years is perhaps 
too short a period to assess a fund. 
Though UTI's equity funds are the old- 
est in the industry, they are going to be 
just two years old under the new dis- 
pensation. Investors will have a better 
reason to look elsewhere if 2005 be- 
comes the third consecutive year of 
indifferent performance. 

But investors shouldn't expect fire- 
works, as stability takes precedence over 
spectacular performance at UTI. "Con- 
sidering our retail base, we will not take 
too high a risk," says CIO Sridhar. 

The change of leadership is still an 
issue. After Damodarans exit, the spon- 
sors of UTI — LIC, SBI, Punjab National 
Bank, and Bank of Baroda — are in the 
process of choosing a successor. A sta- 
ble management with a vision and com- 
mitment can work wonders for the le- 
gions of UTI investors. a 





SBI Car Loans 


leave all other car loans behind 


Because SBI offers you car loans at the most 
competitive rates, without any prepayment penalty. 


* Interest rates - up to 3 years - 9.2596; from 3 - 7 years - 9.75% 
* Free personal accident insurance 


* Optional Life Insurance at very competitive rates Voted as the 


* Loans for purchase of new as well as used cars and multi- 
utility vehicles Best Bank for 


* 
* Easy and long repayment period up to 7 years for new cars Car Loans 
and up to 5 years for old cars 





*Source - Overdrive Magazine, Oct' 2004 
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The universe of UTI funds: an appraisal 


TS 


„UTI Brand Value 
| UTI Grandmaster 7 


-42.83 (15) 


“UTI index Select Equity 368 00 
_UTIMasterGrowth 18,86 QD 


. UTI Master Plus 91. |  -2033 (30) 
UTI Master Value —  - 
i UTI Mastergain 92 | 

_UTIMastershare — 0. 
| UTI MNC -13.88 (17) 
| UTI PEF Unit Scheme —  — 
| um Service Sector mE 
| Category Mae (ues 





an n X 4 
22 25 e — 
-19. 86 99 


EUR M 
a DT E.. 
“48.01 [80] 


dme el — DO ai me inn 


| 434 (55 

"i146 (39) 1i EY 
969 (43) 83. : 
20.02 (18) 112 12.44 (27) — 
3) 97 8 6) | : 
25.38 (34) 





4708 Q4 1 
1275 (04) — E 
810 (58) 8019 (60) 
14,67 (87) ES | 
1548 Q7) x 94.87 : 

1537 [62] € 


ANNUAL RETURNS IN 76 


) 12475 (5) — 
100.70 (40) — 
80.40 (59). 


) 5996 Q0) 1587 (17) 
66.55 [29] 





2349 (49) 


(60) 2913 (2) 
(5) 2269 (44) 





) 2288 [79] 


——— € ER 








(RANK) 


BW Comments 


18.86 o 


2234 (46) 


al. 30 (27) 





prem ri a reí MA NENNEN m adorti, aar Mater A lp Mat RIVE Qn emendis ary de E tb Mae rer eA Re eA PSI HANH nara a 





E. e a 
j| Category Average | 








n UTI primum & Healthcare i o 
, Category Average B 


-8.83 (1) 


i UTI Equity y Tax § Savings 
: Category Average 










-16.92 (4) 


dans 


632) —5001() 7 
-16.12 [4] 9. 


ert eei Pisae pen meinte iei m e AM tasas temer aaan AEAN nAn nA 


1455 ({ oe 





18.45 (8) 
1727 [20] 


14.49 (23) 


1596 [33] - 


5404 dt f 


gari aNtq tan rama rufa nob re Paw delante cam manui bett d eed aleja sammad ROTA Ra CNN RAG ECA Ae 


"m (3) 


25.35 (3) 
E 


eaa phase PSU hr etia SHY VIN hse p niae iterari euet anae Previa tmm carminum 


suber trata rari eb Mer AA AI SINE PN SA arm reed sur ie n Pet rd ASE eibi AAAA In i rofoien eerte 





Es "UTI G-Sec € 
: Category Average 





"UTI Monthly Income Scheme — =o 0. 
, Category Average | — 





- Unit Linked Insurance Plan 71. l 

| UTI CCP Balanced i 
| UTI Retirement Benefit Plan - EE 
| UnitScheme2002 — 1. 
| Category Average - ; 


M29 (21) 10. 
- 18.86 [24] 


anpa mn re S AC AA RUM sare PII ar Stein. emer AM Peintre robustum evum vivis riri aiat tenue 


t 
mt 


à m AT 7 (0, a 


8509 (16) 2948 (8) 
110.08 [19] 29.09 [19] 
74.67 (& — 1342 (6) 
75.03 (2) 1128 (13) 
69.92 [16] 11.18 [22] 
626 (34) 102 (14 
“765 [41] — 125 [43] 
10.62 (12) -1.79 (30) 
989[29] -0.19 [39] 


EU T5 


3569 (9) 


EE 24 0) 876 
m a 
: Ed 1. 


aapa rit anan yei AN NENEA AAN, PERREN ETENN RAEE AANA AALS act 





Notes: 1. This list is not exhaustive. Only schemes with large retail interest have been considered. Schemes bought from IL&FS (9), closed-end schemes (8), 
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The CNBC-TV18 Autocar Auto Awards are 
Indias most meticulous evaluation of 
automobiles. Only the very best cars 
compete and the exceptional ones win 
accolades. This year, in addition to the 
prestigious Car of the Year Award, we have 
also enhanced the categories to include 
the Two-Wheeler of the Year Award and 
special awards for the Ancillary industry. 
Join us, as we celebrate a new measure of 
excellence with India's finest automobiles. 





Telecast Timings : 29th January at 8 pm 
& 30th January at 10 pm 
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A smart 
guide to 
choosing 
the cheapest 
airfare. By 
Samar Srivastava 


AST month, Madhu, a student 

in Delhi, wanted to meet up 

with an old friend in Mumbai. 

The friend was coming for a 

short while, and that too, at a 

short notice. The thought of 
having to take a flight didnt worry 
Madhu. After all, with so many airline 
schemes and a no-frills airline to boot, 
getting a cheap seat wouldn't be a prob- 
lem. So she thought. 

She couldn't have been more wrong. 
Phone calls to all the airline reservation 
offices yielded the same response: none 
of the cheap seats were available. 
Madhu should have done her home- 
work — it is, by now, a familiar story. 

Discounted tickets have brought air 
travel within a sniffing distance of the 
middle class. But their supply is seem- 
ingly so short of the demand that some 
customers have come to see them as 
mere marketing gimmicks. The reality, 
on the other hand, is that there are pos- 
sibly too many of such schemes (not 
seats, though) with too much in the fine 
print. So the customer is left confused, if 
not disappointed. 

Right now, there are as many as 
eight discount ticketing options 










by the three full-service carri- 
ers — Indian Airlines (IA), Jet 
Airways and Air Sahara. Often, 
customers like Madhu are un- 
aware of the options and end up 
simply asking for the lowest 


4 "7/1 





for domestic travel offered : 
ones without the ad- 





fare. Even if they get such a ticket, they 
are often unaware that such tickets 
sometimes come with stipulations that 
make cancellations or changes an 
expensive proposition. 

Let's sift through the options, so that 
the next time you want to fly cheap, you 
can do just that. 


The Customer's Options 


APEX (Advance Purchase Excursion) 
fares are by far the most widely adver- 
tised ofthe discounted fare schemes. As 
the name suggests, you have to book 
tickets on the scheme well in advance. 

Note that different airlines have dif- 
ferent advance purchase periods and 
the prices differ between the slabs. 
IA has only two slabs: 21 days and 7 
days. Jet has three slabs — of 30, 21 and 
15 days. Air Sahara, on the other hand, 
has five slabs starting with one 30 days 
before the journey, to one that's just 
five days before. 

Cancellation charges on these tick- 
ets are at a steep 50 per cent of the basic 
fare if cancelled within the advance pur- 
chase period (up to an hour before the 
flight). For cancellations before the pe- 
riod kicks in, IA charges a nominal Rs 
100 and Jet charges Rs 250. 

Missed the advance purchase bus 
or don't have fixed travel plans? No 
problem. The full-service carriers also 
offer tickets without 
the advance purchase 
requirement. Soon af- 
ter the launch of no- 
frills airline Air Dec- 
can’s launch on the 
metro routes, others 
added additional seats 
on discounted fares, 


vance purchase , re- 
quirements. IA, Jet and 
Sahara have named 
them Fly Select Fares, 
Check Fares and Steal 











Fares, respectively. You can buy them 
close to the travel date. Cancellation 
charges — at Rs 500 for IA and Jet — are 
also not so high. 

You have yet another option: auc- 
tions. The first to introduce them was 
Air Sahara; it offers tickets 15-24 days 
before the flight. IA offers them 8-17 
days before the flight. The bidding is 
fairly simple. After logging into the re- 
spective website, you will be given mini- 
mum and maximum bid prices. You can 
bid by simply entering the amount and 
your credit card number. If bids higher 
than yours are placed, you will be in- 
formed of them by mail. It would be up 
to you to match the highest bid. 

You would have to collect such a 
ticket from the airline office by quoting a 
PNR number that would be allotted to 
you. Air Sahara allows one date change 
requested within the auction period for 
a nominal charge of Rs 100. IA does not 
allow any modifications. 

Air Sahara has two additional offer- 
ings. First, you may go for happy-hour 
tickets for flights between 12 noon and 6 
p.m. You can buy them outright as close 
as three days before the journey, but be- 
ware — such seats and flights are ex- 
tremely limited. The other option is last- 
minute auctions. This too is available 
three days in advance and the bidding 
procedure is the same, save one thing: 


Tne 
rignt 


flight 
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no modifications are permitted to the 
tickets. You will have to shell out Rs 75 as 
the booking fee for such a ticket. 

IA, being a domestic carrier that 
also flies some international routes, is 
often left with a lot of surplus seats on 
the domestic leg of its international 
flights. You can buy these tickets at a 
heavy discount without any advance- 
purchase strings attached. For exam- 
ple, you can buy a Hyderabad-Banga- 
lore ticket for as little as Rs 1,475, 
compared to Rs 2,775 for a 21-day 
APEX, and a full fare of Rs 5,160. Normal 
full-fare cancellation rules apply, which 
means that they can be cancelled up to 
an hour before the departure upon pay- 
ment of Rs 100. 


Yet another saving option is buying 


flight coupon booklets, These contain 
4-8 coupons, each of which can be used 
for a journey during the validity period. 
IA (Super Smart Saver) offers a four- 
coupon booklet for Rs 26,000 and an 
eight-coupon booklet for Rs 48,000, 
with validity periods of 90 and 180 days. 
Jet (One Fare) and Sahara (Super Sixer 
and Super Four) offer four-coupon 
booklets for Rs 26,300 and Rs 26,500, 
and six-coupon booklets for Rs 37,800 
and Rs 36,000, respectively; the validity 
periods are 90 and 120 days. 

Such tickets are treated as full-fare 
ones by the airlines, and hence don't 
suffer from limited availability like 
those on the special schemes. 

Although Night Saver flights on the 
busy Delhi- Mumbai sector have been 
operating for awhile, it's only recently 
that their fares have been slashed signif- 
icantly. IA has a Night Saver flight only 
on the Delhi-Mumbai sector, which Jet 
has such flights on the Delhi-Mumbai, 
Delhi-Bangalore, Bangalore- Mumbai, 
and Mumbai-Hyderabad routes. 


The Airlines’ Pricing Models 

The basis on which airlines allocate 
seats on discounted fares is extremely 
difficult to tell and no airline will ever 
reveal the basis on which such seats on 
a particular flight are allocated. There 
are two reasons for this. First, the airline 
does not want this information out in 
the public domain, as it would help 
competition. Second, it's a question 


hi easy answer, as a dif- 
fer tegy has to be followed for 
each flight. What we can offer is the ra- 
tionale that makes this pricing strategy 
possible. You would do well to keep 
some of these pointers in mind while 
booking such tickets, 

The number of seats allocated to a 
discount scheme depends upon factors 
as varied as the passenger profile, ca- 
pacity, competition on that route, prod- 
uct offering, competitiveness, and past 
history of operations. 

The reason airlines discount their 
tickets is fairly simple: an empty seat is 
much worse than a discounted seat. At 
the same time, they must ensure that 
they are able to fill the maximum num- 
ber of seats at the full fare and not offer 
too many seats at a discount. It's a fine 
balance indeed. 

While allocating discounted seats 
for a particular sector, airlines typically 
review the flight performance on the 
sector for the previous year. Flights usu- 
ally start filling up closer to the date of 
travel and would average an occupancy 
rate of, say, 80 per cent. Based on these 
trends, the remaining seats are put out 
for advance purchase till, say, 7-15 days 
before the flight. Thereafter, seats are al- 
located dynamically, depending on how 
the occupancy is coming along, that is, 
how the market reacts to the scheme. 

A mistake that we often make while 
booking APEX tickets is to wait till the 
last few days of the advance purchase 
period. Remember that APEX tickets 


np. 
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an be bought anytime before the ad- 
vance purchase period. Actually, APEX 
tickets for popular routes are often 
booked out months in advance. An- 
other effective strategy is to book on the 
next higher level of fares. For the Delhi- 
Mumbai sector, for example, the differ- 
ence between a 30-day APEX fare and a 
21-day one is only Rs 50. 

A bit of smart thinking can pay huge 
dividends while you book APEX fares. 
Choose you flight well — if possible, fly 
during off-peak hours, during off-peak 
days (weekends, for instance), and 
book well in advance. 

In effect, try and think like an airline 
would and you'll be able to pick the 
flight in a particular sector that would 
have more discounted seats. If your 
plans are likely to change, you are better 
off booking the slightly more expensive 
tickets with no advance purchase re- 
quirements, as the cancellation rules 
are far kinder on your wallet. 

The auction ticketing route is 
largely under-utilised by travellers. A 
random check revealed that several 
flights had not received even a single 
bid. Airlines also seemingly don't care 
for these seats, possibly having ac- 
counted for the worst — that they 
wouldnt sell after all. Some customers 
feel that constantly monitoring and up- 
pingyour bid can be more troublesome 
than worthwhile. A lot of people fail to 
realise that there is also the option of 
purchasing your ticket at the highest 
bid amount, which usually works out 
30 per cent cheaper than the full fare. 

Positioning flight fares are a real 
bargain and they offer the best of both 
worlds — ultra cheap fares and liberal 
cancellation rules. Use them where 
possible. After all, it pays to be in- 
formed. a 
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S in driving, in investing, too, it 
doesn't make sense to look 
into the rear-view mirror all 
the time. Debt funds, which 
delivered spectacularly from 
1997 to 2003, faltered in 2004. 
What goes up does come down. The re- 
turn drop in debt funds has been a hard 
blow for investors. 

To set the record straight, most of the 
debt funds outperformed the bench- 
mark index on the way down in 2004. 
However, investors have not perceived a 
—] per cent fund return against a —5 per 
cent index return as outperformance. I 
believe debt fund managers should get 
some credit for proactively advising in- 
vestors to switch from fixed income 
funds to hybrid funds and floater funds 
since early 2003. (It doesn’t matter that 
this selfless act has resulted in loss of 
more than 90 per cent of AUMs, or assets 
under management, in income funds.) 
In 2005, like in 2004, I believe that in- 
come funds should be looked at from an 
asset allocation point of view, and not 
that of returns. 

It's asifby a convergence of fac- 
tors, India has been given a penalty 
goal without the opposition' goal- 
keeper defending the goal post. 
Now it is up to us to deliver. The 
positive demographic structure 
resulting in human intelligence ar- 
bitrage and more hands to work, 
the advancement of consumption 
aided by easy availability of loans, 














and the global consensus on the weak 
dollar are all resulting in a higher growth 
opportunity for India Inc. 

Lower interest rates and low capital 
market exposure by retail investors will 
result in brighter days for Indian equi- 
ties. I am not saying there will not be any 
downside or volatility. Equity is risk. Still, 
the odds of making more money in eq- 
uity as against fixed income are stacked 
in favour of equities today. Whether you 
are a regular investor or a long-term in- 
vestor in equity, you will outperform the 
fixed income market by a good margin. 
People who are not very comfortable 
with full equity exposure due to volatil- 
ity should participate via hybrid funds 
like balanced funds and monthly in- 
come plans and its variants. 

For the rest ofthe underweight port- 
folio on the debt side, the government is 
in a Santa Claus mood, providing more 
than the market rate of return on small 
savings instruments. Investors should 
take full advantage of this and invest to 
the extent possible, albeit keeping in 
mind the illiquidity and lock-in period. 
Senior citizens should avail of the 


special schemes introduced for them to | 


the extent possible, as they offer attracti- 
ve rates of return. 

After allocating to the extent possi- 
ble (keeping in mind individualrisk pro- 
files) in equity, hybrid and small savings, 
investors can look at fixed income 
funds. The good news for debt funds in 
2005 is that they are likely to yield posi- 
tive returns aided by higher coupon in- 
come. The bad news is that these will 


With fixed deposit rates 
rising and returns on 
bond funds dipping, 


is there still a case 
for investing 
in bond funds? 
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End of Bond Age? 


come with a fair share of volatility. 
Again, the good news is that the worst is 
likely to be behind for debt investors. 
The bad news is that the future is not as 
bright as the past, because the law of av- 
erages has caught up with debt funds. 

Indian interest rates are expected to 
behave in line with inflation rates in 
2005. Year 2004 witnessed a very high in- 
flation rate on the back of high oil and 
other commodity prices. Higher infla- 
tion rates induced the RBI to tighten liq- 
uidity. With liquidity frozen, interest 
rates moved up. We expect inflation to 
remain above6 per centin the first quar- 
ter of 2005 as producers are raising 
prices across items like biscuits, cars, 
shampoos, etc. The inflation rate will 
ease in the second quarter, as the higher 
base effect will kick in. Oil will play a cru- 
cial role, and the January election in Iraq 
can affect its price. Indian interest rates 
will also be largely influenced by the US 
interest rates, which could be on their 
way up in a measured manner for the 
better part of 2005. Interest rates here 
will also be influenced by the RBI trying 
to contain inflation, and the finance 
ministry trying to contain deficit while 
pursuing growth. 

Debt funds in 2005 will play an an- 
chor role in the investor portfolio, pro- 
viding a stable principal and steady re- 
turn. To achieve these, investors need to 
invest across capital protection funds 
like floating rate funds and short-term 
funds and capital appreciation funds 
like income and gilt funds, which will 
provide volatile returns. The asset allo- 
cation is necessary to withstand 
the volatility that might prevail in 
equity and in the debt market. 
Happy investing and wish you all a 
very prosperous 2005. H 


The author is chief investment officer, 
Prudential ICICI Mutual Fund. 

The views expressed here are his 

own. This is nota solicitation 

for investment in mutual funds. 
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Swiping the system clean 


IRED of faulty billing on your credit 
T card? Annoyed by the unsolicited 
marketing mails from the card 
company? Deliverance maybe at hand. 





After several months of complaints by | 


customers, the Reserve Bank of India 
has finally swung into action. 


The central bank has called upon | 


credit card companies and the Indian 
Banks' Association (IBA) to evolve a 
code of conduct for their card services. 
IBA is expected to bring out the code, in 
consultation with the banks, by March 


2005. It would pertain to the way cards | 








are sold and the information given up- 
front by the issuing banks. It would also 
put some onus of proper conduct on di- 
rect selling associates of the banks. 
“The idea is to bring about trans- 
parency in the whole system, which the 


| RBI thinks isn’t there,” says S. Unnikrish- 





nan, senior vice-president, IBA. No- 
tably, the code will not be mandatory for 
banks, but one they are expected to 
adopt voluntarily. 

Banks agree errors have crept into 
their card services. “It being a service- 
oriented business, some issues are 
bound to be there. We don't say 
we have a zero level of errors,” 
says Neeraj Swaroop, country 
head (retail), HDFC Bank, which 
has a million credit cardholders. 

A more formal regulatory 
framework for the card industry 
is also on its way. A working group 
set by the RBI to suggest industry 
norms is also drawing up a griev- 
ance redressal mechanism. Have 
a suggestion on this? Shoot a mail 
to cardsgroupdit@rbi.org.in. W 

RACHNA MONGA 





A new friend of the investor 


VEN in this so-called Information 

Age, defaulting companies are of- 

ten able to go on committing blun- 
ders because of the lack of information 
at the investor's end. Regulators put out 
lists of defaulters, but few have the time 
to scour their websites or call their 
helplines to check on companies. 

In such a muddle, the launch of 
Watchoutinvestors.com is a help in- 
deed. It’s a search engine for informa- 
tion on companies and individuals in- 
dicted by nine market regulators and 
other bodies. You can search for firms 
that the Company Law Board has acted 
against, stocks compulsorily delisted 
from bourses, or non-banking financial 
companies barred from accepting de- 
posits — and all this information for 
free. The site has already listed 29,311 





> 


ANTHONY LAWRENCE 





defaulting entities and 7,329 persons. It 
plans to add to this the blacklists of the 
customs and excise departments and 

the provident fund organisation, too. 
Other sites, like investorfriend.com, 
seek to serve a similar purpose, but this 
one's comprehensive and up-to-date. lii 
RACHNA MONGA 
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TRUE TO ITS NAME? 

India's first infrastructure fund, 
from Tata Mutual Fund, has re- 
portedly mobilised around 

Rs 700 crore, an amount fund 
IPOs used to collect during the 
boom time of 1994-95. 





From the brochure cover 


Among other things, it indi- 
cates a high level of investor in- 
terest in the infrastructure sec- 
tor. But that interest may not be 
catered to, after all. While the 
fund's sales brochure has im- 
ages representing the telecom, 
oil, transportation and cement 
industries on the cover, its 'in- 
vestment objective' says that it 
defines the sector to include 
the banking and healthcare in- 
dustries, too. Well, we've come 
across several definitions of in- 
frastructure, but this qualifies 
as a brand new one. 


A UNIQUE ULIP FROM SBI 
Horizon, the first unit-linked in- 
surance plan from SBI Life In- 
surance, is different. Offering a 
maximum cover of Rs 10 lakh, 
Horizon's two plans automati- 
cally allocate your funds into 
equity, debt and cash, depend- 
ing on your age. The allocations 
assume that a person's risk 
taking capacity reduces with 
growing age. The Dynamic Plan 
invests a higher share in equi- 
ties in the initial years, and re- 
duces the share in favour of 
bonds and cash as the policy 
nears maturity. The Growth Plan 
invests in equities and bonds in 
a balanced way in the begin- 
ning, and then reduces the equi- 
ties’ share as time goes by. Bl 
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ORTFOLIO re-balancing is an 
integral part of asset alloca- 
tion. It ensures that your allo- 


towards long-term goals. As- 
sets are added or pruned to 





reduce risk, which could be built up due | 


to a sudden upsurge in valuations ofin- 
dividual assets or an asset class. It must 


be emphasised that re-balancing does | 


not mean timing the market. 
Surprisingly, little attention is paid 

to this though it is integral to sound 

portfolio management practices. That is 


possibly because human emotion is the | 
| stocks purchased in the last bull run 


biggest hurdle put before portfolio re- 
balancing. Investors hold onto winners 
for too long and sell the losers too fast. 
Year 2004 saw volatile swings in the 
capital markets. The Black Monday of 
May temporarily derailed capital mar- 


kets, as they witnessed the largest ever | 


single-day fall. This plunge and the po- 
litical uncertainty thereafter made mar- 
kets nervous. Since then, the country 
has had the good fortune of being run 
by a troika of experts in finance — 
the PM, FM and the finance secre- 
tary. It is possibly the first instance 
of a country being run by such 
high-level financial experts. This, 
on the back of continued reforms, 
has put India on a growth trajec- 
tory of 6-7 per cent per annum. 
Healthy FDI and FII flows have 
been taking advantage of this 
growth story. And our capital mar- 


cation strategies are on course | 





kets have been in an emotionally com- 
fortable zone. But this is where, as in- 
vestors, we need to be careful. 

Prices have risen across asset 
classes. Stocks, commodities, real estate 
and precious metals have seen massive 
increases in price over the last year. The 
stock prices of many companies are at 
their all-time peaks. So, while we are all 
proud of the growing attention India is 
getting in the world markets, we need to 
be cautiously optimistic when it comes 
to investing in an inflated asset class. In 
fact, this is the time for investors to re- 
view and re-balance portfolios. 

Re-balancing should not be a half- 
yearly or year-end exercise. It should be 
based on valuation of asset classes as 
well as individual assets. There may be 
times when an asset class looks fairly 
valued, but certain investments within 
it may be overvalued, and hence may 
need to be sold. 

Current times reflect such a situa- 
tion. Bull markets provide exit opportu- 
nities. Investors often have a few stocks 
that are large-cap and blue-chip, fol- 
lowed by a long list of mid-cap and dud 


of 1999-2000, or even before. We all hold 
stocks that we prefer to forget as mis- 
takes. There isn’t a better opportunity 
than now to exit such stocks. 

Let us look at how the valuations 
have jumped in various sectors since 
April 2003. It is apparent that such asset 
price inflation is uncommon, so with- 
out emotional attachment, investors 
should look to book profits and re-bal- 


Re-balancing portfolio 
should not be a half-yearly 
or year-end exercise. It 


should be based on 
valuation of asset classes as 
well as individual assets 
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A balancing factor 


ance. In case you don't have exposure to 
real estate and gold, this would be the 
right time to invest these profits in them. 
Cost plays an important role in de- 
ciding whether to re-balance or not. 
Taxes and transaction costs have to be 
considered while taking a call to exit an 
asset. Another important aspect is to 
understand the nature of each asset 
class. Some asset classes like property 
have low volatility but very high transac- 
tion cost and time. The cost and time in- 
volved in selling a property is large. 


The Nuances Of Portfolio Re-balancing 


1. Your risk appetite: Lower risk toler- 
ance warrants frequent re-balancing 
within asset classes. 

2. Costs: Asset classes with high transac- 
tion costs should be re-balanced 
infrequently. 

3. Taxes: The tax impact on gains on sale 
of asset classes need to be considered. 
Currently stocks are the most tax- 
friendly with zero-per cent long-term 
and 10 per cent short-term tax on gains. 
4. Risk of the asset class: Riskier asset 
classes should be re-balanced more fre- 
quently as imbalances carry more po- 
tent risk to portfolio. 

5. Portfolio and asset class: If the asset 
class closely mirrors the balance of 
your portfolio, then you can re-balance 
infrequently. 

In conclusion, re-balancing helps 
take out the surprise element from re- 
turns. Mr Market is capable of dramati- 
cally inflating or deflating asset class val- 
uations. Emotional attachment runs 
high during a bull run, and panic 
peaks when the markets are bear- 
ish. A disciplined and intelligent 
approach to re-balancing ensures a 
smoother ride through the vagaries 
of Mr Market. 


Nimish Shah is director and CEO, 
Parag Parikh Financial Advisory 
Services. Send your queries to 
pf@bworldmail.com. 
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Personal finance 


Your borrowings 


o i5yeasi — 





Home loans 


E fees + service tax (%} 





| ... 20 years Ù) 
Fixed Floating Fixed Floating Fixed floating Fixed  Fioating 





HSBC 

Stan. Chartered Bank 
IDBI Bank 

HDFC (entire tenor) 
Citibank 

ICICI Home Finance 
SBI 

Corporation Bank 
PNB Housing Finance 
LIC Housing Finance 


Kotak Mahindra Bank | 


*For the 1st three years. ^ For a loan above Rs 15 lakh. Notes: IDBI Bank also gives loans at a fixed rate of 8.5% (for the 1st Source: apnaloan.com 
five years). interest rates as on 9 Dec 2004. Actual rates may vary from person to person. HFI = housing finance institution 


Term life insurance 


Max. age of 
entry iyears) 


Tenures possible — 


year) o 




















For a life cover of Rs 10 lakh 
. Premium in Rs (Entry age/coverage period in years) 
(30/25 (40/20) (50/10) (55/10) 


Policy/insurer 


































ICICI Prudential 5 | | | 
eae S 3,152 | 5.426 | 8,631 — 12,034 
HDFC Standard Life 3,050 5,110 8,320 12,600 
Level Term Insurance | | 
Kotak (Preferred 2,800 4,900 8330 12,335 
Term Plan) | 
Birla Sunlife ; | 
P m 3,160 5,150 (8,790 — 13,100 
Met Suraksha Gold 3,300 5,700 9,700 14,700 
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Source: Bajaj Capital 


Note: Minimum premium for ICICI Prudential and HDFC StanLife insurance policies are Rs 2,400 and Rs 1,500, respectively. 
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B. Rajaram 
MD, Konkan Railways 


I don't really enjoy reading fiction, I 
prefer technical books. The book I'm 
reading now is Peter Bernstein's 
AGAINST THE GODS: The Remark- 
able Story Of Risk. It begins with the 
conception of the Arabic numbering 
system and goes up to super-speed 
computers. It is not a ‘how to’ guide 
for risk management, it is more like a 
history book. Although it does dis- 
cuss modern risk management tools 
such as derivatives, it is devoid of 
complex technical analysis and its 
treatment of such devices is limited 
to outlining their place in the history 
of risk. There might not be any direct 
practical application of the book, but 
it is interesting to know that risk is 
more like an act of god, and that to 
manage it, we need to convert it into 


a mathematical form. s! 

ALERT 

Amu 

By Shonali Bose 

(Penguin Books India) 
SET between two riots, 
Delhi in 1984 and 
Godhra in 2002, Amu is 
the story of Kaju, the 
adopted daughter of 
Keya. She comes to In- 
dia from the US in 
search of her roots. But 





then who is Amu? To know that, you 
must read the book. A film based on 
the book, starring actor Konkona 
Sen Sharma as Kaju and political 
activist Brinda Karat in her first film 
role, has got an 'A' certificate for 
depicting violence. Read it before 
you see the movie. 


— SN — waren. 
I 





PREY SRI m Sp mtt Qo BOTS WRIT 7 a o nn oe FIST 











NAVEEN CHANDRA 





HYLOCK'S reputation from 
Shakespeares Merchant of 
Venice, as greedy, amoral and 
unfeeling, has been rein- 
forced frequently in literature. 
Ayn Rand, in Atlas Shrugged, 
made a case for capitalism when she ar- 
gued that the essence of human moral- 
ity isto make money. Mahatma Gandhi 
spoke about the conflict of greed and 
morality. If great minds havent been 
able to agree on how morality and 
money interesect, today's corporation 
has a tough road ahead. 

Many corporate boards have, in 
contemporary times, faltered on the 
limits of 'strictly honest business' and 
paid a price for their greed. The 
Enron board failed to safe- 
guard its shareholders' in- 
terests and contributed to 
the collapse of the seventh 
largest public company in 
the US. Their affiliated 
consulting powerhouse, 
Andersen, disappeared 
within months of the En- 
ron collapse. 

Closer home, Global 





SELECTION 


A collection of 
innovation 


HEN the government gets down to 

work, it can do some pretty nifty 
things. Some time ago, the department 
of administrative reforms and public 
grievances organised a series of lec- 
tures to showcase how “some of India's 
leading industrialists, statesmen, bu- 
reaucrats and social workers... 
(overcame) challenges and developed 
indigenous, innovative technologies 
that have paved the way for the nation's 
progress." This book is a compilation of 
those speeches. 

You will be well-advised to ignore 
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Borderline 


Trust Bank's bust comes to mind. Its 
over-enthusiastic board was pushing 
for rapid growth through insider trading 
in the stockmarkets, and this cost it its 
very existence. As Warren Buffett, 
quoted in this book, puts it, so suc- 
cinctly: “It is only in the rinse cycle that 
you see just how dirty the washing was. 
We are in the rinse cycle." 

So what is the role of the board of 
directors? And what ails corporate 
governance? These are the issues that 
Bob Garratt's book seeks to illustrate. 
His prescriptions come at a particularly 
important time, both for the world of 
business and for civil society He 
addresses issues around the globe, 
and his observations are relevant in 
a wide variety of contexts. 

Garratt says that 


THIN ON TOP 
By Bob Garratt 


Nicholas Brealey 
Publishing 
Pages: 246; 


price: £19.90 


mW - 
AAI DERE MANS 


Bob Garratt 


how the jacket describes the book. It 
sounds a tad self-congratulatory. You 
should also ignore its inscrutable title. 
What does Ideas That Have Worked 
suggest to you? But flip to the contents 
page, and you will be surprised. 

There is a veritable who's who of In- 
dia talking about things that matter to 
them. Dr Verghese Kurien on Operation 
Flood; Jayant Narlikar on creating 


IDEAS THAT Gas 
HAVE WORKED 
By various authors 
Penguin Viking 
Pages: 294; 

price: Rs 495 
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there are fundamental 
differences between a 
director and a man- 
ager. Since most direc- 
tors are over-trained as 
executives and under- 
trained as direction- 
givers, the board is full 
of people who want to 
execute, and not di- 
rect. Also, board directorships come so 


late in most careers that re-training is | 


difficult in most cases. 

The East India Company developed 
the concept of'Board of Directors' in the 
17th century to act as a buffer between 
two parties: to test the strategies of the 
managers and to put a brake on the ex- 
cesses of both owners and managers. 
However, most directors today, both 
private and public, are appointed as 
representatives of the owners, lenders, 
staff and trade unions, which put them 
in direct conflict with their corporate 
and legal liabilities. 

The book sticks to analysing the 
boards of Western companies. Though 
boards everywhere face the same core 
issues, Garratt finds interesting distinc- 
tions between countries. For instance, 
in 2001, only 20 per cent of Fortune 500 


scientific institutions in India; Mukesh 
Ambani on Reliance Petroleum; Ratan 
Tata on the Telco's car project; E. 
Sreedharan on the Konkan Railway; 
Ela Bhatt on Sewa; M.S. Swaminathan 
on Antyodaya; Azim Premji on Wipro; 
Rajendra Pawar on NIIT; Alok Sharma, 
the IPS officer in charge of ensuring that 
the Kumbh Mela at Allahabad went off 
smoothly; social worker Vilasrao 
Salunkhe on the pani panchayats... 

It is a good idea to aggregate all 
these case studies and experiences by 
these committed people in one book. 
Further, while you might be intimately 
familiar with some of these case stud- 
ies — like Infosys, Indica, e-governance 
in Andhra, and so on — you will still be 
surprised by some of the others. 
Kurien's account of Operation Flood, for 
one, more recollections than analysis, 
is a delight to read. 





BOB GARRATT is chairman of 
Board Performance, an interna- 
tional consultancy specialising in 
director development, and visit- 
ing professor in corporate gover- 
nance at Imperial College, 
London University. He is also a 
founder-member of the Common- 
wealth Association for Corporate 
Governance and author of several 
books on management strategies 











CFOs were chartered accountants, 35 
per cent had MBAs and just five 5 per 
cent had both. Yet in the UK, if a com- 
pany didn't have a qualified CFO, it 
would probably be laughed off the ex- 
changes, as theres more self-gover- 
nance than state-governance there 
Beginning with a section on 'Del- 
aware Delusion’, the author argues that 
half of the Fortune 500 companies are 
registered in Delaware because of its 
business-friendly courts. These courts 
offer protective laws such as 'poison pill' 


(a strategy to discourage a hostile take- | 


over by making stock less attractive to a 
potential acquirer). It even has bylaws 


that make it difficult to sack a board. | 


Taking off from Delaware, Garratt analy- 
ses the many reasons for board failure, 
including abuse of trust, creative ac- 
counting practices, personal power 


Improving 
perceptions 


N eight-year stint with 

pharma major Pfizer, 
qualified in psychology, and 
with her own consultancy, au- 
thor Rashmi Datt begins her 
endeavour on a strong footing. 

Managing Your Boss (Wisdom Tree), 
not surprisingly, is not short of ideas for 
employees keen to improve their com- 
munication skills with their bosses. In 
fact, she establishes early on the impor- 
tance of perception and a positive out- 
look at the workplace - the need to 
fairly interpret speech and signals ema- 
nating from the top, and to work accord- 
ingly with the team rather than merely 


managing 


BOSS 





boardruom ethics 


centres and lack of integrity. 

Among the tools to measure board 
performance, the 'Directorial Dash- 
board' differentiates between measures 
of operational efficiency and business 
performance. The Dashboard has seven 
ratios and 12 trendlines for variables of 
sales, orders, inventories, profits, wages 
and capital. The other tool, the 'root 
cause diagram, controls and defines the 
value-adding activities in any organisa- 
tion from supply chain management to 
factory relationship management. Yet 
another tool, the'strategic decision-tak- 
ing cycle, has 11 sequential elements. 

Thin on Top does an excellent job of 
| outlining the issues that have a bearing 
on board performance, and is well re- 
searched and illustrated. Good fodder 
for directorial minds, for sure, but one 
would need to look beyond this book's 
quick-fixes to find all the answers for 
improving board performance. There 
are over-simplifications, too, as when it 
says that a learning board needs to have 
an ‘away day’ to strategise. And even its 
Directorial Dashboard adds nothing 
particularly new to the current practice 
of measuring company performance. liil 





Naveen Chandra is with Radio Mirchi 


obeying orders. 

Datt gives workhorses 
the thumbs down, pointing 
out how their focus gets nar- 
rowed down solely to tasks, 
when bosses expect mean- 
ingful interaction, efficiency 
and even fun at work. 

Her observations are 
astute, beginning with the 
symptoms of various types 
of boss-subordinate relationships and 
concluding with “how-to-deal-with...” 
tips. However, with this problem-solving 
approach, Datt can't help but sound like 
a learned science teacher who runs the 
risk of losing her students' attention. 
Still, devices like quotes from Scott 
Adams and caricatures help liven up the 
book, but only just. 


KUNAL N. TALGERI 
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HEstatistics released by the Central Statistical 
Office and the Reserve Bank of India tell a 
consistent story: the boom is still gathering 
strength, but there are also signs that the eco- 
nomy is heating up. The overall growth rate of 
GDP in July-September was 6.6 per cent. It was below the 
previous quarter's 7.4 per cent, but the difference was 
more than accounted for by the fall in agricultural output 
in the third quarter of 2004. The growth of services output 
came down — largely because the spurious contribution 


of the government to growth declined. But industrial | 


growth rose from 6.8 to 8.1 per cent. Manufacturing 
recorded remarkable growth of 9.3 per cent. The index of 
industrial production carries the story forward: in Octo- 
ber, manufacturing showed an 
output increase of 11.3 per 
cent. The figures confirm that 
at last, India is experiencing a 
manufacture-led boom. 

As the boom gathers pace, 
demand should, at some 
point, begin to outstrip supply; 
the change in demand-supply 
balance should be reflected in 
prices and the balance of pay- 
ments. The cost-of-living in- 
dices still continue to show low 
inflation — between 3.3 per 
cent for agricultural workers 
and 4.2 per cent for industrial 
workers in November. The 
wholesale price index shows a 
rise of 6.6 per cent in the week 
ending 18 December. The dif- 
ference between the two sets of indices has persisted 
through most of the year, and is related to the weight of 
commodities — especially steel, non-ferrous metals and 





The boom is sucking in 
imports; the current account 
deficit is rising. So reserves will 
depend on capital inflows. 





oil — in wholesale prices. They have experienced high in- | 


flation because the boom in China has been pulling com- 
modities out ofthe entire world. But inflation is no longer 
primarily commodity-based, nor largely imported. As the 
GDP deflators show, trade and transport showed an aver- 
age price rise of 5.8 per cent, 7.5 per cent in manufactur- 
ing and 8 per cent in construction and finance. The be- 
haviour ofthe cost-of-living indices is an exception rather 
than the rule: prices are rising in most of the economy. 
Inflation, in this case, is a symptom of excess demand, 
which should pull in goods and services from abroad, and 
so it is doing. Foreign trade in July-September showed a 
huge deficit of $12.3 billion — almost twice the deficit in 
the previous quarter, in which exports covered only 57 per 
cent of imports. At any time before the 1990s, a deficit of 
this magnitude would long ago have driven India into the 


lap ofthe Washington sisters. But since information tech- 
nology came to its rescue, the balance of payments has 
become more robust. Still, the current account surplus 
that Indiaran for four quarters running came to an end in 
July-September, when invisibles covered barely half of the 
huge trade deficit. 

Another big difference from the bad old times is capi- 
tal inflows: for the past two years they have been coming 
in at the rate of $5 billion-6 billion a quarter. The third 
quarter of 2004 was no exception — $5.9 billion came in, 
though $3.9 billion of it was 'other capital, flows that the 
Reserve Bank had no clue about. 

Export growth continues to be strong; November 
showed a rise of 25.9 per cent, and the growth in April-No- 
vember is close at 24 per cent. 
Nevertheless, the industrial 
boom is sucking in imports; 
import growth in April-Nov- 
ember was an alarming 43.1 
per cent. It was partly due to a 
55.8 per cent rise in oil imports, 
which should slow down as oil 
price inflation comes down. 
But non-oil imports also grew 
34.5 per cent. 

If the imbalance between 
merchandise imports and 
exports continues to grow at 
this rate, service exports and 
capital imports would prove 
inadequate to fill the deficit. 
This point may not be too far. 
The capital account was buoy- 
ed up by foreign portfolio 
investments in the past three months. But the further 
Sensex rises, the greater the likelihood that foreign 
investors will book profits. So the possibility of a rever- 
sal of the trend in the balance of payments can no longer 
be ignored. 

In theory, that should cause no problem; all the gov- 
ernment would have to do is to reverse its recent policies 
— let the reserves run down instead of up, buy market sta- 
bilisation bonds from the market instead of issuing them, 
and let the rupee slide instead of appreciating it. But it 
would be wrong to expect symmetry in government poli- 
cies. The Reserve Bank has been happy to accumulate re- 
serves. Although it is sitting on a mountain of dollars, it 
will not be happy to see it shrink; it is more likely to sink 
the rupee. And the Prime Minister's inflation-phobia, 
which was in abeyance as long as he thought the inflation 
was imported, may lead him to adopt deflationary or 
dear-money policies. The economy cannot count for 
muchlongeronthegovernment'sbenignpassivity W 


ANTHONY LAWRENCE 
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1 ‘The Governance Question’ 
(BW, 10 January) contained a 
bad assessment. You link 
Reliances financial shen- 
anigans to the practice of 
keiretsu and quote a US- 
based management guru in 


support of this view. I think that you have 
confused the post-WWII bank and trading company- 
















centred keiretsu, a valid and proven business structure, with 

the pre-war family-controlled zaibatsu. From your description — and 
from the complete chaos that a fight between brothers is causing 
within a publicly held company — Reliance seems more like the 


latter than the former. 
PS. Thomas, Goa 


REAL TIME REAL ESTATE 
Your 'Businessworld Real Estate 
Survey (BW, 29 November 2004) has 
shaken the ground beneath our feet. 
The shifting earth has also changed the 
mindset of builders, developers, real 
estate brokers and urban development 
authorities, whom I have heard discus- 
sing your article and planning for the 
market's future. 

As you point out, property is the 


biggest asset of our lifetime, and mort- 
gage is our biggest liability. The mar- 
ket's boom is bound to continue. Yet, 
top-quality real estate research has 
been mostly ignored by market resear- 
chers in this country. I hope that after 
this survey is read by more people, 
perceptions will change. 

Narendra Mangat, via email 


VIEWS ON PRATHAM 
kwas distressed to read the ‘views’ on 
Pratham attributed to me (‘The Next 
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Lesson, BW, 3 January). You picked up 
some negative phrases from the larger 
substance of what I had said. 

Most of what I said during our con- 
versation was complimentary to both 
Madhav and to Pratham, especially 
regarding Prathams efforts to mobilise 
resources and people towards the 
cause of educating every child, and the 
tremendous success that it has achiev- 
ed in expanding the programme across 
the country. I also appreciated the 
fact that they have worked in the 
urban sector, which was other- 
wise totally neglected. 

I would like to emphasise 
what else I said in addition to the 

positive comments above. I said 
that: “Madhav is a man in a 
hurry, which in one way is a 
limitation. He is interested in 
quick solutions." I also said that 
Pratham has had a tendency to 
not see initiatives to a logical 
end and move on to new ideas, and I 
gave the example of the balwadi and 
the accelerated reading programmes. 

Those comments were provoked by 
your question to me about what 
educationists generally think about the 
programme. I had said that: "Some 
educationists question the quality...” 
because of the fast pace. 

Venita Kaul 
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IN THE NEWS 


s| lata Motors-TFL 


Does the Tata Motors-Tata Finance merger make any sense? 
What does the Tata group stand to gain from it? 


8 Politics How Ram Vilas Paswan misread Sonia's proxi- 
mity to Lalu during his bid to form an anti-RJD coalition. 


10 Reliance The feud between the Ambani brothers 
has resulted in most mutual fund houses reducing their 
exposure to Reliance Industries and Reliance Energy. 


12 Lucent CEO Patricia Russo 
tells Businessworld why the company 
is taking India so seriously, and shares 
her vision of where it fits into the 
resurgent company’ global plans. 


« Russo: All excited about next 
generation convergence services 











COVER STORY 30: 


The 
Ratan Tata 
Interview 


For the first time, the Tata group 
chairman talks in great detail about 
what features the Rs 1-lakh small car 
will sport and, more importantly, what 
it will not. Tata also explains why he 
thinks most Indian companies are 
chasing the wrong manufacturing 
model; and why India has lost the 
chance to be the factory of the world. 
Also, his thoughts on doing business in 
South Africa and Bangladesh. The first 
in the BW interview series on 
Manufacturing Competitiveness. 
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24 Dealmakers’ Year 


After an indifferent 
year, 2004 turned 
out to be bountiful 
for investment 
bankers because of 
the rising tide of 
M&As. So who 
grabbed the most? 


4 Pramit Jhaveri has 
taken Citi to the top 





38 Air Sahara The private airline is getting ready for its 
international foray — by adding new planes, personnel and 
processes. But there may be some air pockets ahead. 











64 Bookmark Howto localise while you globalise, and 


| the short history of today’s hottest media trend: Blogs. 
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uu ila BUYING SURVEY g An interesting evolution 


S the years go by, Ratan Tata is beginning to look 
more and more like one of the all-time great 
business leaders India has had. He did not cre- 
ate a business empire from scratch — like Jam- 
setji Tata, Dhirubhai Ambani or Narayana 
Murthy — but he remodelled an existing one and gave it a new 
burst of energy and cohesion. More Jack Welch than Henry 
Ford, one could say, though in personal style, there is no com- 
parison between the two whatsoever — most businessmen 
^. Ashutosh Srivastava (L) and Lakshmi would find it difficult, if not impossible, to be as understated 
Narasimhan: The media buying moguls of India and yet, as effective as Tata is. 











After the breathless growth of the last few years, it is 
time for the industry to stop and ponder a bit. 


48 The Rate Debate The current focus on 


rates has to go, because they are already rock-bottom. 


The turning around of the Tata empire has been a slow process 
—an "evolutionary process, not a revolutionary one" as Bom- 
bay House puts it — and it has not been fully accomplished 
yet. But there is no doubt that 








the group is facing up to the , COM m 
54 Connecting People It’ time to rediscover challenges of globalisation, and Businessworld 
the fun of reaching out to consumers. also grabbing the opportunities 
it brings. If Indian manufactur- "as 
58 Media Auditing It has been an eventful first ingisalotmoreconfidentofthe (4 X 
year for media auditors in India. future today, Tata Motors and Ee ^ o 
| Tata Steel have a lot to do with it. on 


That's why we have put Ratan on 





COMMENT the cover this issue, talking ) iiem a 
22 Ashok Desai Yesterday's patent-breakers have about the much-awaited ing business z! 
evolved their businesses to fit into the new patents regime. Rs 1-lakh car being designed by 

Tata Motors, India’s manufactur- 
ARBOR MENTIS ing competitiveness and globali- 
28 Subroto Bagchi What the captains of Indian sation’s progress. It was to this magazine, a decade ago, that 


| Ratan Tata first revealed the details about the much-talked- 
about small car, Tata Indica as it came to be known later. "The 
COMMENT Rs 1-lakh car will be as much of a landmark as the Indica,” says 


62 Chetan Parikh Are companies that do socially | senior editor Rajeev Dubey who interviewed Tata. 
responsible investing better to put your money in? 


industry feel about major issues facing the country. 





The Businessworld Survey series goes behind the media buy- 
ing business this week to look closely at how advertising space 
4| FEEDBACK and time are bought and sold. It throws up a few interesting 
66 BW OPINION questions for the media and advertising industry to think 
about. “Commoditisation of media buying will probably hurt 
every one,” says senior editor Vanita Kohli- Khandekar. 
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for the February assem- 
bly polls in Bihar, Union 
steel minister Ram Vilas 


Paswan has emerged the biggest loser 
from the pre-election jockeying of the 
past six months. Both his could-be part- 
ners, the Congress and the Janata Dal 
(United), have settled for conventional 
formulas instead of the untried electoral 
arithmetic Paswan had totted up. 

He floated an alternative formula to 
both the Congress and the JD(U). It was 
atie-up, which had the potential of har- 
nessing important caste groups; the 
Dalits from the Paswan community 
(about 7 per cent), the Kurmis repre- 
sented by JD(U) leader Nitish Kumar 
(about 3-4 per cent) and the upper 
castes, who, it was felt, would switch 
from the BJP to the Congress (10 per 
cent). The calculation was that this 
combination would definitely attract 
the 14 per cent Muslim vote, prising it 
away from the RJD, and ultimately 
would galvanise the anti-Lalu forces to 
consolidate into a front. 

Paswan’s arithmetic held strong ap- 
peal for both the JD(U) and the Bihar 
unit of the Congress. But despite that 
the anti-Lalu forces failed to sway Sonia 
Gandhi. And for good reason. Not only 
does she share a warm personal rela- 



















@ Tata Motors (then Teico) posts 
Rs 500-crore loss; transfers over Rs 
300 crore of receivables to Tata 
Finance (TFL) 

@ TFL posts Rs 395 crore loss, mainly E 
from stock trading and alleged cheating 8 
by the then CEO Dilip Pendse 


TFL converts loan into equity at a 
premium of Rs 16.53 


12004 | 
TFL ears profit after three years on | 


| the back of serious cost-cutting 
| Measures 



























Tata Motors gives guarantee to i j i ; 
2002 'ICICI Bank for E ah af tionship with the RJD president Lalu 
@ TFL lends over Rs 100 crore to preference shares issued by TFL Prasad Yadav, the only non-Congr ess- 
Telco dealers on behalf of Telco. Many [SES 2005 man to back her through six years of 


NDA rule, Sonia is determined that 
nothing should upset the UPA apple 
cart at the Centre. 









| € Tata group proposes to merge TFL 
‘into Tata Motors 
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BIHAR ASSEMBLY ELECTIONS 


The marginalisation of Paswan 


VU rm 
- o $ 
= mre 
a 5 
— —— . 
= (ney 

E E 

«mo — ^ 

v duet 

^ T E 


Wrong arithmetic: After his attempts at forming aggres- 
sive alliances failed, Paswan now finds himself isolated 


Breaking with the RJD in Bihar and 
entering into an alliance with Lalu's 
chief rival, Nitish Kumar, is a risk Sonia is 


simply not prepared to take. She must | 


have shuddered at the political fallout 
for the UPA in case of the anti-Lalu com- 
bination actually succeeding in ousting 
his party from Bihar. 

Smarting after his poor showing in 
the May parliamentary polls, in which 
his party won only four of the eight seats 
it contested, Paswan has been on a colli- 
sion course with Lalu. He privately and 
publicly blamed the RJD chief for his 





the existing joint venture...’ 

These dreaded sentences in 
Clauses | and IIl of Press Note No. 18 
of the 1998 series were eventually in- 
terpreted such that a foreign company 
that has a joint venture in India needed 
a ‘no objection certificate” from its In- 
dian partner to break off the tie-up and 
set up in India on its own. 

Indian companies exploited this 
fully to arm-twist their foreign collabo- 
rators into agreeing to what were 
sometimes considered unreasonable 
demands. LML flashed it against Piag- 
gio and Kinetic Engineering against 
Honda. The Modis prevented Walt Dis- 











losses and announced that his pact with 


RJD was only for the Lok Sabha elec- | 


tions. In other words, he would fight the 
Assembly polls without Lalu. 

Perhaps, if Paswan had understood 
Sonia's compulsions better, he would 
not have put his political future on the 


| line the way he has done with his aggres- 
sive anti-Lalu posturing of late. In the | 


process, he's been squeezed out of all 
electoral calculations in Bihar. The 
JD(U) and BJP have announced their 
seat-sharing formula. On the other side, 
an arrangement is on the anvil between 


ney from entering India 
for nearly a decade and 
also used it against 
Phillip Morris, which was 
its partner in Godfrey 
Phillips India. 

It was the NDA gov- 
ernment’s Cabinet Com- 
mittee of Economic Af- 
fairs that began allowing 
exemptions to Press 
Note 18 to foreign col- 
laborators who could prove harass- | 
ment by the Indian partner. | 

But the UPA government has taken 
away that arbitrariness from the gov- 
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DINESH KRISHNAN 








the RJD, Congress, Left Parties and the 
NCP. Paswan will have to be content 
with crumbs if he wants to be part of ei- 
ther of the two alliances. Or face the 
electorate on his own. 

Doomed to fight on his own against 
two strong alliances, Paswan can only 
be an also-ran. But his loneliness threat- 
ens to create a discord in the UPA coali- 
tion after the polls. And this is worrying 
the Congress. 

While the Congress opted for the 
safer option of staying with Lalu, the 
leadership is nonetheless worried about 
the post-poll fallout on its coalition in 
Delhi. Congress sources fear that if Lalu 
wins in Bihar, particularly if he wins a 
majority on his own, he will mount pres- 
sure for Paswan’s ouster from the UPA. 
Paswan has only four MPs and cannot 
bring down the government. But more 
discord within will dent the image of 
good governance the Congress is trying 
to create and give the Opposition a han- 
dle to attack the UPA. 

For Paswan, the future is bleak for 
the moment. Even if he manages to save 
his Cabinet berth, his weakened posi- 
tion in Bihar means that he will have to 
lie low. Fortunately for him, politics is 
such uncertain business that there's al- 
ways a tomorrow to bounce back. E 

ARATI R. JERATH 








ernment’s hands, bury- 
ing forever a serious 
bone of contention be- 
tween Indian companies 
and foreign collabora- 
tors and sending out a 
very strong signal that 
the government will do 
all it can to make flow of 
FDI into India seamless. 
The decision was an- 
nounced by Prime Min- 


DILEEP PRAKASH 


ister Manmohan Singh at the Cll Part- 
nership Summit in Kolkata on 


| 12 January 2005. 
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RELI JANCE 


Mutual fu ads 
Dui inadistance - 


| 


M. and Anil, the interest of domes- 


tic institutional players in Reliance In- 
dustries (RIL) and Reliance Energy 
(REL) seem to be waning. Since the dif- 
ferences became public in November, 
80 per cent of the mutual fund compa- 
nies, which collectively hold not more 


than 2 per cent in any of the stocks, have 


been reducing their exposure. Explains 


a fund manager who has held the RIL 


-stock for a long time: “RIL, no doubt, is 


fundamentally strong. But whatever is 
happening now is really very upsetting. 


The maze of invest- 


ment companies that 
has been created is 
beyond anyone's un- 
derstanding.” 

But, is that a good 
enough reason to sell 
a stock that is weigh- 
ted heavily in the Sen- 
sex, the benchmark 
stock index? One fund 
manager has an inter- 
esting argument. 
First, he says, if big 
fund managers did 
not hold Reliance, 
then the selling pres- 
sure on the day of the 
bad news will not be 
substantial. That will, 
in turn, mean that the 


Sensex will not plunge just on bad news 
| from Reliance. Secondly, since some 


fund managers had already sold Re- 


liance early, there was pressure on oth- 
ersto do the same. This way, the perfor- 


mance of their funds would be in line 
with the others in the market. 

Another fund manager says that the 
fight between the brothers has now put 
some pressure on the company to re- 


ward shareholders. He feels that if the 


buyback fails to lift the share price up, 
the company may sell some the share- 
holding it holds in Petroleum Trust and 
distribute a special bonus to sharehold- 


" MID the ongoing feud Betven | 
-the Ambani brothers, Mukesh ; 


ers. Thisis expected toincrease float and 


. depress prices. Says an analyst: “Right 


now, Reliance Industries’ share price 
has nothing to do with valuation, but 


with sheer sentiment.” 


In case of RIL, of the 25 asset man- 
agement companies, 20 have reduced 
their exposure, including four that have 
completely exited the counter. (See “The 
big shifts’). However, on a collective ba- 
sis, there hasn't been a substantial fall in 
the number of Reliance shares held by 
mutual funds. That is because mainly 
two funds, Prudential ICICI, which is 
owned. by ICICI Bank, and Reliance 


The big shifts 


Misa in the iiis of select mutual funds... 





The percentage change in the number of shares held across all 
schemes of an AMC as per portfolio discolsures on 31 October 
2004 and 31 December 2004 


Data source: Value Research 


Capital k aue been increasing their expo- 
sure to RIL. During November and De- 
cember Prudential ICICI has increased 
its exposure by 48 per cent and Reliance 
Capital by 71 per cent. 

REL stockhas been sold by 14 funds, 
including Taurus, HDFC, Prudential 
ICICI and Reliance.Capital, who have 
increased their exposure to RIL. Collec- 
tively, the shares held by mutual funds' 
have come down from 11.27 lakh in Oc- 
tober to 7.49 lakh in December, The 
funds that have been big buyers of REL 
are SBI MutualFundandUTL = B 

RACHNA MONGA 


M MOTOROLA 


intelligence everywhere 


ORAZR 


[he new Moto Razr V3. 
A cut above the rest. 


‘world's coolest phone, the 


razor-thin mobile you'll kill for’ 
- Stuff Magazine, Singapore. 





WITH the crash of telecoms in 
2000, Lucent Technologies 
dropped from being the darling 
of the stockmarkets to junk bond 
credit rating. Now it is slowly be- 
ginning to revive. The company 
is bullish about India and has 
been trying to increase its market 
share through Tata Teleservices 
and Reliance Infocomm. Patricia 
Russo, CEO, Lucent Technologies 
and No. 14 on Fortune's 2004 list 
of ‘Most Powerful Women in 
Business, was in India to catch 
up with clients and government 
officials. Excerpts from a chat 
with BW's Radhika Dhawan: 


m How does Lucent view the In- 
dian market? 

The growth opportunities here 
are exciting. The economy is 
growing and so is consumer 
wealth. The government is very 
positive on telecommunica- 
tions. The big wave of technol- 
ogy change going on today is ex- 
citing as these shifts don't come 
about too often. Today, we see a move to 
circuit-to-packet switched networks. I 
think there are also some very exciting 
convergence possibilities coming up as 
fixed and mobile networks come to- 
gether. That is where this market is go- 
ing to be heading. 


w Is the Indian market on a par with 
other major Asian markets for these kinds 
of services? Is it ready? 

Yes, I would think that the market is 
ready and well-positioned. As we see the 
affordability of telecommunications 
services becoming greater, I think con- 


SAMSUNG 


Shuffling the pack 


VER half a dozen senior man- 
agers at Samsung India Elec- 
tronics have exited after the 
company reshuffled their portfolios, 
demoting many for their inability to 
meet targets. 
Sources say the following have al- 
ready put in their papers: Kunal 





INTERVIEW/PATRICIA RUSSO 


‘India is an 
exciting 
market 

for us 





sumers' willingness to pay for new ap- 
plications will increase... [However] you 
have to decide what to pitch to what 
kind of consumer. 


& How important is this market in refer- 
ence to some of the other markets in the 
region? Would these markets drive inno- 
vation for vendors? 

We have just last month opened a Bell 
Labs research centre in Bangalore and 


there are 1,300 Lucent people working | 


there. Outside the US, we have such 
centres just in three other countries: 
China, Ireland and India. 


Ahooja (vice-president, telecom), 
Shubhodip Pal (senior manager, mar- 
keting), Amitabh Tiwari (product head- 
refrigerators), Rajesh Khurana 
(branch manager, Chandigarh), Ravi 
Tyagi (area sales manager, Haryana) 
and Akhuori Indu Shekhar (branch 
manager, Bihar). “I faced the Hob- 
son's choice: move or leave. Since it 
meant a demotion, | preferred to 
leave with dignity," says one of them. 
It is believed that the portfolio of vice- 
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As far as innovation is con- 
cerned, yes, I would say that both 
India and China are driving in- 
novation. Innovation could be 
different things that affect our 
customers' ability to make a 
profitable business. And when 
we help our customers in India 
meet their unique challenges, 
we leverage those learnings else- 
where. For example, cost inno- 
vations in a price-sensitive mar- 
ket. These are forcing us to rethink 
costs in the system to meet the 
very special needs of this market. 





m Do you feel that the Indian 
market is too crowded and com- 
petitive to be sustainable? 

Well, it’s a big country and, 
frankly, I have not heard anyone 
yet say that there are too many 
players. Maybe it's a timing issue. 
As investment matures, models 
and costs change. 


HEMANT MISHRA 


æ How are EvDO (evolution data 
only) tests going? 

(Note: EvDO is a technology that of- 
fers high-speed connectivity) 
The EVDO tests are going just great. 
Businesses that have high-speed data 
requirements just love it. Reliance 
tested it on their group companies and 
the tests went very well. 


ei What are your successes and disap- 
pointments in India? 

We are very happy with our CDMA de- 
ployments with Reliance and Tata as the 
service has really taken off in India. As 
for disappointments, well we just need 
to win more business. E 








president Vivek Prakash, who was 
heading information technology 

and marketing, has now been limited 
to IT. Ravinder Zutshi, director, Sam- 
sung India, while admitting that tar- 
gets hadn't been met 100 per cent 
denied that Samsung faced a prob- 
lem. "Portfolios are always reshuffled 
in large, fast-moving organisations. 
But that doesn't mean people are 
leaving," he said. E 
NANDINI VAISH 





Strength for the weak, 
flexibility for the rigid. 
Mobility for the static, 
stability for the unsteady. 
Precision for the sharp, 
poise for the delicate. 
Steel is everything. 
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Steel is life. 


TATA STEEL 


Genesis 2060 






















CORPORATE VENTURE CAPITAL 
Hot on India 


ASH-STRAPPED tech start-ups 

in India may have reason to be 

more optimistic this year. 

Though venture capitalists (VCs) are yet 

to recover their liking for seed funds, a 

small bunch of corporate venture 
investors have set the ball rolling. 

The earliest off the mark is Nokia 

Venture Partners (NVP), the VC arm of 


Finnish mobile phone-maker Nokia, - 


which invested $10-million in Pune- 
based enterprise security solutions 
start-up Nevis Networks. NVP does not 
have a separate corpus for India, but 
typical investments would be $1 mil- 
lion-8 million each. The firm raised a 
$100-million late-stage fund last year 
and is expected to raise an early-stage 
fund this year. Investments in India will 
be made out of both of them. 

In October 2004, US networking so- 


.. lutions giant Cisco Systems said it was 


looking at investing in Indian start-ups 
through its VC arm. The company has 
already made venture investments in 
China and Europe and is now looking at 
tapping into telecom equipment com- 
panies here. Cisco's expected invest- 
ment per company would be $1 mil- 
lion-$15 million. 

Also, long-time India investor Intel 
Capital has renewed its focus on India. 
Late last year, the firm said that it would 
be collaborating with US-India cross- 
border funds like JumpStartUp and 
Westbridge Capital Partners to invest in 
pure technology domestic start- 
ups with a front-end pres- 
ence in the US. | 
While there is no 
figure available yet 

on the kind of 
money that is 
likely to flow into 
start-ups from corpo- 
rate VCs, it spells good 
news for entrepreneurs. Un- 
like typical VC funds, corporate 
VCs see start-ups as external 
laboratories that can later be 
merged with the parent. Indian 
IT services majors like Infosys 
and TCS are also trying to 
adopt the model. a 
SNIGDHA SENGUPTA 
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 vertising and media. But who's 








2 s The ad | pie | 
Total Rs 11, 800 cr 











Shampoos ——  — Educational. institutions 
+ Toilet soaps - T Corporate campaigns _ 
- Corporate campaigns — — Capjeeps —— 

-. Washing powders/liquids _ Two-wheelers — 
~~ Two-wheelers | ^. Property/real estate — 
... Cellular phone services < independent retailers - 

XCasheeps —— |] Financial results — 
=: Toothpastes ae 1 Coaching centres ——— 
<= Aerated soft drinks | VM | Cellular phone services - 
:- Cellular m | ok Social advertisements 





ORING old print has sprung | tional one. It includes local advertis- 
, one on happening TV. In 2004, | ers and spends of national advertis- 
it has grown 1.5 percentage ers on local media — cable channels, 
points faster than the latter. It has | wall paintings, billboard, etc. 
done so on the back of local advertis- ^ Two, to get a piece of the local ad 


ing, the money "that doesn't pass 
through the Mindshares and Madis- 
ons", says Atul Phadnis, vice-presi- 
dent, TAM Media Research. He heads 
ADEX India, the division of TAM that 
published a review of the year in ad- bai. Or why Jagran is cove 
putting money into print ads? 
Educational institutions and 


advertisers, are the biggest category. 
And that is the most crucial finding of 
this review for two reasons. 

One, it emphasises that local ad- 
vertising, not routed through media 
buying agencies, is where the action 
will be as the media and ad market 
evolves. The local ad pie, which BW 
last calculated at over Rs 4,000 
crore, is growing faster than the na- 


CNBC's Awaaz and NDTV' 


ers emerge. 
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di ENTRE internet 0.5% n | 



















pie, national media owners, too, will 
have to offer local platforms. That ex- 
plains why Sahara has launched 
news channels specific to Uttar 
Pradesh, Madhya Pradesh and Mum- 


i 

| 

| 

| 

| | 

_ Hindi heartland with editions and also 

| launching a Hindi news channel. It ex- 

| plains, to a great degree, the action 
coaching classes, among other retail | in Hindi business channels. There is 

| 

| 

| 

| 

| 

| 

H 
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ring the 


s bilingual 


NDTV Profit, both on air this week. 
Now media buyers, too, are jump- 
ing into the fray. They are diversifying 
into outdoor, cinema, mobile and 
other media buying areas. 
So, both content and buying will 
get localised as bigger local advertis- 
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HEN BW wrote a 
cover story on how 
mutual funds are 
thriving at the cost 
of the retail investor 
(See "The Mutual Fun Industry, BW, 26 
July 2004), it sent shock waves across the 
industry. The regulator, Securities and 
Exchange Board of India (Sebi), and the 
Association of Mutual Funds in India 
(Amfi), who were reported to have 
turned a blind eye to the problems, re- 
futed our claims. Amfi sent us a four- 
page letter, and even Sebi, which nor- 
mally doesn't react to media reports, 





sent a 26-page rejoinder. Their letters. 


and our rebuttals were posted on our 
. website. Over the months, the storm 
seemed to have settled down, without 
any reforms to change ground realities. 
Now that may change. | 

A 12- member Securities Market In- 
frastructure Leveraging Expert (SMILE) 
task force constituted by Sebi to exam- 
ine the country's capital market infra- 
structure after the ONGC fiasco last year 
vindicates BW's stand. The SMILE com- 
mittee's second report, released on 3 
January 2005, speaks of 'infrastructure 
and process flows for enhancing distrib- 
ution reach in the mutual fund indus- 
try. It points out the same problems. 
Here are some excerpts: 

",., Barring liquid and money market 
schemes, the allotment of units in all 
other mutual fund schemes is effected 
before the funds are realised. Thereby, 
an incoming investment is provided an 
NAV (net asset value) before its funds 








MUTUAL FUNDS 


To smile or not to... 





canons of mutual 


on the basis of 


application is stamped before 3:00 p.m.; 


 vestors...and delays... could compound | 


have been invested, 
which is surely vi- 
olative of all sound 


fund manage- 
ment... Other mu- 
tual fund sche- 
mes allot NAVs 


the date and 
time stamping 
of the inves- 
tors’ applica- 
tions (the same day's NAV if the 


at both ends..." 
The report also acknowledges the 
fact that the fund industry hasn't been 
able to reach beyond 50 cities. It finds 
weak the fund industry's argument that 
ble, violating sound principles of mu- | competition from assured-return prod- 
tual fund management and when mar- | ucts with a superior distribution model 
kets are volatile can lead to substantial | has beena big obstacle. “On the premise 
mispricing of incoming investments | thatthere are distinct investor segments 
and encourage manipulation. It is | for different categories of risk/return in- 
sometimes argued in the defense ofthe | vestment products, whether in smaller 
existing arrangement that the measure towns or in larger cities, the marketing . 
is 'investor-friendly and that such de- | challenge for the mutual fund industry 
lays in funds realization when aninvest- | must lie in extending its reach to the 
ment is made are compensated bysimi- | smaller towns. It is important that the 
lar delays at the disinvestments stage | industry should not be cramped by the 
when redemption cheques take timeto | inadequacies of infrastructure." 
be encashed. Both arguments are inad- - This report puts Sebi and the indus- 
missible... A favourable pre-fundsclear- | try's incessant arguments against re- 
ance NAV to an incoming investor (ex- | forms on a weak footing. Headed by UTI 
cept forliquid schemes) merely benefits | Bank chairman P J. Nayak, the SMILE 
him at the expense of existing in- | Committee's report has been put on 
Sebi's website for public comments. W 
VIKAS DHOOT & RACHNA MONGA 


the next day's NAV otherwise). This is 
irrespective of how many days it might 
subsequently take for the investors 
cleared funds to reach the AMCs.” 

"The existing practice is indefensi- 








investor manipulation in mutual funds : 
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SEAT ENTITLEMENTS 


New spaces, 
new places 


HERE has been an explosion 

of seat entitlements in the last 

few years in India’s civil avia- 
tion sector. Several new points of call 
have been thrown open to foreign 
airlines. Previously unconnected or 
badly connected cities like Thiru- 
vananthapuram, Patna, Aurangabad 
and Amritsar can now be directly 
serviced by foreign and, now, Indian 
private carriers. In many cases, air- 
lines like Uzbekistan Airways are 
utilising the unutilised Indian enti- 
tlements — most of this traffic is 
fifth- and sixth-freedom traffic that 
is carried further to other destina- 
tions — both in Europe and in the US 
— beyond Uzbekistan. 

On many sectors, there is a severe 
imbalance in frequencies between 
Indian and international carriers. 
For instance, to countries like Ger- 
many, there are three frequencies a 
week by Indian carriers, whereas 
there are 23 by international carriers. 
And Indian carriers do not fly at all to 
various European countries like 
Italy, Austria, the Netherlands, Rus- 
sia and Switzerland although all 
these countries have airlines flying 
into India. It remains to be seen how 
many of these entitlements are ser- 
viced by the Indian private carriers. 

BW brings you a compilation of 
some ofthe new points of call and in- 
creased entitlements granted by the 
government in the last few years. W 

ANJULI BHARGAVA 


E : Qatar Airways 


go Sri Lankan Airlines 


| Singapore Airlines & 
=; Silk Air 


. Malaysian Airlines — 
- Uzbekistan Airways - 
= Kyrghyzstan Airlines & 


no Phoenix Aviation 
`o Turkmenistan Airline 
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A sound engineer in every seat. 


HP technology helps sound engineers at the 
Sydney Opera House anticipate how every concert 
will sound. Then using wireless HP Tablet PCs, 
sound levels of an amplified concert are optimised 
from anywhere within the theatre, even during a 
performance. So wherever someone sits in the 
audience, their ears will have the best seat in the 
house. www.hp.com/in/plus_sydneyoperahouse 
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sydney opera house: 


=.everything is possible 
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HE Access Deficit Charge 
(ADC) is an oddity of Indian 
telecom. Paid by the mobile 
phone companies to basic 


.. Operators to cover operational losses in 
.. uneconomical areas, it has been criti- 
cised for two reasons. One, there is the | 


— Universal Service Fund (USB), to which | 


operators contribute 5 per cent of their | 


i 


revenues for funding rural telephony. So | 
... the ADC is another charge for the same | 
.. thing. Two, the fear is BSNL, which isen- | 
'. titled to subsidies from the USE will use | 
ADCs to fund other parts of its business. | 


In 2003-04, total ADC was about | 


Rs 6,330 crore, 12 per cent of industry | 


F: Forecast 


"ee, revenues, according to a report by Cris- 


Infac, parts of which are available exclu- 


’ sively to BW. But the Telecom Regula- 





tory Authority of India (Trai) has taken 


/ thefirst step toabolishing ADCs by low- 
.. eringit. Despite that, Cris-Infac does not 


expect absolute ADC collection to fall as 


or industry revenues are likely to double in 


five years. In fact, the absolute current 


—. levelwill hold even if ADCs as a percent- 
. . age ofrevenues fall to 6 per cent then. 


Trai has left ADC for local calls un- 


a changed, but if operators pass on the 


other cuts to consumers, then national 


TR long distance tariffs could fall 11 per 


. . cent and international long distance - 





Source: Trai, 


tariffs by 16 per cent. This could lead to | 


-2009F 


Cris-infac 


ACCESS DEFICIT CHARGES 


. Headed for oblivion 


higher volumes and, hence, a higher net 
ARPU (average revenue per user). How- 
ever, gross ARPU will continue to fall. 
Driven by falling tariffs and increase in 
the number of pre-paid subscribers, the 
blended ARPU has fallen 22.8 per cent 
last year. Now the rate of fall is expected 
to decrease, but tariffs have still not bot- 
tomed out and ARPUS are expected to 
dip a further 8.8 per cent (CAGR) to 
Rs 296 by 2008-09, says the report. 

In recent months the growth of the 
mobile companies has slowed down, 
but it seems to be blip as long-term 
growth prospects remain strong. 

The report has forecast that tele- 
density will double to 18 per 
cent by March 2009, mainly 
due to the growth of mobile 
services. Cris-Infac expects 
growth of 5.7 per cent (CAGR) 
in fixed line services, over the 

next five years, number of 
mobile subscribers to touch 
212 million by March 2009, 
and industry revenues to dou- 
ble from an estimated 
Rs 49,400 crore in FY04. Mo- 
bile services are expected to 
contribute more than 85 per 
cent to this rise in revenues. 
Given this, the fall in ARPU 
is not likely to hit profitability. 
Big mobile firms have grown 
EBIDTA by 8-10 per cent over 
the past five years despite 
launches and, hence, ex- 
penses, in new circles as well as falling 
ARPUS. Cris-Infac says industry prof- 
itability will increase further by 6-8 per 
cent over the next five years, driven by 
economies of scale from a growing sub- 
scriber base and decline in regulatory 
charges and capital costs. | 

Probably the biggest profit booster 
will be the drop in regulatory charges. 
Cris-Infac expects these charges (li- 
cence fees, ADC and spectrum charges) 
to go down from about 25 per cent ofthe 
industry revenues now to 8-10 per cent 
five years hence. The pot of gold at the 
end of the Indian telecom rainbow 
seems to be getting bigger. D. 

RADHIKA DHAWAN 
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Ranks No.1 in performance 
and technology. 





Crane Duty TEFC SR Motors Roller Table Motors TEFC SCR Motors 








RELIABLE, FAIL-PROOF AC MOTORS FOR STEEL INDUSTRY 


Technological leader. Powerful performer. Best 
service provider. Our AC motors have set standards 
others can only aspire to achieve. Like you have. 








* Crane duty motors confirming to IPSS standards 











* Roller table motors G3 Crompton 
* DC motors for steel mills | | "|! Greaves 
* Complete range of motors for sponge iron units EVERYDAY SOLUTIONS 












LT Motors Division 

A-6/2, M.I.D.C., Ahmednagar 414111. Tel. : (0241) 277 6150 - 157 Fax: (0241) 277 7508. 
East : Kolkata : (033) 2282 9681 Bhubaneshwar : (0674) 253 1128 
West : Mumbai : (022) 5555 8593 Ahmedabad — : (079) 26581729 Indore : (0731) 2498 269 Pune : (020) 2553 4675 
North: Delhi — : (011) 3041 6300 Lucknow : (0522) 2239443  Jalandhar : (0181) 245 9467 Jaipur : (0141) 2376 919 
South : Chennai : (044) 2825 7375 Secunderabad : (040) 27847090 Bangalore : (080) 5139 1931 Cochin: (0484) 2370 860 


For more information log on to www.cglonline.com 
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How they fared 





Volumes 





GM has about 
3,000 units in 
pending orders 
for Tavera. In 

June and De- 

cember Maruti 
had week-long 
shutdowns 


y. 
Hyundai ems 
Elantra 

Ns 


Source: Companies 


Esteem 





Chevrolet 
Tavera 
















NEERAJ TIWARI 
BEGINNERS' LUCK How did 2004 launches in the auto 
sector do? Both Maruti Esteem and Chevrolet Tavera have had 
good starts. For Esteem, a facelift and a price cut of about 
Rs 50,000 helped revive the model and almost doubled sales 
from an average of 800-900 units a month. For Hyundai Getz 
the first month has been the high point with sales declining in 
almost all the subsequent months. For Hyundai's other launch 
Elantra, which has as many, if not more, bells and whistles as 
its competitors Toyota Corolla, Skoda Octavia and Chevrolet 
Optra have, styling seems to have been the bugbear. Discounts 
in the last two months have helped revive sales substantially. 
Unfortunately for Getz, the story of declining sales continues as 
it is in a price band where it clashes with the lower C segment 
sedans. And India seems to have a preference for the sedan if 
it can be bought at the same price as a hatchback. The story 
was similar for Fiat's Palio 1.6, and the company finally pulled 
the plug on it. The other important launch of 2004 was the 
Tata Indigo Marina. It's missing from our list as sales figures 
were not available from the company. But dealers say that the 
product has had a tremendous response, scoring points for its 
competitive pricing and styling. 


A TIMES SQUARE IN MUMBAI! The gigantic Coca-Cola dis- 
play at Times Square, New York, is almost a landmark. Done by 
the world's largest out-of-home specialist, Posterscope World- 
wide ($1.5 billion in billings), the 3,700 sq. ft board has more to 
it than just size. It can be updated on a real time basis using a 
computer, from virtually anywhere. 

Such innovation may soon reach the Rs 1,300-crore out-of- 
home market in India. The Aegis Group, which owns Poster- 
scope worldwide, has just tied up with Percept to form Poster- 
scope India. But high costs — 
the Coke display cost $5 mil- 
lion — could be a hindrance. 
Also, Indian cities will need to 
develop spots like Times 
Square. Telecom and retail 
are being seen as the cate- 
&ory drivers where 30-40 per 
cent of the budget goes into 
out-of-home publicity. 





MARK PI 


Missed its 
Mark, eh? 


ONSIDERING the craze for Chinese cuisine and 

McDonald's among Indians, it's surprising if Chi- 

nese delicacies served a la McDonald's find few 

takers here. But this has been the fate so far of the 
American quick-service Chinese food chain, Mark Pi. India is 
the first location outside the US where this $50-million chain 
with 75-odd outlets, has ventured. When its first high-street 
outlet opened in January 2004 in Saket in south Delhi, Mark Pi 
was targeting to set up 20 outlets by the year-end and 40 sub- 
sequently, across India. The thrust was on opening stand- 
alone restaurants (as opposed to food courts) in Delhi and 
Mumbai. In 3-4 years, a public issue was planned, with the 
aim to open 256 outlets across India. But one year since 
launch, its spread stands at just three outlets in Delhi. That's 
unusual given the uniqueness of the concept: quick service 
and gourmet food at low prices. 

So, what went wrong? To begin with, the gourmet food 
Mark Pi was offering at its Saket outlet didn't appeal to the 
palates of most customers. People who were used to eating 
Indianised Chinese couldn't relate to the authenticity of the 
Mark Pi food. Says Mark Pi (India) CEO Karana Verma: "It was 
unexpected because our food is authentic, hygienic and con- 
sistent." The other battle was: do people want to self-serve 
Chinese? Mark Pi was trying to Americanise the concept but 
eating a Chinese meal out is a destination affair in India. "It's 
only a mindset. Why else is it that people can eat pizzas out of 
a cardboard box and a burger wrapped in paper, while I'm 
providing damn good crockery,” says Verma. 





TRIBHUWAN SHARMA 


the list of new recruits, rub- 
bishes what insiders call the 
‘Whirlpool effect. Among 
others who have joined HT 


N its second big shuffle in 

about three years, Hin- 
dustan Times has roped in 
about 1 Lsenior managers 


from Whirlpool. Benoy Roy- 
chowdhury, 44, the latest in 
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POP is happening ....and POP Asia 2005 is making it happen! 


By Harish Bijoor 


Which is the oldest form of 
advertising of them all? The 
debate rages on. Look back 
keenly at those days when 
television was not even a thought 
on the radar screens of those who 
created, nurtured and burgeoned 
the Idiot-box movement! Peek 
keenly at those days when the 
consumer largely met the seller at a marketplace of 
mutual utility. This was the place people met on a 
Sunday in London to buy and sell and on a Friday in 
the Middle East to exchange solutions for their 
individual wants, needs, desires and aspirations. 





These were nascent days of selling and buying as a 
form of early commerce. The product had to be sold. 
And if a product had to be sold, it had to be displayed. 


Look at the compelling facts that stare back at us: 


«POP is the most ‘immediate’ of them all 
mediums 

e POP isa potent impulse-driver 

¢ 70 per cent purchase decisions are made in- 
store 

» POP material offers positive strokes at the 
point of purchase 


This is a fact not to be ignored. The consumer lands up 
at the store, to be greeted by this very friendly poster 
that is decision-making oriented! This is a great 
positive stroke to offer to the confused consumer. 
POP is potent! And decisive in its merit! 


POP material plays many a role: POP is all about 
offering different solutions to different problems that 
marketers face! The basic role of POP material is 
dissemination of information....... but that is not all! 


Consumerism at a fast clip: With a burgeoning middle 
class that is more and more exposed to the best of 
International trends and practices from the developed 
parts of the consumer world, the retail movement is 
on a boom mode. 

The 98 per cent of the retail category in India (small 
retail) will also therefore contribute to the prosperity 
ofthe POP industry. Small outlets, to stay competitive 
with the bigger behemoths on the rampage, will re- 
invent themselves. 


The Indian POP advertising industry is therefore 


growing currently at a healthy 30 per cent per 
annum. This growth is going to be fuelled even more 
as brands decide to spend more money on activities 
below-the-line than the traditional above-the-line 
spends through traditional advertising, which is 
becoming less and less effective in clutter-contexts. 


The key need at this take-off point of POP advertising 
as an industry is a focus on the realms of new ideas, 
bigger and planned investments, high standards of 
delivery, new technologies and everything else that 
makes an industry an industry. 


In the midst of this need, in comes "POP Asia", a first 
of its kind International exhibition cum conference 
on Point of Purchase advertising. Scheduled during 
20-22" January, 2005, in Mumbai, the event 
promises to be a definitive festival ofthe POP industry 
at large. 


This is an event that will showcase the best and the 
latest International trends in POP advertising. It is 
indeed a buyer-seller contact point for people across 
the continents interested in the opening up of the 
Indian retail environment. The exhibition and 
seminar addresses all the key constituents of the POP 
industry. It will have something for the brand 
marketer, advertising agencies of every hue, 
designers, visual merchandisers, service providers, 
and indeed the retailer herself. 


Participants are expected from both the developed 
and emerging markets in Europe, Middle East, China, 
all parts of Asia and the Indian sub continent. This is a 
veritable ‘mela’ of the POP designer, the 
manufacturer, sign makers, visual merchandisers, 
creative agencies, exhibition designer, modular 
systems providers and every aspect of emerging POP 
technology at play. 


POP Asia is therefore happening in India at a very 
happening time in our retail evolution as a market. 
An international audience, an international set of 
speakers, peppered by strong speakers from within 
India and buyers and sellers crawling out of every 
nook and cranny of the Mumbai venue! What more 
to ask for? 


India is happening! And so is POP! 


The author is CEO, Harish Bijoor Consults Inc. and 
Chairman, Steering Committee, POP Asia 2005. 


Email: harishbijoor@hotmail.com 
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* The purchasing and shopping! habits of the indian middle di a duin considerably 


over the past few years given thei increasing affluence, educatior and global exposure. 








+ Growth of retail would be driven by: an increase in consumer spending v which has grown at an 


average rate of 11.5% over the last decade. 


At present, over Rs. 7,65,000 crore is spent annually by consumers through v various s retail 
channels. | E b E d 
And any brand worthy of its equity: could do weil to influence the purchase decision at tthe ‘last 
mee feet’ stage, ey is point-of-purchase advertising. - EN : 

| - Growth i in retail i 


. india "T sth i in a list of 30 emerging retail markets according toa a study conducted dby the. 





global real-estate consulting group Kni ght Frank. 


. According to the same study, organised retail, currently a miniscule 296 of the total retail. 
market worth Rs.8,00,000 crore, is owing. at a a healthy 8. 5% per annum to take i a 20% strae 
by the end of the decade. as s a | 

. Organised retail has grown three-fold from Rs. 49, 500 crore in 2000 to Rs.1,48, 500 crore 
today, with a potential to expand to around Rs. 3, 60, 000 crore in 2005. — | 


About 2.5 crore square feet of organised retail space would be added to the exi ising eight 
million by the year 2005. | : h 
But the retail opportunity in India extends to auha more than this: In all, 1.2 crore setei outlets; 
out of which only 50 lakhs are in urban India, contribute to the overall magnitude of. 

the retail Gpportunity in India. — " | p M 


n "So i is POP P advertising ir in India growing i seamen 





> The indian point-of-purchase advertising industry is currently at Dand, Rs. 1 800 c crore ON 

growing at a healthy 30-4096 annually. It has an extermely fragmented service provider: base 
_ with not more than 25 national players with a billing exceeding Rs. 10 crore. ! 

Overall approach to pola pulchasé advertising is still largely subjective than s scientif ic but 
spends are consistently growing. | ! Mx t Bus 

* Entry of global brands and the i increasing emphasis of indian companies o on n point of purchase 
advertising have ensured high delivery standards. | ho m 

- But with retail poised to evolve into the next level, what the indus requires srighti now is an 

. impetus in the form of new ideas, technologies, investments, practices. and processes. 





The best thing in retail advertising 






^ Asia 2005 organized dune 20-22, January 2005 at The Nehru Centre, Worli, Mumbai will primarily be the destination of 
hose releated to the POP Industry to explore the ever growing POP Market and forge mutually rewarding business 
_artnerships. The event focuses more on the buyer seller market involving POP producers and the end users directly. 

Participating companies at the exhibition represent both, developed and emerging markets and shall share new Ideas, 

Methodologies and Technologies v wi ith the buyer industry to deliver best quality advertisit ng options. 










POP Asia 2005 will provide the opportunity for Exhibitors to showcase services cae products as per the following Pavilions = 
. denoting each segment of the ie and in the process cater to the eer needs of the POP Users within their areasof — 
a pociag | 









a forthe ere "PUP producer D i 
both. modular & customised: PAA 


oo * 3D. Media solutions, Mumbai 
|. * ADS Advertising, New Delhi — 
* Aluflex Systems, New Delhi P 
* Autoramaa , Mumbai 








For interior & exterior signage 
solution providers 


* Auto Graphics Digital Barigalore | 
* Crystal Display Systems, Bangalore 
* Grafiks International, Saudi Arabia 
* Jumbo Digital Prints, New Dehli 


* Classic Display Systems, Gurgaon - 
.* Design Core, Bangalore — 


* Media Kart, Mumbai - 
* Spectrum Scan, Mumbai 
* Spur Retail Merchandising, Bangalore 


* Digital Operation Consultancy, New Delhi 
* Emirates Neon, Dubai 
* Fleximount , South Africa 

* Insta Exhibitions, Mumbai - 

* Jayna Packaging , Mumbai 

» Marin’s India, Mumbai 

* Meroform, Delhi 

* Planet Design, Mumbai 

* Propack Shreiner, Bangalore - 

* Screen Promotions, Ahmedabad. 

* Sinex Systems, Chennai — 

* Speciality Displays, Mumbai - 

* Three Dimension Displays Kolkata 


* Sign & Graphic, Delhi 





For the design/retail fixture 
solutions community. | 
* Dovetail Furniture, Bangalore 
* Fourth Dimension India, Bangalore 
* Four Dimension, Bangalore 
* Magnum Retail Design, Mumbai 
* Manik Industrial Engg Pvt. Ltd., Mumbai 
* Primesite, Mumbai — IM 
* Quetzel Designs India Pvt. Ltd., Bangalore 
* R F2 Bangalore 
* RAMMS INDIA, Bangalore 
* Shark Design Studio, Bangalore - 
* Studio Print Art, Kolkatta 





technology solutions in retailing. 


* Protocol Solutions, Bangalore 


. The Products on. Display by the exhibitors shall include Display Solutions - Digital, PP Corugated, POP Counter 
Displays, Cutouts, Motion Displays, LED Displays, Signages, Display with Packaging, Store Design, Retail Space 
Design, Shop-in-Shop Units, Shop Fixtures & Furnitures, Exhibition Design and modular By System, and Retail 
Merchandising. 


POP Asia would attract Business Visitors from the buyer and seller industries which will include, Brand Marketers, - E | 
Advertising Professionals, Communication Experts, Brand & Corporate identity Managers, POP Producers, Consultant, 
Designers, Importers, Exporters, Retailers and Mall Builders, among others. 
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Let’s Talk Shop 





Forum thegame, 


"Workshop on Visual Merchandising" 

Martin Pegler is a renowned author and editor and is one 
of the most respected authorities on visual merchandising 
and store design. An inductee in the Visual 
Merchandising/Display Industries Hall of Fame and an 
elected member of the Society of Visual Merchandisers, 
Pegler has also been honoured by PAVE (Professionals for 
the Advancement of Visual Education) with a Lifetime 
Award. 


"Visual Merchandising challenges in speciality stores" 


Kurien takes great pride in having helped build the market 
leader in the Indian watch industry. Thanks to Kurien and 
his team, Titan today is one of India's most desirable 
consumer brands. 


In a career spanning 23 years, Kurien has gained rich 
experience in sales, marketing, projects, international 
marketing, manufacturing and organizational dynamics & 
structuring. 


He currently handles the profit center responsibility for the 
Watch Division at Titan, which encompasses the watches, 
clocks, precision engineering and sunglasses businesses. 


"POP is advertising at work; The power 

of below-the-line." 

Gopal Vittal is a renowned corporate figure and has been 
with Hindustan Lever Limited for over 14 years now. At 
HLL, he has worked his way up in several departments 
starting with the sales department for six years and 
thereafter in marketing for the next seven years. 


Vittal also brings varied experience from different 
categories that include skin care and personal products. 
He is currently the Vice President and Head of the 
Personal Wash business at HLL 





"Growth of Organised Retail in India and POP's 
changing role in it." 
Raghu Pillai is a prominent figure in the retail landscape of 
India having made his mark with FoodWorld. At RPG 
Enterprises, he is President & CEO, Retail Sector and a 
member of the management board. 


Prior to his current role, he was Managing Director of 
FoodWorld Supermarkets Ltd, since 1995 and Director 
Music World Entertainment. Pillai brings over 20 years of 
experience across various industries like tyres, IT, 
entertainment and retail. He is currently the co-chairman 
of the Cll National Committee on Retailing and a YPO 
member. 





Change is the only thing that’s constant in this industry. We need to therefor 
top of the latest and the best ideas, trends and developments in the industry. 


The In-store Marketing forum aims to bring the most relevant topics and the mo 
speakers in the business. Get some real advice, experience and information from t 


A combination of international expertise and Indian corporate wisdom put togeth 
manner that will give each delegate a unique and meaningful experience. 


"Design & Technology in POR" 














Speake 


"Brand and Retailer approaches to POP in the UK" 


As Director General of POPAI UK and Ireland, Martin 
Kingdon is responsible for the management and 
development of POPAI and the POP industry in the UK and 
Ireland. 


He has spoken extensively in the UK, Europe, USA and 
Australia on various aspects of the display market and 
specialises in the effectiveness of retail displays & layouts 
and also on brand and retailer attitudes to in-store 
communications. 


Kannan is the Director & President of RAMMS India Pvt. 
Ltd, India's leading retail solution company. He has a total 
work experience of 33 year out of which the last eight have 
been at RAMMS. He also had a five-year stint as Director 
Sales and Service at the HCL Group's office automation 
division, Network Limited. His experience also includes 
five years as Marketing Manager at Brooke Bond. 


Kannan is a regular guest lecturer at reputed business 
schools. He is currently the Chairman of POPAI India, the 
Indian chapter of Point of Purchase Advertising 
International, USA. 


iN N nnan 
RAMMS India 


"Consumers & POP - A research perspective.” 


After a two-year stint in product management, Medh joined 
MARG, which later on merged with ORG to become ORG- 
MARG, South Asia's largest market research agency. 


Medh has a wide range of research experience across diverse 
categories. He has kept his interest in academics alive by 
teaching at various reputed management institutes like 
MICA, Faculty of Management Studies (Delhi), S.P. Jain 
Institute of Management (Mumbai) and Sydenham Institute 
(Univ. Of Bombay). 


As Director, Client Services at ACNielsen ORG-MARG, he is 
responsible for all its proprietary products. 


N hal Me dh 








Professor Ravi Poovaiah is a member of faculty in ‘Visual 
Communication’ and ‘Product Design’ at the Industrial 
Design Centre (IDC) at IIT Bombay. His current pedagogic as 
well as research interests are in areas related to collaborative 
learning environments, way finding systems, interaction 
devices, visual data bases, retail design strategies and in 
designing for children. 























He is currently involved with the retail design of a chain of 
superstores for the Khadim’s group in the Eastern part of India 
and designing the corporate vision and retail outlets for oil 
major Bharat Petroleum. 
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‘Let’ s Talk Shop 





January 20, 21, 2005. Neh ru Cne, Mumbai. 


The Martin Pegler Workshop on Visual Merchandising, 

- Martin Pegler - Author € International Authority on VM. 
POP is advertising at work - The power of Below-the-line. 
- Gopal Vittal - Director Marketing Asia Pacific, Hindustan Lever Ltd | 

Brand & Retail approaches to POP in the UK. 
- Martin Kingdon - Director General POPAI, UK e» Ireland 










Consumers & POP - A Research Perspective. 
- Nehal Medh -Director, Client 5 ervicing, AC Nielsen 


Growth of organised retail i in India and POP's ewe role in it. 
- Raghu Pillai - | President e" CEO, Foodworld 


Design & Technology i in POP. 
- Ravi Poovaiah - IIT Mumbai. 





VM's Challenges i in speciality stores. | 
- Bj jou Kurian - Head, Titan. 


How to grow a POP business - Mantras for a a | new tomortow. | 


- R. Kannan - Director e President | 
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POP Asia aims to bring you the most relevant " . 
topics and the most respected speakers in the 
business. Get some real advice, experience and 
information from the gurus of the game. 

2 days of seminars - up close and interactive; 


these power packed sessions are sure to change 
the way you think 


|. So whether you are already there or on your way 
there, thisi is your big opportunity! 


| THE EXCLUSIVE SHOW ON. 
 POINFOF-PURCHASE ADVERTSHG | 
| January 20-22, Ns. | | 
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individual delegate Rs.10,000/- Group of four or more from the same company Rs.7500/- |. 
For detaih dni on to www Populi aig | | " 

















New and kicking at Rs.13,999 only. 
Now Kolkata goes directly to Kuala Lumpur. 


Our commitment to ensure better connectivity and reaching more and more people 
continues. Malaysia Airlines introduces 3 new flights a week (on Mondays / 
Wednesdays / Saturdays) to Kuala Lumpur from Kolkata, starting 29th January, 2005. 


And this is not all, enjoy a special introductory fare of Rs. 13,999/- only to 
Kuala Lumpur and/or Singapore from Kolkata. Also ask for special Companion fares 
and Senior Citizen fares. 


Malaysia Airlines currently flies to over one hundred destinations around the globe 
across 6 continents from 7 top cities in India. 
With an award-winning cabin crew, voted as the world's best, consecutively four 


times in a row, Malaysia Airlines is going beyond epee to build a stronger 
relationship with India. 


FOCUS-Del 





DINESH KRISHNAN 


But he knew better than to ignore these warnings. Within 
two months of opening its first outlet, the company started 
tweaking its India strategy. There is now a clear distinction in 
the menu (40:60) between Mark Pi Specials (authentic) and 
Mark Pi Classics (more suited to Indian palates). There is an 
attempt to offer table service where possible. Plus there is a 
focus now on expanding through the food court route where 
operating costs are lower. Moreover, instead of high-cost real 
estate destinations like Mumbai and Delhi, the target cities 
now are Chennai, Lucknow, Kanpur, Ludhiana and Jammu. 
These outlets are being built and will open in the next 3-4 
months. The target is to have 30 outlets by end-2005. 

But there is no big bang advertising yet. For that, Mark Pi 
needs a threshold number of outlets to justify the spends. 
Currently, it is relying on direct contact with customers in the 
vicinity of the outlets. And Verma is cautious, not worried. 
Footfalls in Mark Pi outlets have remained steady at 250-300 
every day. About 30-40 per cent of the customers come back. 
The second outlet in Noida is churning enough profits to 
make for the losses of the initial months. “That is heartening... 
we are the first movers so it'll take time,” says Verma. & 

AARTI KOTHARI 





OT MEN 
comes in as associate vice- 


president (marketing) and 
Ranganathan Thota, busi- 





Whirlpool. In his last posi- 
tion at Whirlpool, he served 
as vice-president (sales, 








MEDIA ROOM 


few weeks back, in this column we had placed our 

bets on Shwaas, a Marathi film and India’s entry for 
the Oscars, having a sporting chance at the awards. 
Shwaas is the gut-wrenching tale of an eight-year-old with 
retinal cancer. The film is short, has a modern setting and 
an age-old story; that is why our optimism. Later, it turned 
out that the film did not have enough money for publicity, 
lobbying and screening in the US. Now Arun Nalawade, the 
producer and one of the lead actors, seems gung-ho. On 
the eve of his departure for Los Angeles he spoke at 
length to us. While he is still Rs 25 lakh short of the 
Rs 1.5 crore he needs to push the film, he reckons that 
the Indian diaspora, especially the thousands of 
Maharastrians in the US will pitch in. Many already have, 
either by organising screenings for publicity or by raising 
money through social dos. It is terrible and hardly befits 
our status as one of the most promising economies of the 
world to go about with a begging bowl for funds in order to 
compete. How can anybody take us as a serious force in 
global cinema, which is what all those massive industry 
conventions almost convince us of. To achieve that stature 
we must aim to become a seriously profitable film industry, 
not just the one producing the maximum number of films. 


HE other thing that will 
make India a truly 
serious global contender 

in the film market is 
already happening — 
the blossoming of our 
creative confidence. 
Hollywood makes films 
in its own style. Over 
the years, it started 
selling its dreams to us. 
We are just about cracking stage one. So, 
Sarfarosh, Dil Chahta Hai, Lagaan, Company, Kal Ho Naa 
Ho, and the like hit you at a greater frequency now. 
Remember, just 10 years back Jo Jeeta Wohi Sikandar or 
Kabhi Haan Kabhie Naa were a once-in-five-years 
wonders. As we start making films in our own cinematic 
idiom — whether it has songs, dances, pauses, rituals, 
traditions, folklore and what not — with chutzpah, 





ness head (west and south trade marketing and logis- 

regions), both former tics), South Asia. 

Whirlpool employees. With him in charge of 
Roychowdhury joins HT | sales, Whirlpool of India, for 


as business head (media 
marketing- Delhi). He is also 
looking forward to helping 
the groups Mumbai foray, a 
refocus on Hindi and entry 
into new media like radio. 
Roychowdhury’s profes- 
sional portfolio spans more 
than two decades including 
global assignments with 
Procter & Gamble and 





the first time, sold one mil- 
lion appliances in a year 
(1999-00), says Roychowd- 
hury. Since leaving 
Whirlpool, he consulted 
with few companies, includ- 
ing HT. That was till Rajiv 
Verma, CEO, HT Media, a 
Whirlpool man himself, 
roped him for this job. x 
NANDINI VAISH 


everything else will just fall into place. The logic is simple. 
When we tell the stories we want to tell, in a language we 
want to hear it in, we appeal to the new Indian audience 
— the one that has evolved with cable TV, VCDs, DVDs, 
among a smorgasbord of entertainment options. That is 


" when we make more money. And when Indian film 


companies, which cater to one of the world's largest film- 
consuming markets (more than 3 billion tickets every year 
or double those in the US) start making pots of money, the 
studios are bound to get interested. je 
VANITA KOHLI-KHANDEKAR 
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The author is consultant 
editor of The Telegraph. 


India took 
the full 
decade it 
had to 
introduce 
product 
patents in 
drugs. Its 
patent- 
breakers 
used the 
time to 
take up 
more res- 
pectable 
businesses 














GOVERNMENT gives the paten- 
tor a temporary monopoly of use 
of his invention. A patentor has 
to file a description of his inven- 
tion, which anybody can inspect, 
reproduce and learn from as long as he does 
not put it to commercial use. The whole idea of 
patents is to bring inventions early to public 
knowledge, and thereby stimulate invention. 

If patents evoke so much hostility in India, it 
is because most patents are taken out in other 
countries to their nationals, and stimulate little 
invention in India. But many people in India 
would like to reproduce inventions patented 
abroad, and could not do so if patents were 
granted in India to foreigners. Patent breaking 
can be profitable; a country that has many po- 
tential imitators and few inventors would be 
hostile to patents. 

This issue came to a boil in the 1960s. 


- Chemical and drug makers tried to produce 


products similar to inventions patented in In- 
dia by foreign inventors; under the existing 
Patent Act — which went back to British times 
— the courts invariably ruled against them. 
Some of them were riled, and pressed the gov- 
ernment to amend the Patent Act. The govern- 
ment was following a policy of indiscriminate 
import substitution, and disapproved of for- 
eign firms patenting a product and then im- 
porting it instead of producing it in India. So it 
appointed a committee of like-minded hang- 
ers-on, and on the basis of its report, amended 
the Patent Act in 1970. The amendment abol- 
ished product patents in food, chemical and 
pharmaceutical products; anyone in India 
could read foreign patents for such products, 
copy them and produce imitations without fear 
of legal punishment. I did my first studies of 
technology transfer in 1968-70, and found that 
the pressure to change the law came from three 
or four firms; but they had MPs to put their 
case, and the government had its own reasons 
for relaxing patent protection. 

The impression that the Indian pharma- 


Peace returns to 
the patent regime 


ceutical industry grew and flourished because 
product patents were abolished is wrong. 
Patent protection lasts only 15-20 years; after 
that a product is no longer protected. Its patent 
description tells you exactly how to produce it. 
So it can be imitated perfectly legally; and the 
number of out-of-patent products is many 
times more than that of patented products. 
What Indian producers did was to start produc- 
ing out-of-patent products. Their products 
were cheap because the producers were small 
and low-cost, and competition was fierce. The 
low prices of drugs in India had little to do with 
lack of product patents. 

Nevertheless, there were a handful of large 
firms that specialised in patent-breaking. They 
were opposed to re-introduction of product 
patents, and their opposition prevailed for 20 
years. Then, in the Uruguay round of trade ne- 
gotiations, the US and Europe told India: we 
will give up the multi-fibre agreement and 
open our huge textile market to you if you rein- 
troduce product patents in food, chemicals 
and drugs. India had a choice and made it. 

But instead of introducing product patents 
straightaway, the government made an interim 
arrangement. It began to give foreign patentors 
exclusive marketing rights (EMRs) from 1 Janu- 
ary 1995. India was supposed to introduce full 
product patents within 10 years. But the BJP 
government was hand-in-glove with industri- 
alists; although it amended the Patent Act 
twice, it did not introduce product patents. The 
UPA government dragged its feet for six 
months, and introduced product patents by 
Ordinance from 1 January 2005. Now, inventors 
can file for product patents instead of EMRs; 
those who were given EMRs in the past 10 years 
will be given patents, but none too soon. 

The real impact of this amendment will be 
small, for all the big patent-breakers of the 
1980s have turned to other businesses in the 
meanwhile — to gene modification, contract 
manufacture, biotechnology, etc. India may 
again become respectable — and painlessly. Bi 
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that was probably the happiest 





investment bankers, for whom 
M&As are considered the ‘core’ busi- 


ness. And when data major Bloomberg | 


released its M&A League tables — con- 
sidered to be the most reliable data on 


investment banking — last week, there | 
was hardly any reason to keep the | 


bubbly corked. 


Of course, the jubilant mood hasn't 


stopped the fiercely competitive mem- 
bers of the tribe from running each 
other down. Statements are routinely 
prefaced with: “We don't want to talk 
about anyone else but...." Those who 
dropped a few notches on the tables 
tried to rationalise why the leaders 
reached the top. ("Oh, they just reached 
the top because of the size of their bal- 
ance sheet," said one.) The toppers 
sneered at those lower down ("We cant 
do the kind of deals they do, because the 
fees are low and we are far too busy.") 
And everyone hated Ernst & Young's guts 
for lowering the floor. ("Sure they did 34 
deals, but how much fees did they get in 
all?") Above all this din, the trend that 
was clearly visible in 2005 was the emer- 
gence of Citigroup and E&Y as two clear 
leaders of the tribe, riding as they were 
on lucrative cross-border deals. 

Overall, the tribe members have 


Investment 
banking flour- 
ished in 2004 as 
deals, IPOs and 
debt raising 
activities went 
into full swing. 
By Shishir Prasad 


& Avinash 
Celestine 


HE volume of mergers and ac- | 
quisitions in India more than | 
doubled last year. The tribe | 


at this turn of events was that of | 





more reasons to be happy. The sharp in- | 


crease in business will result in record- 


high bonuses this year. “Over 50 percent | 


of our partners will get a total compen- 
sation of over a crore this year," says 


Ashok Wadhwa, CEO of Ambit Corpo- | 


rate Finance, which rose from the sev- 


enth to the fourth position on the tables. | 


The bonuses, to be announced 
mostly by the end of January, are ex- 
pected to be at 70-80 per cent of annual 
salaries this time. (Only a few had an- 
nounced by the time we went to press.) 





The salaries of middle- to senior-level | 
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executives at investment banks have 
been steady between Rs 20 lakh a year 
(for smaller investment banks) and Rs 


| 45 lakh (larger ones) for a while now, ac- 


cording to a leading HR consulting firm. 

The higher payouts are possible also 
because the tribe has learnt its lessons 
from the lean years. The restraint exer- 
cised in hiring by almost all investment 
banks, even as business started picking 
up, meant that there were more spoils to 
go around. “We are quite sure that even 
if business increases two-fold, we are 
not going to double the head count,” 


Champagne 





CITIGROUP: “The invest- 

. ment banking market in 
terms of fees has, in all 

likelihood, expanded by 
40-50 per cent” 


SANJIT KUNDU 


says Amit Chandra, managing director, 
DSP Merrill Lynch. 

So what went right in 2004? How was 
it different over the indifferent 20032 
Well, for one, the pick-up in business 
seen in late 2003 turned into a boom in 
2004. The year saw large cross-border 
deals materialising, pushing up fee in- 
come. For the top 15-20 deals, invest- 
ment banking fees were at $3 million-4 
million this year. The next 30-40 deals 
fetched fees of $0.4 million-1.5 million. 


The 30-40 deals at the bottom of the. 
table, many of which were government 
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transactions, incurred losses. Even early 
this year, one of the bigger Indian banks 
picked up the advisory work on BSNL- 
MTNL merger for as little as Rs 50,000. 
Therefore, banks that worked on large 
cross-border transactions definitely 
had an edge over others. The trends of 
banks using their commercial banking 
relationships and accounting firms us- 
ing their audit services intensified. It 
helped them spot deals early and, that 
too, in different parts of the world. 

And all this happened ina year when 
the volume of M&A deals more than 
doubled to $12.3 billion from $5.1 bil- 
lion in 2003. More importantly, invest- 
ment banking fees expanded by 40-50 


. per cent during the year “in all likeli- 


hood”, says Citigroup's head of invest- 
ment banking in India, Pramit Jhaveri. 
Taking the average fee up were cross- 
border deals and private equity deals — 
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| INVESTMENT T BANKING 


— Mat rnm sati 


which also doubled in volumes in 2004. 
The other parts of the investment 

banking pie — raising debt and capital 

— saw more-than-decent growth, too. 


| The money raised by IPOs increased 


NEERAJ TIWARI 


seven-fold from $1.08 billion to $7.4 bil- 
lion and total debt issuance rose 27 per 
cent during the year. Indian companies 
went abroad in record numbers to raise 
dollars, attracted by the difference be- 
tween Indian and overseas interest rates. 

The stockmarket, which was 83 per 
cent higher at the end of March 2004 


over the level at the end of March 2003, . . : 


also proved to be a boon for foreign in- 
stitutional investors (Flis), who have 
been responsible for driving the current 
rally. And FII broking has, in turn, 
proved to be a big money-spinner for in- 


vestment banks, says Ajay Sondhi, head T 


of investment banking at Kotak Mahin- - 
dra. "While the market itself has grown, - 
the share of FII trading in total market 
turnover has also shot up,” says he. 

Some large M&A deals, too, hap- 
pened during the year. Citigroups kitty 
for the year included the $500-million 
sale of GE's outsourcing operation, 
GECIS, to a team of private investors, 
IBM's $150 million-170 million pur- 
chase of Daksh eServices, and Flextron- 
icss $290-million buyout of Hughes 
Software. Number two E&Y's tally of 34 
deals worth $1.52 billion in all included 
acquisitions made by Jubilant Organo- 
sys and Sun Pharmaceutical. 

The higher volume of business in In- 
dia corresponded with a similar expan- 
sion around the world. In 2004, stock 
and bond issuance hit an all-time high - 
of $5.7 trillion. The global markets saw 
more deals in IPOs and high-yield (junk) 
debts and less in convertibles (debt that 
turns into equity). The year witnessed 
the $2.4 billion junk bond deal of Rogers 
Wireless Communications, the largest 
of its kind yet. Yet, it must be noted that 
investment banking in India is far 
younger than it is in the developed mar- 
kets of the West. 

In India, two broad approaches to 
investment banking have emerged, and 
they are best exemplified by the two 
toppers of 2004 — Citigroup and E&Y. 

In keeping with its international 
practice, Citigroup has used its com- 
mercial banking relationships to win in- 
vestment banking business away from 
traditional investment bankers. For ex- 








depth APPARE T 





TRIBHUWAN SHARMA 


ample, in the GECIS deal, the bank also 
provided $200 million ofloan finance to 
the company. An Ambit or a DSP Merrill 
Lynch simply can't match that. 


“It is always our endeavour to | 
maximise the number of products we 


can offer our clients," says Citigroup's 
Jhaveri. He points to cross-border deals, 
too. "Indian companies have increas- 
ingly started looking at themselves as 
global players, and consequently, with 
our global linkages and global reach, we 
have a natural competitive advantage." 
And cross-border deals, everybody 
agrees, will only increase. This will place 
three demands on investment banks. 
One, they will need strong international 


presence, because the related compa- | 


nies can be based anywhere in the 
world. For example, Finali, an ailing US- 
based call centre analytics company, 
was looking for a buyer after it came un- 


der extreme competition from compa- | 


nies in India and the Philippines. "They 
thought the interested buyer would be 
in India, but it was [US-based] Conver- 
gys... who was interested," says Jayesh 
Desai, national director (transaction ad- 
visory services), E&Y India. 

Recognising the need, Kotak Mahin- 
dra has begun sending a third of its staff 
on long-term secondment to workin the 
offices of its joint venture partner Gold- 
man Sachs in Hong Kong and Singapore. 
"The aim is to get the staff to hone their 


JAYESH DESAI, E&Y: “... A large deal does 
not necessarily translate into high fees. 
What matters is whether you complete it” 














skills in a global environment,” says 
Sondhi of Kotak Mahindra. 

Two, investment banks will 
need very persuasive expertise in 
specific areas. The year’s largest IT 
acquisition in India, Cymbal’s buy- 
out by Patni, was done by a small 
investment bank, Avendus, which 
has built up relationships and ex- 
pertise in the IT and IT-enabled 
service sectors. 

The third requirement is one of 
having as many points of contact 
with clients as possible, rather than 
just through M&A advisory. This 
can take the form of commercial 
banking, private equity and stock- 
broking, as in the case of Citigroup, 
accounting and tax relationships, 
as in the case of E&Y, or stock- 
broking, as in the case of DSP Mer- 
rill Lynch and JM Morgan Stanley. 

The importance of integrated 
offerings is evident when you lookat 
the tables— only one pure advisory, Am- 
bit, made it. “We need to do this (match 
the integrated players) if we are make a 
transition from a tier-II to a tier-I invest- 
ment bank," says Wadhwa of Ambit. His 
company has done some stellar deals 
this year like DHL-Blue Dart, Scottish 
NewCastle-UB, and Bharti-Hexacomm. 
But these were largely because of Am- 
bit's strength in these industries. 

NM Rothschild, which does not fig- 
ure in the top 20 (it raised private 
equity for Air Deccan and Radhakr- 
ishna Foodland), believes less 
could be more, as dealmakers can 
lavish attention on a few key deals. 
^I will be happy if we can do 4-5 
deals a year, because clearly that's 
where our value lies," says Munesh 
Khanna, managing director of NM 
Rothschild & Sons (India). 

The other approach is that of 
E&Y, which has been criticised by 
others for going for volumes. In de- 
fence of the approach, Desai of 
E&Y says: "The $100-million deals, 
which bring in big fees, are rare. We 
have been quicker than most other 
investment banks in spotting the 
Rs 50 crore-100 crore deals." 

But market dynamics, too, al- 
low E&Y to be happy with such a 
share of the spoils, whatever other 
tribesmen rant about. "Today's 
market is primarily driven by a suc- 
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AMIT CHANDRA, MERRILL LYNCH: “We don't 
want to go through the cycle of hiring and 
then retrenching in the lean years” 


cess fee format. Just because you're 
working on a large deal does not neces- 
sarily translate into high fees," says De- 
sai. "What matters is whether you com- 
plete the deal." Despite its different 
approach, E&Y has worked on several 
cross-border acquisitions, drawing on 
its own global reach. 

“With Indian companies looking for 
expansion, and with high stock prices, 
convertible debt raising will continue to 
be strong,” says Vedika Bhandarkar, 
managing director, JP Morgan. 

Despite all the divisions, tribesmen 
agree on one thing — that 2005 is going 
to be just as good for business as 2004, if 
not better. “With capacity utilisation in 
the steel, aluminium, cement, hotels, 
refineries and automobile industries 
running at 80-90 per cent, there will be 
fresh investments, which would need 
equity, debt and even M&A advice,” says 
Chandra of DSP Merrill Lynch. 

The consolidation story in telecom 
is largely over, but acquisitions should 
continue in pharma. “Outside of the Big 
Four (of Indian IT), there will be some 
fairly large companies — of about $200 
million-300 million — in India that can 
be attractive targets for overseas buy- 
ers,” says S. Subramanian, joint head of 
investment banking at Enam Financial 
Consultants, which ranked seventh in 
2004. That will be good. The party can 
continue into the next year. a 


SANJIT KUNDU 
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& chief operating officer of 





MindTree Consulting. 








When the 
captains 

of Indian 
industry 
identified 
core issues 
facing 

a fast- 
changing 
India 


subroto bagch 





India through the 
eyes of India Inc. 


ECENTLY, I had the opportunity of 
moderating a round table of two- 
dozen business leaders who repre- 
sented a cross section of industry 


—JT, telecom, infrastructure, large 
manufacturing, academics and financial insti- 
tutions. It was a unique opportunity to listen 
to what the captains had to say on a range of 
issues that they are engaged in. This week, I 


| wantto give you a glimpse of their thoughts. 


Ashok Soota of MindTree was ofthe opinion 
that the IT industry is no doubt booming. Yet, 
there are critical issues. We should not be com- 
placent about China; we need to be engaged in 
multilateral dialogue to facilitate free move- 
ment of people; and we need to invest in edu- 
cation and infrastructure. Echoing his senti- 
ments, Som Mittal, who heads H-P's software 


| outfit in India, felt the quality of our education- 


alinstitutionsis going down, asis that of faculty. 
India’s competitiveness depends on these. 

Bob Hoekstra, head of Philips R&D in India, 
made a prophetic statement: when we will look 
back on today, the achievements will look like 
the easy part. The future will be far more chal- 
lenging. He felt we have succeeded in deliver- 
ing acceptable quality at half the price. That is 
half the job done. The challenge, he said, will be 
in moving from being a country of knowledge 
workers to a nation of thinkers. S. Devarajan, 
head of Cisco's R&D investment in India, 
bemoaned the challenge of finding talent. He 
also highlighted the importance of consistent 
government policy and of investing in a manu- 
facturing-friendly climate. 

Prakash Apte, director of IIM Bangalore, 
made an interesting point. He talked about 
how we, as a country, are trivialising education. 
According to him, out of 900 business schools 
in the country, only a hundred have acceptable 
pedagogic quality. The others are dubious. He 
said that anyone with four faculty members, 
two classrooms and a 600-book library can, as 
per the All India Council for Technical Educa- 
tion, start an accredited business school. 


Vikram Kirloskar of Kirloskar Toyota high- 
lighted the importance of a political agenda 
that focuses on three initiatives: building rural 
infrastructure, rural education and rural mar- 
ket. These will create sustainable economic 
power for the nation. Sajjan Jindal of Vijayana- 
gar Steel said that the labour policies are anti- 
quated. We protect those in employment 
against those who are outside of it, he said. Res- 
onating with these thoughts, M.N. Rao of Sie- 
mens felt labour laws must become more pro- 
gressive. "What if the burgeoning IT-enabled 
service industry was to unionise?" he asked. 

Ravi Uppal of ABB, who has just set up a 
$100-million printed circuit board facility for 
ABB in India, stressed on making India a manu- 
facturing destination. There is no reason why 
India cannot give China a run for its money. Yet, 
we seem to concede the battle before fightingit. : 
For this, infrastructure must be pervasive. 

Irfan Razack of the Prestige Group felt that 
infrastructure competitiveness is no longer an 
inter-city issue. It is a matter of national com- 
petitiveness. Kiran Grandhi of the GMR Group, 
which is building the new international airport 
in Hyderabad, amplified the thought. He made 
a point that India could be a leader in global 
aviation. "Where were Emirates and Singapore 
Airlines when Air-India started?" he asked. 

Rajeev Chandrasekhar of BPL decried the 
overregulated nature of the largest telecom 
market in the world. We are over-dependent on 
foreign capital and yet, we are an over-litigated 
industry operating in an environment of ad- 
hoc and questionable policies. Bart Hellmen of 
ING Vysya Bank felt that Indias competitive- 
ness is getting driven by the demographic pro- 
file and the high domestic savings rate of the 
country. Despite such a domestic savings rate, 
India remains largely risk averse, he noted. 

So, it is about education, infrastructure, 
rural development, and regulatory transpar- 
ency. Above all, it is about the will to discard a 
mindset of satisfactory underperformance, 
and the nurturing of a global vision. ER 
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PROMOTIONS 


Unit-Linked products or Mutual Funds ? 


Q. What are the features in a unit-linked product? 


The reasons for the increasing popularity of Unit 
Linked Products are that they are flexible, transpar- 
ent and provide value for money. They can be suited 
to the individual protection and savings needs of all 
types of customers, from the risk averse to custom- 
ers who seek higher returns with some downside 
risk. Some of their features are: 

€ Transparency: Values of investments is published 
on a daily basis in leading dailies and on websites of 
the companies as the NAV (Net Asset Value). More- 
over, all charges on the policy are shared with the 
customer both in the sales literature and in the illus- 
tration 

€ Flexibility: In addition to Unit linked products 
being transparent they are flexible in a number of 
ways to meet the different needs of customers. Unit 
linked products give you the flexibility to choose a 
fund according to your risk taking appetite. It also 
gives the flexibility of proportioning your capital to 
different funds to hedge your risks. It gives you the 
flexibility to move your funds around to take ad- 
vantage of market movements. 

9€ For different profile of customers, unit linked 
products also allow the customer to choose and 
switch between different fund options. More so, the 
returns are linked to the value of assets held. The 
entire benefit of a good fund performance is passed 
on to the policyholder. 


Q. How do unit-linked product compare with 
mutual fund growth schemes and other growth 
investments? 


Investment in a Unit Linked insurance plan gives 





the individual cus- 
tomer the dual ben- 
efit of long-term sav- 
ings and a life cover 
compared to Mutual 
Funds, 
only a savings ve- 
hicle. Mutual Funds 
in India get most of 


which is 


their business from 
corporate custom- 





ers. One can com- 
pare mutual funds 


Stuart Purdy, MD, Aviva Life Insurance, India 


with investment products from life insurance com- 
panies like a single premium bond, where life cover 
is low and hence mortality charges are low. Mutual 
funds have entry or exit load as well as annual 
charges. Typically their expense ratio is between 2 
to 3 per cent. In single premium insurance products 
expense ratio depends on term and policy and pre- 
mium size. Higher the premium size and longer the 
term, lower is the expense charge. 


Moreover, the premium paid for insurance is eligi- 
ble for tax rebate under Sec 88 of the Income Tax Act. 
The policy proceeds and distribution is also tax free 
under Section 10 (10D) of the Income Tax Act. Some 
insurance companies like Aviva also have the op- 
tion of tax-free partial withdrawals from their policy. 
The locked in tax benefit for an insurance policy un- 
der section 10 (10D) is a significant long term advan- 
tage as compared to a mutual fund. Investing in Unit- 
linked products tends to produce better results if 
the investment horizon is medium to long term. 
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Life Insurance 
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THE RATAN TATA INTERVIEW 


The year 1991 was when 
economic liberalisation in India 


- kicked off. It was also the year 
Tr will b eC pi I Ch Ratan Tata took up reins as the 
| new Tata group chairman. In 
| the following decade, Indian 
fan ‘Cale manufacturing went through 
| its most tortuous period. 
ae During the same time, Ratan 
Maruti 8 () T js —  Tataalso passed through his 
most trying period. 


Today, while most of Tata's 


w businesses are on a growth 
{+ e C Cd a drive, many erstwhile stars of 
Indian manufacturing have 
fallen by the wayside. 
ahh e Meanwhile, Ratan Tata has 
set his sights higher. The world, 
and not just India, is now the 
M Aruti o () () strategy canvas of the 
- Rs 65,000-crore Tata group. Few 
» others in India — with the 
exception of the AV Birla group 
l will take market Eiis 

In the last few years, Tata 
group flagships like Tata Motors 
and Tisco have gone on to set 
new rules in the global manu- 
facturing game. The group’s 
most recent global initiative is 
its decision to invest $2 billion 
in Bangladesh to produce steel, 
power and fertilisers. At the 
same time, it has started selling 
the Indica and the Indigo in 
South Africa. 

It was primarily in 
recognition of his group’s recent 
strides in manufacturing that 
Tata was inducted into the 
Prime Minister's National 
Manufacturing 
Competitiveness Council. We 
spoke with him for the first 
interview in the BW series on 
Manufacturing 
Competitiveness. Tata spoke at 
length about his vision of 
manufacturing competitive- 
ness, about going global — and 
also about his most ambitious 
project till date, the Rs 1-lakh 
car. Excerpts. 


RATAN TATA speaks to Rajeev Dubey 
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Which manufacturing company do you 
admire the most and why? 

RATAN TATA: I don't think I can pick on any 
single company... but I admire companies like 
Toyota and Intel. If I were to widen my net, some 
companies that I don't know very much about 
but that I have come to admire are some of the 
Korean companies like LG and Samsung. 


Why do you admire them? 

RATAN TATA: I view a company as a very successful 
manufacturer when it has cut a path for itself where no one 
has travelled. Toyota has done that. It has brought down the 
time taken for production. It has increased productivity ... it 
has done a whole host of things. It has not followed 
someone else. It has innovated tremendously in processes, 
in products, in design... 

Sony is another company I admire enormously, and for 
much the same reasons. Such companies produce reliable 
products that have been well engineered, well thought 
through, and well designed. 


Where do you see Indian manufacturing In the global 
context? 

RATAN TATA: India is, by and large, not yet world class in 
manufacturing. We have had the misfortune — although in 
some ways it was also lucky for us — of operating for a long 
time in a protected environment, which has caused us to 
produce goods that were not necessarily up to consumer 
aspirations. 


What do you think of the free trade agreements 
being signed currently? Especially when seen 
through the filter of Indian manufacturing? 

RATAN TATA: | am very keen that we break down all 
barriers between countries. I do think that the World Trade 
Organization concept is running into some problems 
internally. That's because a lot of bilateral agreements 

are being signed today. So, willy-nilly, we are going back to 
the days of the trading blocs. We really need to expand 
our trading horizons. If India were to be a part of one or 
more trading blocs, or free trade zones, I think it would 

be a great plus. 

But there is always a flip side to that. A free trade 
agreement often needs to include certain things, and Indian 
manufacturers need to recognise that it's going to happen 
and that they need to compete. They also need to realise 
that competition is a good thing. It may bring short-term 
pain, and there may be some bloodshed, but it will help a 
lot in the long run. If you look at what competition has done 
to Indian manufacturing, it's been a critical catalyst. 


It is only now that manufacturing seems to be getting 
a lot of attention, at least in the government circles. 
For a nation of our size, don't you think that more 
focus on manufacturing is necessary? 

RATAN TATA: We have to be clear about how we are 
defining manufacturing. For all nations, a certain content of 
manufacturing is necessary. You can't be just in the services 














sector — certainly not a nation of our size. 

But let's dwell upon the definition of 
manufacturing first. You can be a manufacturer in 
the context of what many Indian companies are. 
That is, you have a licence agreement, you 
manufacture. You don't embrace any of the 
technologies. You don't set up capabilities to 
develop a product. But you continue to manufacture the 
given product. When you can't do it any more, you find a 
collaborator who gives you a licence to manufacture, orto - 
import whatever the collaborator says. You install a plant 
and produce that product. That's one interpretation. 

Then, there is the second level of manufacturing. Here 
you really adopt the technology and develop a product. You 
see the product through its crude stage and its gestation 
period. With experience, you refine the product. It is at least 
a me-too product, and at least good enough to sell in the 
market. That's truly manufacturing in a sense, because you 
really own that product. Companies or countries that have a 
heavy bias in that kind of manufacturing are very robust 
economies — like Japan, Korea. 

Finally, there is the third category and that is coming 
into its own today. This is when you are a systems integrator. 
You develop a system and you might consider that system 
to be your product... and you don't do very much actual 
manufacturing in that product. You buy the components 
but you design that product and you assemble that product. 

The example often like to give is of IBM's laptop, 
among the best-selling laptops in the world. But what does 
IBM make? It designs the product. The display is from 
Toshiba, the drives are from Seagate, the keyboard is 
sourced from outside, and the chip is from Intel. So what 
does IBM actually put in? But it still creates the product and 
that's also manufacturing. 

The first category is an example of a bit of inane 
manufacturing — manufacturing a product with somebody 
elses knowhow, with somebody else's intellectual property. 

The question is: in which category does the country fall? 
We, traditionally, have been in the first. There has been very 
little incentive for development, for focused knowhow — for 
the things that make manufacturing competitive. 

The closest industry that has many of the real 
manufacturing capabilities that I am talking about today is, 
perhaps, pharmaceuticals. Because manufacturing per se in 
pharmaceuticals is possibly the process of tableting or 
filling the bottles for packaging. But the pharma industry 
has had a heavy dose of development from intermediates, 
from elsewhere. They have put a lot of product 
development in that industry. 

Even in the engineering industry, by and large, we have 
had licensed manufacturers. The more enterprising 
companies probably did some reverse engineering. But few 
are actually really growing into developing a new product by 
themselves. The Japanese did that in the Fifties, but by the 
Sixties they were ahead of whoever they were copying. 


In which of these kinds do you think we have our 
greatest opportunity? Or do you think it's a natural 
process of evolution? 


BUSINESSWORLD 32 24 JANUARY 2005 


f — — Me Pe Hei Dern S rai SS Ye b AA PP enm notae Pa ALR MNA VA ANA PAS HA ei ret Rd AA AEE tre Deseret PC SY reversa Ye p rtf etant MAR Te eoi SR eoe nf PASS bua Aaaa n 
SORES NA neem AO M E E ——————————————————————MÁÓ— RR — oe ot t s xe y ian 


RATAN TATA: My sense is that we have lost that 
opportunity. The world is moving and there will be those 
countries that will be majors in the manufacturing areas... 
in the second and third categories. 

For India to come into that, it has to move very fast. It 
has to be able to grasp technology. And that takes time. 
Companies will have to spend a lot more money on product 
development. One has to look much more for long-term 
gains, rather than short-term gains. The question is whether 
the world will stand still while that happens. It will keep 
moving. And India will have to move faster to catch up. 

My own feeling is that India has lost the chance to be the 
factory of the world... That opportunity appears to have 
gone to China, and since then, to some other Asian 
countries. 

Where India has its muse is one where inputs have a 
higher knowledge base, higher 
engineering skills, but are not 
necessarily innovative. 

Maybe India will do well in 
CAD (computer-aided design). I 
am not looking at that as an IT 
capability; I am looking at that as 
an engineering process. There 
may be prototyping in India. 
Mass manufacturing? I don't 
know. Batch manufacturing and 
assembly? Maybe so. Who knows, 
may be 10, 15 years from now 
India might be the centre of 
choice to assemble satellites 
because it right be too expensive 
in the US. 
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may have the full skills to develop a product, but the Indian 
manufacturer falls in the first category. Maruti and Hyundai 
are manufacturing proven products in the country from 
process knowhow that has come from elsewhere. 


You don't think there's a natural process of 
evolution? If they are doing that now, maybe 
tomorrow they will start designing and developing 
them, too. 
RATAN TATA: No... If that were so, they would be taking 
people from here to their design offices in Seoul and expos- 
ing them to doing the same. They are not doing that. It leads 
me to believe they have no plan to move in that direction. 
Some other companies like Texas Instruments are, in 
fact, doing that. The companies that are setting up product 
development and R&D centres in India are doing that. For 
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example, Delphi and General Motors, BT and British 
Aerospace are making those inputs here. But that's in 
reverse — the manufacturing is outside. They recognise the 
knowledge base and skills here which are used to improve 
their operations elsewhere. In a way, the skills are the same __ 
but it doesnt suit them to manufacture here. In engineering, 
we could, in fact, be ahead. 

In the automotive area, if we have one of the major 
engines designed fully in India, and then follow it up and 
manufacture it, India could become a major centre for ORO 
manufacturing. Unless that were to happen, you would only... 





What I'd like to say is that if over time we are able to 


_ build this knowhow base with our knowledge base, spin- 


offs from there may actually lead to start-ups in the 


manufacturing area. That will only be the low entry-cost 
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businesses, but it could form a semi-conductor industry in 
India, or something which would be equally interesting. 


in the two-wheeler industry, some global majors like 
Honda admit that the products made by Indian 
companies are truly world class. We seem to be 
making some headway there. - 

RATAN TATA: | think it's a good example. I think the two- 
wheeler industry has marched through the first category . 
and gone beyond that. They have faced competition and, 
therefore, had to bring their costs down. They have achieved 
almost global scales because that business is on a global 
basis. And they have now started to invest in product 
development. They are still buying technology from outside, 
but it's fine to buy technology from wherever it's available. I 
should have included them when I talked about pharma. 





story 


And companies are trying hard to outdo even foreign 
manufacturers. Bajaj is proud of the fact that it tests 
its engines for 300 hours in full throttle before 
approving them, while Honda does that for 100 hours. 
RATAN TATA: I must say it should not be interpreted in the 
wrong way. We run our car engines for x number of hours — 
I think it's 45 minutes. But Honda has developed its engine 
to such an extent that they put a cold engine in the car. They 
never run it. They have mastered it so that they don't have to 
run it for 300 hours or even 45 minutes. That's what I meant 
by breaking new grounds. 

The other day, we were at Tata Motors looking at plant 
enhancements and I saw a few of the shower booths for 
checking the leaks. Now, the Japanese, for the last 10 years, 
have not had shower booths, because they have perfected 
their skills and are confident that the cars are not going to 


shower booths and we spray water to check for leaks. 





A view of Tata Motors' engineering research centre in Pune, where the blueprint 
of the Rs 1-lakh car is being finalised 


If Bajaj runs its engine for 300 hours, it sounds good. But 
there is pride in it if Bajaj can do it for an hour and still come 
out 100 per cent okay. 


We understand that design is very close to your heart | 


and Titan is making some rapid strides in the area. 
Are you egging on other group companies to take up 
design and development in a major way? 

RATAN TATA: Yeah, if I can. Not all companies necessarily 
share that view. But it's necessary. 

Here, if you say you want to do something, the first 
reaction you will get is ‘we will find a collaborator, ‘we will 
find a joint venture partner’, ‘we don't know this business. 
We have to overcome this mentality. 

Titan has, I think, overcome that in the sense that it can 


do almost everything it wants to do in the area of watches. It | 


knows the technology, it can keep up with it, and the 
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| technologies are growing fast anyway. But in the 


manufacturing process it is self-sufficient. If you ask if its 
movements are cheaper than Chinese movements, I would 


_ say no. If you ask it how it will get there, I dont think it has 
| an answer. It tackles a different challenge. ...In the watch 


industry, your main task is to produce a watch at a decent 
margin. So what if your movements are from China? That's 
an IBM kind of example. 

Sometimes at Titan, they get hung up because they feel 


| that if they are not manufacturing it themselves, they are 


not doing the right thing. But you should remember that 
you are responsible for the end product. 


| How are you trying to convince your group companies 


that design and development is a process of 


| evolution in manufacturing? 
leak. We're still fixing leaks. Maybe less and less. But we have | 


RATAN TATA: You see, some companies have nothing. Let's 


| take the example of an Indian refrigerator manufacturer 


who is trying to go from A to B. It 
will go and buy some benchmark 
refrigerator, will take it apart, and 
reverse engineer — we're still in 
that phase — then make a 
product which may not be as 
good. Or, by luck, better. Some of 
our companies are in that 
position. Each time they have to 
develop a product, they have to 
find a product they want to 
emulate, take it apart, reverse 
engineer. I think we will have 
really arrived when we don't need 
to do that. 


Are these the kind of 
examples you put forward for 
others to follow, like the small 
car project? 

RATAN TATA: Tata Motors, for 
many years, has been self- 
sufficient in products. It has not 
necessarily been globally 


| competitive in how it has engineered those products, but I 


think we are getting there slowly. Each of these products — 
Indica, Safari, Sumo, or any other product — is improving 
on itself, by the lessons we have learnt in manufacturing or 
manufacturability of these products. Maybe, those are not 


| good examples. I don't have a ready example, but many of 
| our companies are doing that. But many are also just 

| producing the same product again and again, and are not 
| improving upon it. They are just working on the same 

| margins. 


| You are talking of Indian companies, not necessarily 
| Tata companies. 
|. RATAN TATA: I am talking of Indian companies and Tata 


companies as well. 
Some projects, like the Indica, have been radical in a 
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way, in their own field. But with regard to 
manufacturing, has TACO (Tata AutoComp 
Systems) disappointed you? 

RATAN TATA: No, not at all. In fact, TACO did the 
right thing. When we looked at the car industry, 
we felt that the Indian component industry could 
not produce appropriate components for cars. 
And if they could not, then the car industry would falter in 
terms of quality and capability. 

In the auto industry, more and more technology is 
moving towards the components and component makers, 
and the car makers have become designers, and integrators 
or assemblers. 

So it has become impossible that, say at BMW or 
Mercedes, somebody could be sitting on top of 
transmission technology or electronic technology or 
telematics or suspension or fuel technology. There is a lot 
of development taking place in each of them. And the 
investment that is taking place in each of them is huge. So, 
what has happened is that the transmission manufacturers 
invest in transmission technologies, and the suspension 
manufacturers do that in their own field. And so you have 
sources of technology and the car manufacturer works 
mostly with those component manufacturers to make 
things happen. 

In the case of TACO, it just did the right thing. It picked 
companies abroad that had those technologies. And I was 
involved very closely with it then. We invited them to be our 
joint venture partners. If you don't want to be our joint 
venture partners then come to India and we will help you, 
but come to India and set up your operations. Or, work with 
us on technology. So, we've got a mix of all. 

Very importantly, TACO has absorbed the technology. If 
we divest ourselves with a joint venture partner, we'll keep 
technology with the holding company (TACO). So, I think 
TACO has been quite farsighted. The real challenge is to 
continue to upgrade those technologies. What we are trying 
to do is to supply to external companies, because from that 
will come not only the learning but also the requirement. 

So TACO has not at all disappointed me. History will 
show we've done a very astute thing in TACO. 


Wasn't it supposed to be a systems integrator for the 
Asian region? 

RATAN TATA: No, no, not at all. I first talked about what led 
to TACO at an address to ACMA (Automotive Component 
Manufacturers Association of India), where I said, ‘Why 
can't we produce an Indian car?’ It was scoffed at. At that 
time, we were producing the Sierra, and they said, *Why 
doesnt he do his own thing first before talking about an 
Indian car?' So nobody came forward. That led to the 
conception of the Indica. It was nothing to do with TACO 
more than what I just said. 

Ilater came back, also to ACMA, that why don't we have 
an Asian car — that we leverage all the capabilities and 
component areas of every country in Asia. That would bring 
us scale. Maybe make some components in Malaysia, some 
in Indonesia. And that also did not get any response. But 
TACO was not supposed to do that. 





THE RATAN TATA INTERVIEW 
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The Rs 1-lakh car — how far has it 
progressed? 

RATAN TATA: We are just finalising the concept of 
structure, material and powertrain — which are 
the building blocks. Each of those has an assigned 
price to meet that objective. We are just coming to 
closing choices on all of those. 

Now we'll go after developing the car. This is the broad 
framework in place. But if these building blocks are not 
decided upfront, then there is no car. So we have taken a 
long time to get at that. We have a couple of new drawings 
showing us the size of the car, but these building blocks 
have to be in place. 

Should we go monocoque? Do we do plastics or do we 
go sheet metal? Those decisions had to be taken. We're 
almost at the point where we have evaluated this. It will be a 
five-seat, rear-engine vehicle. 


. Will it be bigger than the Maruti 800? 


RATAN TATA: It will be slightly bigger than the 800. 


Even in terms of the engine? 

RATAN TATA: Maybe not, because it will be a lighter car 
than the 800. The intention is that the car will be positioned 
between the 800 and the two-wheeler on price. 

I would imagine it would attract a two-wheeler 
customer to a primary car, which is all-weather-proof, is 
safe, has four wheels and, in fact, has the capabilities of a 
car that will come in two or three trim levels. There will be a 
rudimentary level and there will be a higher model which 
he can buy when he wants to upgrade. It will take some 
market away from lower-end cars and a bigger market away 
from two-wheelers. 


The rudimentary model — what will it not have? 
RATAN TATA: There are a couple of views on what it may 
not have. For example, it may have a door, but the door may 
be a frame with a vacuum-coated plastic sheet on the front, 
with fixed windows that are sliding. And the higher version 
will have regular wind-down windows and regular doors. 
There is also a concept where there are no doors but just a 
safety bar, somewhat like the old jeeps. 

When I said that the building blocks have to be in place, 
we needed to look at how each of those things can be done 
elegantly. And what we hope is that the customer can define 
the car he wants when he buys it. And the car can be built in 
that particular form. He can also upgrade the same car after 
he buys it. 


Will it meet the safety standards? 

RATAN TATA: It will meet all the safety standards that we 
require here. And until we really get involved in that, it will 
be difficult to say that it will meet the full safety 
requirements abroad, but our aim would be to try and meet 
most of those. 

It will meet the emission requirements that are there, 
which is a must. And we want it to be a safe car. We want to 
move people from a two-wheeler, with a wife holding a kid, 
to a safer form of transportation. 
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What's the deadline? 

RATAN TATA: Once all these things are in place. It 
will take toolings and a manufacturing plant, and 
so on. Usually, it's a three-year period. 


Aren't you planning to crunch that? 
RATAN TATA: Yeah. But I would still say it's a 
three-year period from that. 


Are you trying to get this assembled by different 
vendors as a social cause? 

RATAN TATA: No, that statement has been much 
misunderstood. We will manufacture the car. Then we could 
have a variant of this car that is manufactured by someone 
else, but we will manufacture all the mass parts for our car 
at one place — let's say, all the press metal parts, etc. 

So we may farm out the car. Not for us, but to give a 
livelihood to some others. So, let's say that there is the car A, 
which is made by us, and a car B, which is made from the 
parts made for car A, but which looks different and has a 
different badge. If you and 30 other young guys from rural 
areas or semi-urban areas want to manufacture this car, we 
would send you these parts, we would train you, we would 
provide you with a modular manufacturing plant that will 
enable you to produce the car. We will not take warranty 
responsibilities. We will not let you use our name. But the 
view was that maybe we could give 30 or 100 entrepreneurs 
an opportunity to start a business without having to invest 
in a press shop and having to design a car. 

Will it compete with us? To some extent, it would. We 
would expect our brand to take care of most of that. But it 
could also reach out in areas which we may never have 
reached otherwise. 


And this has nothing to do with the target of 1 million 
units that you have for your small car? 

RATAN TATA: I think there is a market for a million such 
vehicles. But a million may not be all Tata vehicles. We may 
produce 5-7 lakh; 3 lakh may be in this other form. It's not a 
million plus something. 

The same philosophy that I am talking here can be 
grafted into South Africa or Namibia. Or, other countries 
that are looking for low-end cars. We can provide the pre- 
fab, the trimmings, the modular plant. We are looking at 
how to bring the cost of the plant down. 


How much does design fascinate you in the context 
of manufacturing? 
RATAN TATA: Very much. All products to me are fascinating. 


Is it an area you are looking at as an organisation? 
RATAN TATA: Yes. Tatas have looked at setting up a design 
house, which hasn't really happened because we would 
need to leapfrog into this with someone. There has been a 
hesitation. It's just something that, after I retire, I have an 
interest in doing on my own. Just to keep myself occupied. 


Where all in the world would you like to manufacture 
as the Tata group? You are going to Bangladesh, 








South Korea and South Africa. Can you 
simplify the manufacturing footprint of the 
group? And when you chose some of those 
locations, what was the big picture? 

RATAN TATA: We chose the locations because 
they seemed to be markets for various products 
of ours. What we do in those countries — whether 
we export to these countries, or we assemble in these 
countries, or whether we have full-scale manufacturing in 
these countries — will depend on the kind of stake we have 
in that country. Or the practicality of what we do. 

For example, in South Africa, we may like to just 
assemble. We may not like to take full manufacturing there. 
There may be another country, say China, where we may 
not manufacture ourselves, but we may have full 
manufacturing done by others for the Chinese market. So in 
each of those countries we are evaluating what we might do. 


. How safe are your investments in Bangladesh, given 


the current Indo-Bangla relations? 

RATAN TATA: I feel that if we are looking at the safest 
investments, we will probably never start anything. The 
areas we are looking at are good for Bangladesh. Be it power, 
be it steel, or be it fertilisers. All of these are commodities or 
utilities that are consumable within Bangladesh. ... Steel and 
fertilisers are also exportable. 

Bangladesh — though I've been there only for a few days 
and only once in my life — looks to me a country that is 
suffering more from wrong perceptions than actual fact. 
When you go there you realise that their industrial policy is 
more open than Indias. They do not have a history of going 
back on commitments. There are some places where 
pricing commitments have actually hurt the Bangladesh 
government. But they haven't changed the law; they have 
honoured those commitments. 

But it's a country where there is a chicken-and-egg 
situation. We wanted to set up a power plant where there is 
no gas. IFC and the World Bank have projects to put up a 
pipeline. But they wont put a pipeline because there is no 
demand. Now, if we have a power plant, there would be 
demand — so they want to participate. It's that kind of thing. 

And I have to say that I have been very pleasantly 
surprised by Bangladesh — and particularly by the 
reception we received — where the goodwill for Tatas 
exceeds that for India. We are not seen as political. We are 
just seen as ourselves. Many people have goodwill for Tatas 
going back to pre-Independence. 


Is there a bigger game plan for the car business than 
just going into South Africa? 

RATAN TATA: South Africa will be a stepping stone for 
southern Africa, and possibly for other countries in Africa. 
Also, they have a few trade agreements with Europe. So, if 
we could find a good manufacturing or assembly base, it 
would be our shipping point to Europe. And it will free up 
some of our capacity in India. D, 
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FLIGHT plan 


T the Air Sahara offices 


one is working like 
mad. It’s been like this 
since the day the Cabi- 
net cleared the pro- 
pos to let private airlines fly to inter- 
national destinations (its only inter- 
national flight now is to Sri Lanka). 
Rono Dutta, president of Air Sahara and 
former president of the American car- 
rier United Airlines, is in a particular 
hurry. “We will have 32 planes by mid- 
year, up from 21,” he says. 

Ofcourse, all these big plans will cost 
them. Lease rentals for some of the 
aircrafts it desires will be in excess of 
$500,000 a month. Many of the Asean 
destinations can be served with the 
B737s, but for London and other long 
haul routes, it will look at leasing three 
to five aircraft by September. The air- 
craft under consideration are B767s, 
B777s and A330s. 

Boosting their fleet is a necessity. 





in New Delhi, every- | 











If the ministry clears its flights, Air 
Sahara proposes to launch daily flig- 
hts to several new destinations start- 
ing May 2005 (See ‘On The Radar’). 
Other than daily flights, the airline 
has requested fifth freedom rights from 


all these cities to the United States and | 


for fifth freedom rights between Bang- 
kok, Singapore and Kuala Lumpur. 
This will allow the carrier to issue tick- 


ets to passengers from, say, Delhi to | 


Singapore and then from Singapore to 
New York, even though Sahara may 
only fly the Delhi-Singapore leg and 
the Singapore-New York leg may be with 
another carrier. 

Even before the gates had opened, 
Sahara was preparing for the eventual- 
ity. The airline has appointed general 
sales agents in Thailand, Malaysia, Ho- 
ng Kong and Singapore. It is working on 
organising bank settlement procedures 
in these regions. Training for ground 
and cabin crew has recently been given 
to an external agency. While ground 
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handling in the new cities it flies to will 
be outsourced, there are also plans to 
appoint a country/city manager in 
some of the newlocations. Newsystems 
for engineering tracking and revenue 
accounting are being put in place. 

To do all this, Dutta has armed 
himself with a new army of profess- 
ionals — poached from rivals like Jet 
Airways and Indian Airlines (IA). A new 
vice-president (sales) for Asia, N. Sun- 
dararajan, has joined from Jet Airways 
to handle sales and marketing for the 
new destinations. Chander Nene, who 
was once head of IT for Jet and was last 
with Kenya Airways, has joined to head 
IT for Air Sahara. 

Two IA veterans have come on board 
as well.The IA former deputy manag- 
ing director, Vinoo Kashyap, has join- 
ed as adviser for strategic affairs and 
will be handling the proposed aircraft 
acquisitions for the carrier. M.C. Gupta, 
former head of engineering at IA, has 
taken over as head of quality assurance. 













On 
the 
RADAR 


The proposed 
international flight 
and city pairings: 


City of Origin 
Destination 


Delhi, Mumbai, 
Hyderabad 
London, Bangkok, Singapore, 
Kuala Lumpur, Hong Kong 
Kolkata | 
Bangkok, Singapore, Kuala Lumpur 


Chennai 
Singapore, Kuala Lumpur, 


Delhi, Mumbai v — 
New York, Chicago Chennai 


VEN before the private carriers take 

off, a new issue of contention has 
cropped up: the proposed division of 
entitlements. The Cabinet has pro- 
posed to divide the flight entitlements 
among eligible carriers on the basis of - 
the number of available seat kilome- 
tres they have flown domestically in the 
past five years. This implies that Jet Air- 


ways will be given a higher number of — 
| improve connectivity for all US cities 
through the carriers' plans," explains 


frequencies if there is a shortage. 

| Air Sahara wants all frequencies to 
| bedivided equally. For instance, it 

| wants seven frequencies for London so 
-that it can offer a daily service. It is ar- 

| gued that unless it operates daily to 
London, it cannot compete with rival 
Jet. Explains one airline official: “If we 
don't fly daily, it won't work. We will get 
killed. A passenger who wants to fly on, 
say, Wednesday will be told that Sa- 
hara does not fly on Wednesday, and 
that the next available Sahara flight is, 
say, Friday. What will be his natural re- 
action? Put me on Jet...." Also, if the 
Sahara flight goes on a particular day 
and comes back a day or two later, it 
will lead to added costs. "The crew will 
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Delhi Mumbai 


A divide on division — 


| stay for two or three days, we have to 
i pay for parking for two days, etc. It will 
|| Work out very expensive for us,” ex- 

| plains an Air Sahara official. 


Rono Dutta argues that entitle- 
ments can be divided on various other 


| bases. For instance, he argues that in 
| the US, entitlements are often given on 


the basis of which city pairs the airline 
proposes to connect. “The aim is to 


Dutta. For instance, United Airlines is 
given entitlements to fly from Chicago 


| to Tokyo while Delta does Atlanta to 
| Tokyo. He argues that Jet Airways will 
| provide better coverage to Westem In- 


dia (Gujarat and Maharashtra) while Air 


| Sahara could provide better coverage 
| to Northern and Southern India. 


When contacted, ministry sources 


|! said that Air Sahara had recently writ- 
| tento them asking that "all available 
routes be equally apportioned among 
| all eligible Indian carriers", but that, so 


far, the govemment had settled on the 


| available seat per km basis, though the 
| decision was not sacrosanct. 
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Kolkata - Hyderabad 
































The airline is proposing to ‘import’ at 
least two other industry specialists: - 
a new vice-president (engineering) and - 
ahead (customer services). 

In addition, the airline recently hired 
around 20-25 pilots and is in the pro- 


cess of hiring 50-60 cabin crew. The air- 
line has already signed lease agree- 
ments for three more CRJ aircraft 


(Bombadier) and two B737-700s. 
High on Sahara's agenda is flying 


| to UK. On the UK-India route, for 
| instance, as per the latest bilateral, 21` 


frequencies will become available: 
seven in March 2005, seven in Septem- 
ber 2005 and seven in March 2006. It 
is likely that the seven frequencies 
that become available in March 2005 
may be given to Air-India, and the two 
private carriers will be vying for the 
September 2005 and March 2006 fre- 
quencies. In fact, the battle for those 
limited frequencies has already begun 
(See ‘A Divide On Division’). 

Still, the key test for Air Sahara will 
improving its dispatch reliability and 

n-time performance. Both have been 
Problem areas for the carrier so far. 
Dutta argues that the airline's dispatch 
reliability is up from 92 per cent in De- 
cember 2003 to 98 per centin December 
2004. Only time will tell whether it can 
further pickup the pace. a 





PROMOTIONS 





NFRASTRUCTURE is the key to development of any 
| economy. Inadequate infrastructure hampers growth, 

applying brakes on smooth flow of trade and affects the 
flow of investments into the country. If India has to garner a 
larger share of the FDI (Foreign Direct Investment), world 
class infrastructure is the need of the hour. YES BANK, a 
private sector bank in the Indian banking industry strongly 
believes that a well-developed infrastructure — both physi- 
cal and social - is a crucial factor in the investment destina- 
tion decision of a company as it is core to its competitive- 
ness. Physical infrastructure comprises power, water, in- 
dustrial infrastructure, rail, road, air and port connectivity 
and land availability, while social infrastructure constitutes 
urban infrastructure, education workforce, education & health 
facilities, recreation and quality of life. 

There is still a considerable demand-supply gap on infra- 
structure development within the country. To bridge this 
gap, investments in the infrastructure segment is being 
sought from the private sector, while simultaneously open- 





ing up the FDI 
invest- ment 
route. Gov- 
ernment policies 
are also YES / BANK being 
framed in ac- 
¢. 0:2 = dance. 


With Central and State Government finances being stretched, 
a workable option is Public - Private Partnership in infra- 
structure investment. There are very few financial partners 
who are willing to get locked into long gestation infrastruc- 
ture projects. YES BANK looks at filling this vacuum in 
infrastructure financing and funding. A greenfield, profes- 
sionally promoted entrepreneurial venture, it is being en- 
visaged to be a high quality, technology driven, state of the 
art private Indian bank catering to “emerging India”. As 
Rana Kapoor, MD & CEO says, “YES BANK is the outcome 
of a professional and entrepreneurial commitment to set upa 
private Bank with a difference which is uniquely Indian, mean- 
ingfully contributes and shares in the Indian opportunity.” 

Investment in infrastructure has a multiplier effect on re- 
lated sectors of the economy, employment generation, in- 
vestment in capital projects and improving the general qual- 
ity of life of the citizen. Attracting private capital into infra- 
structure services has become the cornerstone of the new 
infrastructure development strategy. YES BANK with its 
emphasis on contribution to “emerging India” finds this rel- 
evant as infrastructure transactions provide an opportunity 
to participate in an asset class that directly contributes to 
improving the HDI (Human Development Index). 

YES BANK envisages an important role for itself in the 
development of infrastructure projects. It is going beyond 
the traditional banking arena, and is specializing in sunrise 
sectors by developing knowledge capital and implement- 
ing financial solutions both advisory and products driven. 
The focus is on select knowledge verticals like food and 
agri-business, key infrastructure, life sciences, select manu- 
facturing in order to become the preferred financial partner. 


Accelerating economic growth through infrastructure investments 





In terms of banking services, YES BANK offers a complete 
portfolio of Corporate, Investment and Transactional Bank- 
ing products including Structured Trade Finance, Working 
Capital, Forex and Money market products, Cross-border 
financing, Debt Capital Markets, Domestic Payment Ser- 
vices, Derivatives, Structured and Project Finance, Merg- 
ers & Acquisitions and Strategic Advisory solutions. With 
the name YES, conveying the essence and spirit of the bank 
and its values and characteristics - attractive, smart, simple, 
serious, reliable, trust-worthy, optimistic, positive, efficient 
and universal services for all its customers. 

Infrastructure is a vast sector, which provides excellent 
avenues for investment. The government in many areas is re- 
defining its role as more of a facilitator than an operator. In- 
creased focus in involving private sector participation and the 
offering of concessions in the form of tax holidays, income tax 
exemptions provides for a positive investment climate. 

In the power sector, the Government has set a goal of 
“power for all” by 2012. This means, investment is required 
for 100,000 MW of fresh capacity by 2012. The total size of 
the untapped market in generation alone is estimated to be 
USD 115 billion, while that in transmission and distribution 
is at USD 25 billion. Water management also presents a sub- 
stantial opportunity. The investment requirements in the 
water sector excluding irrigation are pegged at USD 3 bil- 
lion. Add to it further opportunities for Operations and Man- 
agement of existing water supply networks. There is scope 

‘for huge investments. Wastewater management is another 
potential area. Industrial 
parks, special economic 
zones and export zones 
that provide a set of com- 
mon facilities to the es- 
tablished units is another 
potential avenue. Tax 
concessions offered by 
the government make it 
a more attractive invest- 
ment opportunity. 

In the transport sec- 
tor, the system handles 
870 bn ton-km of freight 








and 2450 bn passengers - x 
per km annually. — = 
Though India has the 2nd Mr. Rana Kapoor, MD & CEO 


largest road system in the world, there is still continuous 
pressure on it. The total size of themarket for investment is 
at USD 22 billion. In particular, the major portion of the 
North-South & East-West corridor under the NHDP is yet 
to be awarded. Servicing through tolling of roads, opera- 
tions & maintenance is another lucrative area. Similar is the 
case with ports, though India has a coastline of 7517 km, it 
has only 12 major ports with 185 minor and intermediate 
ports. Minor ports have seen an increase in traffic in the 
last 5 - 6 years. With thrust on exports of goods, the need 
for ports to handle cargo efficiently and faster is bound 
to increase. This market is estimated at USD 3.75 billion. 


Railways have been a monopolistic operation of the Indian 
Railways. There have been severe capacity constraints on 
keytrunk routes, safety concerns and deterioration in qual- 
ity of services. Indian Railways has formulated the Rail Vikas 
Nigam Ltd. for private sector participation in railways. The 
opportunities in railways pegged at USD 5.75 billion in- 
clude gauge conversion and new rail connection projects 
wherein private sector shall finance and construct the project 
and Indian Railways will pay a fixed annuity over a 15 year 
period. It has also outsourced non core activities like cater- 
ing on key trunk routes. Indian airports are facing problems 
of constraints in capacity, necessity to modernize to be- 
come regional hubs for passengers. Private sector has been 
co-opted in green field projects at Bangalore and Hyderabad. 
Other sectors where the private sector participation is to be 
invited are Kolkata and Chennai. In Delhi and Mumbai, mod- 
ernization and expansion with private sector is underway. 
Smaller airports are being upgrades and airport services like 
cargo handling services are being outsourced. The market 
here is estimated at USD 6 billion. 

Agriculture sector is one where paucity of infrastruc- 
ture is highly necessitated. India has the largest amount of 
arable land in the world. Lack of infrastructure has severally 
hampered its global expansion and modernization. Agri-in- 
frastructure required for the production and transportation of 
food and agriculture produce forms this huge chain extend- 
ing across the country. From input infrastructure, storage, 
production and harvesting infrastructure, processing infra- 
structure and distribution, retailing and export infrastructure. 
YES BANK's Development & Knowledge banking group 
plans to assist government and private sector clients in tar- 
geting segments 
like Micro Fi- 
nancing, Agro 
logistics and 
Transportaion, | 
Storage & Bulk 
transportation 
systems for 
grains, bulk stor- j 4 
age for inputs, 
cold chain com- 
prising cold stor- 
ages and refrig- 
erated transporta- 
tion systems (in- 
cluding con- 
trolled atmo- 
sphere (CA) stor- 
age systems, agri equipment farms, grading, sorting and 
packing facilities, irrigation and water management and rural 
power (with emphasis on renewable energy). The range 
of activities is vast - it could range from equity investments 
in cold chain infrastructure across the country, equity in- 
vestments and EPC and O&M contracts for Food process- 
ing and agri-biotech parks and agri export zones, water 
management practices, biomass and bagasse based power 
plants and bulk storage of food grains. Education is another 
area where private sector participation is taking place. 








YES BANK 


Participation in construction and management of schools, 
colleges, universities and technical and vocational educa- 
tion centers, management of existing educational institutions, 
providing brand name, certification to an existing institution 
in return for roy- 
alty. In the tourism 
sector, India today 
has more out- 
bound tourists than 
inbound tourists. 
Development in 
infrastructure and 
Incredible India 
campaigns taking 
off, tourism is set 
to grow signifi- 
cantly. Other in- 
vestment opportu- 
nity persists in ar- 
eas like Waste 
Management, In- 
dian health care 
with an investment appetite of USD 16 billion and environ- 
ment. The above clearly demonstrates the humungous po- 
tential in investment in infrastructure in India. Today, in India, 
the infrastructure sector has very few financial intermediar- 
ies present. Amongst existing financial intermediaries, In- 
dian commercial banks are focusing on the consumer busi- 
ness, considered more profitable than the corporate busi- 
ness. Indian Development Financial institutions are in the 
process of converting themselves into banks. Foreign banks 
on the other hand are apprehensive about the long tenure of 
the loans and the regulatory environment within the country. 
YES BANK sees tremendous opportunity in the infrastructure 
financing domain and is strategizing to become a preferred 
financial partner in infrastructure projects. 

Sustainable Development, accountability and transpar- 
ency are no more mere buzzwords, and YES BANK 
believes that real and lasting development can only be 
achieved on the back of sound corporate sustainability. YES 
BANK is compliant with the Corporate Governance norms 
recommended by the Ganguly committee and Blue Ribbon 
committee for all companies. It is also institutionalizing a 
well defined Corporate Social Responsibility programme as 
the Bank not only understands the needs of an emerging 
India but also comprehends the winds of business transfor- 
mation that are sweeping across the world. Corporate 
Social Responsibility (CSR) is an integral part of a wider 
sustainable development approach and that it is important to 
build both the business and social licences to operate. 
Accordingly, YES BANK has incorporated Sustainability and 
CSR within its business focus to evolve cutting edge mod- 
els, thinking and practices that reflect its new age banking 
philosophy. Indeed, some of this thinking is captured in an 
approach pioneered and defined by YES BANK as 
“Responsible Banking”. The bank’s CSR is a bank-wide 
vision geared to both internal and external processes aimed 
at building organisational reputation, trust and competitive- 
ness and a bank of enduring value. 
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Rediscovering the joy of 
reaching consumers......54 
Media auditing: An 


first year. 








Tis about 7:30 in the evening. Lakshmi Narasimhan, a 
 big-bull trader, has been negotiating to buy advertising 
time on the Indo-Pak cricket series all day, and the deals 


are closing just as I walk in. There is a happy, satisfied air 


about Narasimhan as he switches off his cellphone and 
settles down for a long chat. "I am a hardcore Tam Bram 


» CTaroil Brahmin), but I feel like a trader. If I don't do 2-3 deals a 


- day, I don't feel complete,” he smiles. 


j Narasimhan is the national director of the central — i 
1 group of WPP's Group M, (earlier Mindshare) India’s largest 

s media-buying agency. Every year, he buys over Rs 2,200 crore 
E'Y* worth ofTV seconds, column centimetres, and so on, or about 
(eed 40 per cent of the organised media bought in India. There are 
sem eight traders like him who buy over Rs 5,500 crore worth of 

" time and space to reach a billion Indians (See ‘The Big Bull 


Buyers’). Thatis half ofall the total money spent on advertising 


: : ! in 2004. For over five years now, these eight people have been - 
« deal-making for HLL, Coca-Cola or Samsung among hun- 


dreds of advertisers. The deals they make decide where and 
- how these advertisers spend their money. 

Should they? 

Ten years after media buying started moving out of ad 
agencies and five years after consolidated buying picked up 
speed, several people are asking that question: media owners, 
because thanks to people like Narasimhan, the real cost of 
. media has actually fallen over the last few years, squeezing 
- their margins; advertisers, because they still feel powerless 
aboutthe way their media money is spent. Many now hire au- 
dit firms like Meenakshi Madhvani's Spatial Access Media So- 


` lutions to make sense of what their media agencies are doing. | 
And lastly, the media agencies themselves are questioning . 


consolidation. All those brands that shift their media busi- 
ness, the ones you read about everyday on exchange4me- 
> dia.com or agencyfaqs.com, do it because some agency offers 


E E thematlower rates. So, all that the media agencies have done 
EE is build volumesat the cost of margins. For most media agen- 


- cies, except a few large ones, margins are in abysmal single 


BEI digit numbers. “Even a cloth merchant who makes a deal over 

$ aphonecall makes more than a media agency,” cribs Sam Bal- 

de : sara, chairman, Madison Communications, one of India's 
E E largest media buying agencies. 


- Sure, media agencies help push down costs through bulk 
buying. They also make sense of a complex and fragmented 
media world, deal with all the logistics the buying of 100 chan- 

nels, dozens of newspapers or radio stations across hundreds 
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of cities T: scores of brands, could me They bring what 
Balsara calls, “a point of view”. Yet, at the end of all this shindig, 
every media agency head, advertiser and media owner agrees 


on one thing: deals and rates are. all client-specific. There i isa 


‘Lever rate’ and a ‘Pepsi rate’ and a ‘Coke rate. Every major me- 
dia owner deals directly with the advertiser and discounts are 


Graphics: NEERAJ TAVARI 


based on a range of factors from share of budget to time ofthe - 
year. "Client-specific deals work better and we would like to 


keep it that way. If an advertiser is spending Rs20 crore on Star 
Plus and another is spending Rs 1 crore, if the deals are differ- 7 
ent, they both get what they deserve according to their spend - 


size," thinks Punitha Arumugam, COO, Madison. "Whether . 
consolidation happens or not doesn't impact us because we 
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don't do agency deals. I don't treat the 
advertiser differently because he comes 
through Mindshare (now Group M),” 
says Rohit Gupta, executive vice-presi- 
dent, SET India (Sony). “Nobody buys to 
plan because rates change the plan; so 
what is the point of planning?” asks Raj 
Nayak, CEO, NDTV Media. 

The fact is, a parallel market of ad- 
vertisers and media sellers still thrives. 
So, while organised buyers have a 
chunk of the market, there is still about 
Rs 3,000 crore or more worth of buying 
that does not come a media agency’s 
way. Some very large advertisers — like 
Paras, Nirma or Cavin Care — do not 
use an agency. “I am better off negotiating by myself as a large 
regional player. My 40-crore spend may mean nothing in 


The market metrics 


Total media buying: Rs 8,500 crore 





Mumbai, but since I buy out of Chennai and deal with the re- | 


gional offices here, Iam a large playerin terms ofthe channel's 
regional targets, (and) I do get good discounts," says Mahima 
Bhanukumar, vice-president (media), Cavin Care. 

Then there are several ‘new media’ categories where 


MEDIA BUYING 


while the total media buying in India is 
closer to Rs 8,500 crore, agencies get 
only 65 per cent of it. It is a large chunk, 
but constantly splintering and fast be- 
coming unprofitable. Says Ashutosh 
Srivastava, Narasimhan's boss and CEO 
(South Asia) for Group M: "Nobody has 
competition, it is a nascent market. The 
adex to GDP ratio is nothing, we are do- 
ing all this intellectualisation, but this is 
not a marketshare game at all, cur- 
rently." That is because, at $2.2 billion or 
so, India is not a patch on the $337-bil- 
lion-odd global ad market. Compared 
to Chinas $25 billion, the Indian market 
for advertising is a fly on the wall. Our ad 
to GDP ratio is one of the lowest in the world, and therefore, 
media spends, despite all the noise, remain tiny. And it looks 
like they will remain that way till double-digit GDP growth re- 
ally pushes ad spends upwards. Till then, as Manish Porwal, 
general manager (investment and new initiatives), Starcom 


Not through 
agencies 


| says: "More and more growth (for media agencies) will come 


growth rates are high like mobile telecom or dotcoms or local | 


newspapers, which deal directly with advertisers. As a result, 


Ashutosh Srivastava (L) and Lakshmi Narasimhan, 
| eal media moguls in India 
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from shifting of accounts, not from consolidation." 
So, has consolidation failed? 
No, it hasn't. It just hasn't worked quite the way it was sup- 
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45.2 448. 
PRINT 42.5 42.5 13.4 12.5 
RADO 2.2 30 3.0 140 
CINEMA 0.4 02 0.0 50 
OUTDOOR 93 89 100 80 
INTERNET 06 0.6 0.7 5.0 5.0 
TOTAL 


2004-.PROJECTED Source: Group M estimates 



























"* isthatwehavereached alow point in rates beyond which, con- 
sidering the size ofthe market, it is going to be self-defeating for 
agencies, owners and advertisers to squeeze more on the rate 
front. More efficiencies are not going to come from there. If 
agencies insist on pushing rates down further (and we speak 
notas a media company, but as a dispassionate observer of the 
business), all they will do is breed corruption. It has already 
reared its ugly head in the form of over-invoicing or incentives 
to buyers, and so on. That means, eventually, advertisers end 
up paying the price — in bad media buying. “At 2.5 per cent 
(commission), quality is going to be 100 per cent compro- 
mised,” thinks Nayak. "Planning and buying is very driven by 
reach. But impact is also important. Is it better to reach a mil- 
-lion people or impact 10,000?" asks Balsara. What he means is 
that it can't be all about numbers. As Jasmin Sohrabji, presi- 
dent, Mediacom India, puts it: "So much of buying is gut." 
| Precisely. Over the years, media buyers have somehow 
- squeezed out all the joy of using a 30-second commercial or a 
newspaper ad. The buying game is as much about reaching 
outto people and giving them a compelling reason to remem- 
_ ber or to buy a brand, as it is about the high ofa great deal. 
| This is the fatal flaw that several agencies are now attempt- 

ing to fix. For example, some of the more profitable Indian 


E on having a common balance sheet for media and creative, 
aM even though, operationally, they are different. The idea is to be 
EB able to invest in tools and research which help the consumer 

M connect better, without the pressure of margins that being a 
separate profit centre involves. Combined balance sheets — 
. which mean bringing media back into the creative fold — is an 








posed to. We will get into the reasons in the next story. The fact 


agencies, like Lodestar Media (a division of FCB-Ulka), insist : 


idea that is gaining ground in Europe and it keeps bottomlines | 


| 
| 
| 
| 
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Television Rating Point: A time- 
weighted average of the time people 
. spend watching a show 


Cost Per Rating Point: A measure 
| of buying efficiency 


Gross Rating Point: The total 
rating points that a network or 
channel offers ~ used to look at 
: money spent versus what you get 
from it 


The people who buy airtime and 


| Media buyers | newspaper space 


They make the plan; they may or may 
not have nothing to with the buying 


The ERROR who sell space in 
newspapers or time on TV 


" Agency Of Record: Essentially an 
agency appointed to buy media for 
all the brands that a company has 


healthy, reckons Shashi Sinha, president, Lodestar Media. 
Others like Madison and Group M find that diversifying into 
other media helps. Group M’s Srivastava has built eight spe- 
cialist divisions doing everything from consumer research to 
entertainment and sports advertising. When he speaks about 
growth, Srivastava refers to these divisions with more convic- 
tion and enthusiasm than of the mainline media division. 
Balsara’s Madison has seven specialist divisions, In September 
2004, it acquired an in-film advertising firm. 

The déja vu is evident. Most of these agencies are offshoots 
of advertising agencies and now they are going down the same 





path that ad firms went in the late 1990s in their quest for 


growth, when media unbundling happened. Yet, strangely 
enough, the debates on the good or bad that media specialists 
have done are being raised at roughly the same time in India, as 
they are in Europe and or the US. The reason they are cropping 
up so early on in India is because both media and media buy- 
ing have grown without a pause for over 12 years now. Over this 
time, we have grown from two channels to two hundred, from 
afew newspapers to hundreds fighting for advertiser attention. 
In just under seven years, media has quickly shifted from about 
50 agencies to the hands of just eight major holding compa- 
nies. So India has raced through several decades of evolution at 
a breath-taking speed in 12 years. As the industry catches its 
breath, it is becoming evident that this growth ignored glaring 
deficiencies in the way the market is built. It is now time to 
pause and figure out just how and where growth will come 
from. As Sandeep Vij, president, Optimum Media Solutions, 
puts it: “Maybe this is just the turmoil of transition.” 
Maybe it is. 
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HRM, Operations, IT & Systems, > Examinations 4 times a year at 100 Test Centers 
International Business, Banking, > Educational Loans from Union Bank of India and 
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lake the 
blinkers off 


Rates have driven media buying for too long. 
Maybe it is time to look at ideas 


HERE is some debate on the first companytounbun- | theorists sneer at. The planner at the creative agency used to 
dle media from creative. But most agree that it was | bring an understanding of brands, markets and media to the 
led byMNCslike HLLand P&G (Procter & Gamble)in | table. "He was like the Brahmin of advertising, a highly cere- 


the mid-1990s, two of the biggest advertisers in those 
days. The process was not called anything. HLL, for 
example, simply referred to Lintas as its Agency-of- 
Record' (AOR). Consolidation happened because several cre- 


ative agencies typically handled different brands. So if HLL | 


has 30 brands, it could have anything between 8-15 agencies, 
each doing the creative and media buying for the brands it 
handled.When there was one newspaper and one TV channel 
to buy, it did not matter. As the options increased, so did the 
complexities. Today, if you are HLL, you need to choose be- 
tween 100 channels, several dozen newspapers, half-a-dozen 
radio stations, outdoor, cinema, multiplexes, mobile and 
other options for advertising. Clearly, buying separately for 
each brand brings no economies of scale. They come when 
youare a big bull buyer, like Lakshmi Narasimhan of Group M, 
who dangles all his 30 brands in front ofthe media owner. Also, 
remember that creative agencies made 15 per cent on the 
amount that HLL spent on media, which means the agencies 
had very little incentive to negotiate or cut costs. 

So, in 1994 HLL started experimenting by having one 
agency, say Lintas or O&M, for six months each, to do all its 
buying. "That straightaway made a difference. Otherwise, the 
Lifebuoy team would go and talk, and then the Lux team 


would go and talk, and then Liril, and so on (to the same media | 


owner)," remembers B. Venkataramanan, group media man- 
ager, HLL. Then, in 1995 it invited all its three agencies for a 


pitch and HTA (now JWT) set up Fulcrum, which to-date | 


manages all of HLUs media business. P&G, Coke and most 
other major multinational AORs happened around the same 
time. By 1997 Carat, the first independent media agency came 
in. All of them changed the texture, form and structure of me- 
dia planning and buying in many ways. 


Numbing Numbers 


Till then, while numbers were very important, buying and 
selling was also about relationships, intuition, gut feel and all 
those soft words which media audit firms and management 








brally endowed man whose biggest strength was his neutral- 
ity," says Sandeep Vij of Optimum Media Solutions. Then 
came the media agency with its focus on efficiencies, rates 
and numbers. As media options were exploding all around 
them, this was what advertisers needed. Also, advertising is 
one of the largest items of costs on most company balance 
sheets and any attempt to push it down was encouraged. 

So, over the last five years, media buying has become 
about rates, rates and rates alone. That was the best way for 
agencies to show that they are good; that they get 
better GRPs for the same money, or more efficien- 
cies, the measures of which have been simple and 
suspect for long. There is a popular example floating 
around on how this rate obsession can go awry. A 
couple of years back, a large chunk of airtime 
bought on behalf of Tata Motors was in afternoon 
slots on television. It turned out that it was a bulk 
buy for Tata Tea and Tata Salt which was being used 
for Tata Motors, too. Bulk buying is the way agencies 
get lower rates and show greater efficiencies. But the 
buying totally ignored the fact that Tata Tea and Tata 
Salt talk to women who watch soaps in the after- 
noon while Tata Motors is amale product. That was 
when Tata Motors left its Agency-of-Record and 
went to FCB-Ulka's Lodestar Media. 

So despite the obvious differences, technically 
there is no difference between the way media and 
aloo-pyaaz is being bought and sold. Every buying 
agency shared half a dozen tools and presentations 
with us, but the fact is that almost every one of them 
will take the first opportunity to steal an advertiser, 
using lower rates, if they can. Most agencies are not 
fighting on the fact that they offer a better, more im- 
pressive way of reaching the consumer, but on rates. 
Itis routine for agencies to take lower rates from me- 
dia and use it either to pitch for a business or to earn 
brownie points with advertisers. They take great 
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pride in knowing the rates competitors offered, and then scup- 
pering that deal. One buyer showed us the rates of all competi- 
torshe had managed to source fora recent pitch. “The turnover 
of media planners is so high, they are always moving from one 
agency to another, and agencies hire them because they bring 
information,” says Raj Nayak of NDTV Media. 

And ifit is not about rates, it is about numbers — in all their 
hair-splitting glory. Numbers that justify rates and buys and 
plans and, generally, confuse advertisers into approving 
plans. Each agency has hundreds of overworked and under- 
paid planners who crunch thousands and thousands of num- 
bers from ABC, NRS, IRS, TAM, among about a dozen other 
sources, on endless Excel sheets, to arrive at the optimum me- 
dia plan. Most of these planners do not read the magazine 
they buy or see the shows they junk. They simply do not have 


the time, points out Nayak. “These days everything goes chane | 


ke bhav mein; a spot is a spot is a spot. So ‘when I enter my op- 
 timiser, I hope that it will gurgle out the numbers of GRPs 
needed to make my brand a success, it is death by numbers," 
says a sarcastic Sameer Nair, COO, Star India. Any planner can 
show that, say, Zee TV is the leading channel in the Hindi cate- 


gory — in the 8 a.m.-8:30 a.m. band on Thursday morning, if 


you check the fine print. Al- 
most every news channel 
claims to be number one; only 
Aaj Tak is. Recently, a website 
carried the news that Sony's 
Indian Idol had beaten 
Kyunkii... a show on Star Plus. 
But the fact is Indian Idol did it 
on one day in one week. 
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Kyunkii... has been averaging ratings between 13-17 for four 
years now. 

The game of nitpicking, cherry-picking and bamboozling 
with numbers is now so strong in buying that sellers are get- 
ting into the act to combat it. Most media owners — Star, Sony, 
and even language newspapers — have at least a planner or 
two on their ad sales team. “Now we have a sense that if you 
have an optimiser, so do we; if you can do analysis, so can we. 
Itis not so complicated; ultimately everyone is using the same 
TAM numbers," says Nair. So if a planner knocks, say, Star 
Movies in favour of HBO from a plan, Star Movies can arrive at 
the perfect reason why it is irreplaceable based on the same 
data that the buyer has. Then, if the advertiser thinks that Star 
Movies has a case, it is on the plan. "In many ofthese things, it 
is a matter of who blinks first," thinks Nair. 


Those Little Pieces 


Doesn't all this happen when buyers become bigger buyers, 
and aren't negotiations supposed to be about who can squeeze 
whom? Sure they are. But there are some differences in the way 
consolidation of buying happened in India versus mature 
markets like the US and UK. It also explains why it 
is not working quite the same way here. The biggest one is how 
fragmented both the Indian consumer and media markets are. 
Remember that consolidation happened in the US or UK be- 
cause media companies were becoming bigger and bigger 
with acquisitions while advertisers remained single. Viacom, 
Walt Disney, Newscorp, all command respect and rates by 
sheer size. When they negotiate, it is the buyer who blinks first, 
usually. In India, there are no large conglomerates that sell 
dozens of dominant brands of newspapers, TV stations, films, 
radio, and so on. There are very few 
media owners with some negotiating 
power; the rest are all small players. 
Even the big ones are largely one- 
brand wonders. A Star India still relies 
on Star Plus and a Bennett, Coleman 
& Co. still flogs The Times of India, 
Mumbai. So in India, even while buy- 
ing has consolidated, media remains 
fragmented, making it a "beautiful 
buyer's market’, as Ashutosh Srivas- 
tava of Group M puts it. 

Now add a fragmented con- 
sumer market to it. “Media buying is 
complex because of too many lan- 
guages and diversity,” says Vivek 
Prakash, vice-president, Samsung 
India. The estimated Rs 3,800-crore 
Samsung is one of the largest ad 
spenders in India. It has 800 products 
which include mobiles, TVs, scan- 
ners, IT equipment, and others. 
Every year it launches about 150 
models in IT, 20 in phones, 50 in au- 
dio and video, and about 30 in 
household appliances. The scale of 
its business, and of India, means that 
Samsung spends three times the 


HEMANT MISHRA 


24 JANUARY 2005 


= = 


TIT 
afai aM CN 47177 


LIT 


- p» 
—- 





IH 





eature 


money it did  Sandeep Vij, 
three years back QMS Media 
to reach the same 

audience. So 

while he has 


more options to 

reach different 

audiences, "more fragmentation has in- 
creased the cost of reaching my target audi- 
ence," says Prakash. So earlier if, say, 1,000 
GRPs gave you 80 per cent reach, it now 
takes 1,200. Now it is not just about one or 
two channels. It is about a few national 
channels, news, regional, music, business, 
and any other genre that reaches out to your 
target audience. 

This fragmentation, at both the market 
and the media end, also changes the texture 
ofthe market in two crucial ways. 

One, it makes it much more volatile. To 
understand why, take a look at Europe or the 
US, where about 50-60 per cent of airtime is sold in bulk deals 


at the beginning of the year — called ‘upfront’ buying. But the | 


rates, the discounts, the slabs within which they fall are all very 


clear. What upfront deals do is take the revenue pressure off | 
media owners and agencies, a bit. They can then price the re- | 
maining inventory according to demand. So if there is a hot | 
event on Fox or ABC, it can actually price it higher than the up- | 





front rates. This ‘variable pricing’ makes the market for media | 


inventory far less volatile and more profitable than it is in In- 
dia. It is also a good way to make the bulk game work. 

Two, fragmentation kills margins, for everybody, because 
the costs of doing business go up. "Our (Indian media buying) 
productivity is very poor because the number of transactions 
is massive and the unit size is small," says Srivastava. He is 
right. India is a very small ad market, just about $2.2 billion 
against $25 billion for China or the $102-odd billion for the US. 
Then there is the complexity. In India, HLL, for example, will 


Jasmin Sohrahji, 
Mediacom India 
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buy spots on every TV channel, in every language, for all its 30- 
45 brands, and we are still talking only TV. The amount of ef- 
fort, time and money taken to buy the same amount of adver- 
tising in India versus, say, the US is simply far more. According 
to Group M calculations, on a $10-million spend, a 3 per cent 
commission yields $125 in India versus $3,000 in the US. Now 
factor in the mad discounting that happens on commission. 
That means, unless you build scale, a la Group M, life isn't 
worth living as a media buyer, even in what is a buyer's market. 

Itis in this fragmented mess that agencies brought order, 
and advertisers acknowledge that. "When I launch a hand- 
phone, I may needa 12-city footprint ifit is a promotion, I need 
60 vernacular publications. That number (of 60) is what the 
buying agency brings,” says Prakash. But it has also created an 
atmosphere of mistrust taking away something intangible in 
the way media was bought and sold. Tariq Ansari, managing 
director, Mid-Day Multimedia, reckons that the entry of big 
buyers has actually harmed advertisers in 
one crucial way. “The whole thing of a rela- 
tionship, fuzzy as it sounds, worked well for 
both us and the advertiser,” says Ansari. For 
example, Sheetal, a store in Mumbai, 
wanted to tap into the rich Muslim women 
in the area it was located in. While talking to 
Dhiren Shah, the owner of Sheetal, a Mid- 
Day ad sales representative came up with 
the idea of doing a Mehndi contest in Jn- 
quilaab, a group paper. Itworked and walk- 
ins into Sheetal jumped. 

That kind of thinking on each adver- 
tiser is now impossible, says Ansari. “Now 
creative is taking a call on creative, media 
buyer is talking rates, and PR is pushing us 
to do articles. What was earlier a warm, 
fuzzy relationship is (now) over, leaving 
media owners like me feeling cheated,” he 
says. What he means is that as the relation- 
ship changed from a one-point thing (be- 
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Dangerous liaisons 


I HE anecdote goes that in its financial year ending July 2003, 
Star started its annual, what one insider calls, "orgasmic 

à negotiations” with HLL. Three months and about 16 meetings 
~ later, they were still stuck. Typically, HLL was trying to use the weight 





"3 of its higher volumes to push down rates, and Star being Star 


J| refused to budge beyond a certain point on what everybody calls its 


E ‘high rates’. A 10-second spot on Star Plus costs a whopping Rs 
M 680,000 in prime time. Its status as India's numero uno broadcast 


network just makes its negotiating power stronger and the famous 
‘Lever rate' was not happening. During this period, the brand 
managers at HLL were breathing down the media buyer's back 
(egged on by Star Plus' ad sales guys) and asking for TV time for 
their products. For almost three months, there were no HLL ads on 
Star Plus. Finally, when the launch of a Brooke Bond product hung in 
balance, the deal happened. Brooke Bond is a classic female 
product. it simply couldn't launch without Star Plus. 

Welcome to the inside world of 
media buying. 

Forget the science. The politics ofit 
reads straight out of a spy thriller. So, for 
example, the industry buzz goes that 
Group M makes it a point of not 
supporting the leading brand in any 
category or market. Star and Group M 
keep each other at arm's length and, 
given the smallest opportunity, hit at each 
other. The rivalry has its uses. "The Indian 
market would have completely crashed if 
KBC had not happened. The only reason 
the market hasn't gone the Group M way 





is because Star Plus has heid on and not given agency rates,” says 
Sandeep Vij, president, Optimum Media Solutions. That, in turn, has 
meant that both Sony and Zee too have had the flexibility to hold on. 
So buyers cannot easily play one against the other. That is unlike the 
fun they have with TOI and HT in Delhi. If an agency wants a good 
deal from TOI, Mumbai (usually very difficult), it goes and offers 
more than half of an advertiser's money to HT Delhi. That prompts 
Times to bend on Mumbai in order to get the Delhi budget. 

Spend a few weeks meeting buyers, sellers, agencies and 
auditors and you will come out with a basketful of such stories. You 
will also realise that the distrust in this industry runs deep. That is 
natural. Airtime and newspaper space are perishable things, just like 
airline seats. They have to be used fast, otherwise they are gone. So 
desperation is expected. Now add the languages, the spread, the 
brands and the conflicting interests of the three main parties. It is a 
recipe that makes for an excessively complicated, opaque and 
intrigue-ridden market with planners being 
hired and re-hired only for the information 
they bring, 

What works in this Machiavellian market? 
Trust. Ironically, after all the number-crunching 
and reams of data, what people look for is 
reassurance and trust in their buys. "People 
who do the best buys are owner-driven 
companies, Paras, Liberty Shoes... and | am 
not afraid to reduce my rates with these guys 
because | won't lose the business and I can 
build a relationship with them," says Raj 
Nayak, CEO, NDTV Media. What was that 
about life coming fulkcircle?: 








tween, say, Mid-Day and Samsung) to a three-point one (be- 
tween Mid-Day, Samsung, Cheil, Mudra and Triton). "We are 
coming to the conclusion that we need to deal with the adver- 
tiser directly. If you have an innovation or a co-branding idea, 
where do you go? The media buyer is not interested because 
 hesaysitistoo much work and the creative agency sticks to its 
- brief, so a lot of good ideas just fall through the crack," says 
Ansari. Balsara agrees: "Younger people treat the numbers 
and the technique as an end to itself. They cannot do without 
numbers. They get so consumed by the process that they for- 
get to look at the big picture. You need to balance ideas with 
. the numbers.” 


. Rates And More 


‘That the game has to move beyond rates is now clear. “As a me- 
dia owner, I would be mad if I offered a lower rate to an adver- 
tiser every time he shifted agencies. Ifan account moves three 


BIB times, I would go bankrupt if I reduced rates every time,” 


points out Nayak. To combat the numbers game, media own- 
_ ers are striking back in several ways. One, by hiring the num- 
ber crunchers, 

Second, by getting hold of the numbers. So Jagran, a news- 
| paper company, tracks all the TV channels that get local ad 
spends from the markets it operates in. TAM, for example, gets 
requests even from language newspapers which want to buy 


reports on how regional channels are eating into their share. 
"Lot of people are trying to look at perception versus science, 
data pushes the science to create a difference," thinks L.V. Kr- 
ishnan, CEO, TAM Media Research. 

There are other ways too. For example, Cartoon Network 
operates in the Rs 200-crore children's category. Three years 
ago, it decided it had to fight the Stars and Sonys for a share of 
the Rs 3,000-odd-crore general entertainment ad pie. This 


means comparing the ratings that Cartoon Network's primar- 


ily child audience gets versus Jassi or anything else, and also 
proving that moms form a big slice of the audience. Every 
niche genre, from news to music, has done the same thing. 
“It makes the game bigger,” says Monica Tata, vice-president 
(advertising sales), Turner International, which owns and 
runs Cartoon Network. From October 2004, Cartoon Network 
started bundling shows like Star Plus does. Its top-rated shows 
like Pokemon are part of Blockbuster Toons, with the highest 
ad rates. Then come Super Toons, Prime Toons, and Wonder 
Toons. Average rates have now gone up by about 100-120 
per cent or so, unheard of in TV, definitely unheard of by 
smaller channels. 

As the three players try different tricks to deal with lower 
rates, the shape and texture of media buying is changing. BÉ 
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THE STAGE IS SET. 


THE SPOTLIGHT IS ON. 


ARE YOU READY 
FOR THE ACCOLADES 
AND FAME? 


India’s premier recognition for HR excellence and 
innovation at both the individual and organization level, 
The DH Avenues HR Excellence Awards is 
acknowledgement and appreciation by your peers and the 
corporate world. Evaluated by an international jury of HR 
practitioners and corporate leaders, The DH Avenues 


HR Excellence Awards are presented for the following: 


* HR Professional of the Year 

* CEO with HR Orientation 

* Organization which creates Fun and Joy at Work 
* Young HR Professional of the Year 

* Organization with Innovative HR Practices 

* Best Teacher in OB and HR 

* Best HR Practice for Employee Motivation 


* Lifetime Achievement 


[f you believe that you or your organization have what it 
takes to win, log on to www.dhavenueshrawards.com for 
more information on the nomination and application 


procedure. Last date for nominations is February 5th, 2005. 


The awards will be presented at a glittering ceremony in 
Bangalore on February 19th, 2005 following the 


2nd DH Avenues HR Seminar. 


DH Avenues 
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OMETIME in 2002, P&G 
launched Hugo Boss fra- 
grances for women in 
India. Since it is a pre- 
mium brand, the think- 
ing was that it should be 
advertised to a premium audi- 
ence. This is usually defined as 
English-speaking types in the age 
group of 15-30 years who are best reached through English 
magazines like Verve and Elle. Most high-end watch and per- 


fume brands like Omega or Christian Dior are advertised in | 


such magazines. 


€ temet immer m em emm E! 


Shashi Sinha (L) and Arpita 
Menon, Lodestar Media 





Starcom, Leo Burnett's media agency, however, decided to | 


first use research to figure out if the target audience they were 
intuitively looking at was right. It wasn't. The relationship be- 
tween the ability to read English and spend on premium prod- 
ucts was not strong. These consumers believed that good fra- 


grances hit overseas markets first, and usually asked friendsto | 


get them. What's more, they used the fragrances only on spe- 
cial occasions, so their consumption was less. 


The real consumers, the people who would spend freely | 


on the stuff and use it liberally too, were (surprise) the wives of 
rich traders and brokers from a ‘certain ethnic community; as 


Manish Porwal of Starcom puts it. (Read wives of Gujarati and | 


Marwari businessmen). Starcom then used a proprietary tool 


called Passionfinder to figure out their key pastimes and pas- | 


sions. Their main passion was soaps and films. More than half 
these women watched a Kyunkii... or Kahaani... at night, as 





well as its repeat telecast the next afternoon. They met in | 
groups to discuss these soaps and films. Many claimed to have | 


written to Balaji Telefilms, the producer of these soaps, at least 


once. That is when the media plan did a U-turn from what | 


Starcom would have done based on the traditional definition 


of consumers. A bulk of Hugo Boss’ money was spent on | 


mainline Hindi general entertainment channels. 
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The result: within three months of 
Hugo Boss launch, it became the largest- 
sellingforeign premium fragrance brand, 
making India P&G' third-largest market 
for the brand outside of Europe, and a 
case study in the P&G network. 

It seems a simple enough thing to do. 
Yet, this connection with consumers 
rarely happens in media planning and 
buying. As the rate madness settles a bit, 
as media owners react cleverly, and as 
agencies themselves start believing in the 
words ‘value add’, the connection with 
consumers is beginning to happen. The 
three players are now making their own 
little attempts to connect. The result: a 
sharpness and precision in consumer 
targeting that is scary at best and impres- 
sive otherwise. But these are sparks that 
fly on and off. The transition from a num- 
bers- and rate-oriented media market to 
a consumer-focused one is happening. 
Not by design, not very fast, but it is hap- 
pening. There are three steps that agencies, owners and adver- 
tisers are taking that are driving the impact bus forward. 


SANJIT KUNDU — 


Getting Into The Show 


One of the best ways for advertisers to get impact is to inject 
the brand within the editorial pages ofnewspapers and maga- 
zines or within TV shows ora film or a radio programme. Glob- 
ally, in-content advertising or ‘soft’ advertising is emerging as 
a way to beat Tivo-like devices which time-shift or zap ads. In 
India, though the market structure is not the same as that of 
the US, clutter is making in-content advertising an impera- 
tive. The question is how to do it subtly. “We are not keen to do 
product placements because unless we can do it in style, it is 
like prostituting the channel,” thinks Sameer Nair of Star In- 
dia. So Star has done the odd one like WHO's Oral Rehydration 
Solution on Kyunkii.... But rival Sony Entertainment Televi- 
sion (SET) has managed to crack in-content better. It does 
special deals with companies like LG, Hutch and P&G which 
commit over 50 per cent of their money to Sony. For example, 
90 per cent of P&G's spends on general entertainment are with 
Sony. For advertisers like these, “we go beyond mere airtime,” 
says Rohit Gupta, executive vice-president, SET. 

Last year, for instance, Sony ran the Shiksha campaign 
along with P&G and used its hit show Kkusum to promote it. 
During the promotion period, all P&G products like Tide, 
Ariel, Whisper, and so on carried scratch cards. The winners of 
these, who could get anywhere between Rs 5,000-2 lakh as 
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scholarships for education, were announced on Kkusum. It 
increased the ratings for the serial by 15 per cent and also gave | 
P&G mileage. When Maruti started increasing its spends on 


Sony, the relaunch of Zen was integrated into its hit show Jassi. 
Newspapers too have started doing the same thing, albeit in a 
slightly secretive fashion. Medianet, a division of The Times of 
India Group, offers to do paid-for articles for lifestyle products. 
Magazines do it through advertorials. At roughly: Rs 200 crore, 
in-film advertising is the hottest growing segment. of the en- 
tertainment business. Then there is SMS marketing, andsoon 
and so forth. The idea is to either intrude the entertainment or 
become part of ít; ads intrude, in- -content works by becoming 


part of it. Earlier this year, TAM even won a European research - 


award for figuring out how to measure in-content or soft ad- 
vertising in TRP and rate terms. 


Walking All Around 


The best way for media agencies and owners to padive impact 
is by offering the very things advertisers are looking for — 
whether it is inside a programme or outside. These could be 
in-content services (films, sports, print), outdoor, events, di- 
rect connect or anything else, Take HLL. Its focus is nowon 
reaching consumers wherever they are. Venkataramanan of 


HLL points out that 50 per cent of the rural audience cannot | 


be reached by any media and only 40 per cent of it is touched 
by TV. "National media is like a sledgehammer. There is huge 
wastage. | need to reach the consumer in Dharwar. So we have 
use to use local media and entertainment, temple activation, 
beach, restaurant, trade, in-film,” Venkataramanan says. 

The media he mentions are the areas that media agencies 
are getting into, one by one. Last year, non-traditional busi- 


nesses grew at 100 per cent at Group M, against the 5-6 per | 
cent growth in its regular media buying and planning busi- 


ness. Madison now gets half its revenues from its non-media 
units. These include creative, Anugraha (for rural marketing), 
MRP (for retail) and PR. While most of these decisions are dri- 
ven more by the need to retain advertiser spends or get a larger 
share of them, it eventually means better consumer connect if 
the agency does a really good job of it. 

Even media owners now try to offer 360-degree services. 


Its easy to CONN ect 
to peop € if you 
simply look past those 
Excel sheets 


Jagran Solutions offers outdoor and event support to clients. - 
The idea, says its CEO Sanjay Gupta, is less about revenues 
and more about being able to keep the advertiser interested in 
Dainik Jagran and prove its capabilities in the Hindi belt that 
the newspaper dominates. CNBC, MTV, Nick Jr, and even Car- - 
toon Network do events, shows, promotions, school contact - 
programmes, merchandising and what not, to offer 'value 
adds’ to advertisers. These also help in maintaining rates or 


even pushing them up at times. Samsung, for example, is tar- 
geting SMEs through CNBC's events. The bottomline, letus — 


get more well-rounded in what we offer, is great. It makes me- 
dia buying less obsessed with rates and more interested inget- - 
ting the point across to the right people. 


Try ACombo 
A third more obvious and long-term solution is to make media 
buying an investment centre, not a profit centre. That means _ 
combining creative with media buying. Part of the problem is 
that most media agencies are now separate profit centres with - 
their own prc ofit and loss (P&L). So, the pressure on margins 


takes away any incentive to build the research tools and skills, =- | E 
which couldi inturn bringin higher commissions. Withacom- _ E 
, mon P&L, the media agency's ability to negotiate better fees F 


and invest in knowledge improves. So the benefits that flow 
from one to the other go far beyond financial flexibility. It gives 
the agency a better topline overall. A look at Lodestar'5s evolu- 
tion makes the point clearer, — 

“We are in the business of providing business solutions. If 
that is so, then everything in the intellectual space should be 
under one roof. Whether you address creative or media, the 
consumer is still the same,” thinks Shashi Sinha of Lodestar. So 
somewhere in 1992, Lodestar came up with the idea of an 'in- 
tegrated planner’, someone who would examine the con- 
sumer from a creative, account planning and media angle, 
and plan media strategy. “Unfortunately, this was the era of 
consolidation and therefore, rates became more important. 
So the idea did not work,” he recalls, Now, Sinha says its time 
has come. “Today, advertisers realise that rates have become 
hygiene. There are no incremental gains left to be made,” he 
says. When he heard the global murmurs for combining me- 





dia and creative, Sinha decided that it made sense to investin © 


media research irrespective of whether clients payforitornot. — 


. As a result, Lodestar Lab Centre was set up in 2000. The whole i 


idea is to just look at consumer and media research using . 
commissioned studies like NRS or TAM data to understand _ 
trends, find insights, and to develop media planningandbuy- - 
ing tools. Now, Lodestar tools like Media Graphics are ex- 
ported to parent FCB5 other agencies in the Asia-Pacific re- — 
gion. Lodestar has also won the Agency of the Year’ award at - 
the Ad Club, Emvies (for media efficiency) in 2002 and 2004, — 
The investment pays off in several other ways. One, a me- 
dia agency can be the way for a group to get the creative busi- 
ness. For example, “We got into Castrol eight years back thro- 
ugh media. A year later, we were doing everything,” says Sinha. 
Two, it makes for a stable relationship. The lack of oneisa 
big cause forthe rootlessness of media buying deci their 
total disconnect from what the brand needs. It also eli 
the turf wars that usually erupt between média and creative 
Lodestar has one of the lowest cient turnover ratios in the | 
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business. “You must understand that the 
cost of acquiring a business is very high. 
So we hang on to the business we get. 
You can't do that because you are friendly 
but because you deliver something," says 
Sinha. Lodestar has had the Amul ac- 
count for 17 years, Tata Motors for six, 
and Whirlpool for eight, among others. 
So if creative screws up, media makes up 
and vice versa. But the point is that all the 
buys on, say, Amul go with the collective 
knowledge of what the brand has been 
through and needs. 

Three, it delivers better consumer 
connect and saves money. When Zodiac 
launched Zod, a line of clubwear for men 
in 2002, the brand needed to delink Zo- 
diac from its more sedate grown-up im- 
age to a younger, hip and happening one. 
But its budget was a fraction of that of 
competitors like Allen Solly, Provogue or 
Colour Plus. The pressure on the media 
planners at Lodestar was to pinpoint ac- 
curately who the target was and hit, with- 
out any misses. Roughly, the agency knew that the 
Zod man would be a Dil Chahta Hai-type trendy 
man, SEC A, 25-34 years. It also knew that using 
traditional media research would not pin him 
down. It used a proprietary FCB tool, Mind and 
Mood. This uses focus groups (much like Star- 
com's Passionfinder) to draw insights into the 
minds and moods of similar consumers. These are 
then clustered, irrespective of what media they buy and target. 


A'Youth Leisure Mind and Mood’ threw up achievers, strivers | 
and so on, which were split further into other groups. Out of | 
these sub-groups, the ‘Party Animals’ emerged as Zods target | 
group. They could not be reached at home simply because 


they were party animals. They had to be reached in discos, 


pubs, through music or celeb-shows, through Page 3, the In- | 


ternet and films. That is where Zod went. The result: the brand 
did 30 per cent over its targeted sales. 
You could argue that most of what these tools for con- 


sumer-connect throw up seem fairly obvious. Weren't agen- | 


cies doing it? Yes, but not seriously, not with their heart and 


soul in it, not as if their life (and business) depended on it. “We | 


are not an investment-driven business. We are good at think- 
ing but bad at taking risks. We are only willing to take risks with 
clients’ money,” thinks Sinha. A combined balance sheet takes 


away some of the risks attached to having margin-pressured | 
media agencies making bad decisions. It is a point that other | 
| media doesn't deliver what the advertiser needs, he will notice 


agencies, advertisers (sometimes) and even media owners 


subscribe to. “If you did a survey of media buyers and planners | 


today, most would tell you that they wish they could go back to 
a full-service agency," says Raj Nayak of NDTV Media. 


The Ugly Truth 


Maybe their holding companies will consider re-bundling | 
creative and media buying, eventually. Keeping media agen- | 


cies as profit centres and the margin pressure it creates is par- 
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ticularly dangerous in one way. If agencies work 
for a pittance, they will try to make their money 
elsewhere. The commission and amounts of 
money involved mean that corruption is a real 
problem. The ways in which buyers can be 
tempted or buying agencies can be remunerated 
for recommending a channel or newspaper are 
discussed openly. Media agencies can commit 
fraud in a million ways because the process is so complicated. 
How would an advertiser know which hoarding appeared 
where in which city, whether or not it carried an ad for the en- 
tire period, whether it carried the right brand and so on. There 
is a famous example in Mumbai these days of an outdoor 
agency which had committed its hoarding to a car major. 
However, while pitching to a new client, it happily removed 
the car ads and put in those of the new client. Since the car 
company is based in Delhi, it was unaware of the episode. In 
fact, agencies usually get great rates using their bulk, but they 
may or may not pass on the lower rates to advertisers. Then 
there are payments, either in the form of incentives or dis- 
counts, orhalfa dozen other ways that can easily be slipped in. 
"Thereis growing concern that media owners could be tempt- 
ing agencies with discounts and credit notes," says Balsara. 
Of course, there are two caveats to this. One, corruption 
will happen only when the media owner has no strength or 
confidence in his numbers and reach. Two, eventually if the 


it. Precisely because there is too much money at stake. 

That is what is beginning to happen. Not necessarily 
because they do not trust their agency but because they feel a 
total sense of alienation from this business of trading in sec- 


| onds and column centimetres that advertisers are beginning 


to hire media auditors. 
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Yes, that's all it takes. Just Rs.10 per click 


Rediff.com's revolutionary new product - Pay4Clicks - lets 30 million plus registered users of 
Rediff.com access your products and services; and more vitally respond to them via e-mail, SMS or | 
phone. Giving you both, unmatched visibility, as well as, accessibility. 7 





























Your products or services get showcased for an affluent TA (Target Audience), 78% of whom are from s 
car owning households [as verified by an independent survey of Rediff.com users]. This has already 


become the world’s fastest growing category of advertising due to its result-oriented and cost-effective 
approach. Find out just howitcanhelp your business. 








To know more: SMS P4C INFO to 7333 - for a call back, e-mail pay4clicks.rediff.com for a brochure or log on 
to http://pay4clicks rediff.com. 


But do so quickly. Because your competitor is reading this ad as well. 
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OBODY likes Meenakshi Madhvani. Mention her 
name or the words ‘media auditing’, and almost 





Indias first media auditing firm. Within 11 months, 
she had signed on 38 clients ranging from Hutch in 





Mumbai to Cavin Care in Chennai. She questions and evalu- | 


ates media planning, buying, implementation and processes, 
besides offering consulting services in these areas. She is dis- 
liked because what she does evokes fear. 

Run through one audit by Spatial, and you will know why. 


Its team takes weeks to arrive at benchmarks for everything — | 


from the price of a spot to plans and the processes of buying. 
For example, if Spatial does audits for Millennium Alcobev 


(MABL), a spirits company, it first casts an eye at processes for | 


buying, scheduling, planning, rates and everything else for al- 
coholic beverages across media to arrive at benchmarks. 

If MABL launches Zingaro beer in the South, it checks on 
what it spent, how and what it got for the money. So if Zingaro 
! got the targeted say 600 GRPs on TV, did it get 400 in one week 
and 200 in others, by actually reducing the frequency? Did that 
spread of GRPs meet the objective? How much money was 
lost to noise made by say, Kingfisher or Haywards, around the 


same time? If Zingaro and Haywards both advertise on BBC's | 


Wheels one after the other, it creates dissonance. So, how 


much of Zingaros reach was duplicated? Did it advertise on | 


the same type of newspapers and TV channels, losing money 
by reaching out to the same set of people more than once? 


everyone has a snide remark to make. Last year, | 
Madhvani set up Spatial Access Media Solutions, | 








Then, the extra, wasted, null GRPs — the ones where peo- | 


ple forgot the ads or which were not visible at the right time or 
place — are eliminated, and Spatial arrives at the new GRPs or 
new audiences reached by the brand. It then looks beyond 


reach into awareness, momentum and other impact parame- | 


ters. Mind you, this is just one brand and one media. Imagine 
the complexity of an audit across all of MABLS brands 

The point, Madhvani reckons, is that many times the solu- 
tion to a marketer's problem may be in bad media planning 
and buying; not in bad distribution or pricing or any other 
variable. The audit helped MABL shave off between 20-25 per 





cent on media costs. The company now uses that money on | 


Feared and loathed. It’s been an eventful 


first year for INC dia auditing 


Enter the 
auditor 


events and promotions. Hear Girish Shah, general manager 
(marketing), MABL, on why he hired an auditor: "As a 
medium-sized advertiser (Rs 10 crore-12 crore), our exposure 
is only through the buying agency. So it is a question of who 
will guard the guard." Heis bang on. 

As things stand, marketers need auditors like they need a 
crutch. To make sense of the bewildering maze of options, 
where someone they just hired is deciding how they will spend 
their money. Some form of corruption, therefore, either in the 


| quality of buys or in the actual money spent, is inevitable like 


we mentioned in the previous story. So enter the auditor. 

But to 'guard the guard' or figure out whether media is the 
problem, Spatial needs to know the plans, rates and almost 
every detail of every deal that MABLS buying agency signs 
with every media-owner. It needs to get into the innards of 
actual buying. And this is what bothers buyers. "The most 


| confidential thing is our rates and our tools. The moment we 


have to share it, we get worried. Auditors collect a lot of infor- 
mation from us to create a benchmark," says Punitha 
Arumugam of Madison Communications. Adds Lakshmi 
Narasimhan of Group M: "As a process, we welcome audits 
and as a buyer they need to know what I am doing in a positive 
and productive way. But the pooled benchmark, on which the 
audit is based, is hearsay. It has to be constant and positive." 
His CEO, Ashutosh Srivastava, agrees: "In any audit system, 
there have to be some basic guidelines and benchmarks 
which have to be arrived at between the client and the agency. 
In the absence of that, all decisions on what is or is not effi- 
ciency become rather subjective." 

Ad time can be bought when spots are being sold cheap by 
TV channels in distress, or because advertisers want to push 
up depressed sales with a cheap, quick-fix high frequency 
campaign, or for scores of other reasons. In the absence of this 
knowledge, all an auditor can do is raise a lot of heat and dust, 
says Srivastava. "Nobody likes au- 
ditors because essentially the re- 
lationship is between the agency 
and the client," he says. As one 
major buyer puts it: "Auditors look 
good only if we look bad." 
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Madhvani is sanguine. “In all markets, media auditors 
have faced initial resistance from media agencies. Over time, 
this changes and becomes acceptance," she says. She is right. 
Even now, more than a decade after media audit took off in 


Europe, there is intense bitterness about auditors’ question- | 


ing. In the US, where auditing is more recent (just five per cent 
of radio and TV spends there are audited), specialist maga- 
zines and websites are full of articles questioning auditors or 
justifying media audits. In mature markets, media audit was 
born from finance heads worrying about all those costs on the 
balance sheet and questioning them. 


That is true for India as well. The opacity of the processand | 


money involved, roughly 5-15 per cent of revenues, means fi- 
nance heads are now increasingly involved in the media audit 
game. “The thought is whether they can squeeze 5-7 per cent 
savings out ofit,” says Srivastava. “We find MDs and CFOs very 
open to the concept,” says Madhvani. The reason is also, 


partly, distrust, thinks Sandeep Vij of Optimum Media Solu- | 


tions. “In a close, non-transparent market, what the agency 
brings is neutrality and that is also being questioned. Mad- 
hvani's business will run because there is distrust,” he says. 
Already, the growth of audit services is aided by what 
Madhvani calls ‘environmental issues’. “This market (media 
auditing in India) can absorb three firms at least,” she says. Of 
these, two already exist. Earlier, it was the plain paperwork of 
media that was audited by firms like Ernst & Young; now Spa- 
tial audits the strategy, the plan and the actual buy. “If Ernst & 


Young does full-fledged auditing, it will be good because there | 


is no individual-driven agenda,” says Srivastava, tongue 
firmly in cheek. 

He has touched upon the first of two rea- 
sons for the collective dislike for audit ser- 
vices — the fact that Madhvani herself was a 
buyer earlier. She set up Carat, India’s first in- 
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Meenakshi Madhvani, 
Spatial Access — 


The audit evangelist planning," says Sohrabji. “Post buy, it is easy 


The MEDIA BUYING Survey 


dependent media buying agency. “MM has herself done all 
these things, so whos talking what,” asks one big buyer. An- 
other worries that she will get everyones rates and deals, then 
return to buying and outwit everyone with the inside informa- 
tion she has. Madhvani refutes this: “We would never have 
made the kind of investments we have made in the business if 
it wasn't for the long haul! My media buying days are dead. My 
media auditing days are alive. Why should I go back in time?” 
Besides, she adds: “Rates is one part of what we do. We advise 
clients not to focus on rates because it is distorting media so- 
lutions. We would rather focus on ‘value’, what is the value you 
get for the rate you pay.” But since ‘value’ is difficult to estab- 
lish, the ruckus is natural. Still, there are buyers who claim that 
auditing doesn't bother them. “We have been through plan- 
ning and process audits, and the experience has been good 
because it happened with mature clients who know how to 
use audits,” says Srivastava. 

You could put down most of the nastiness to a clash of per- 
sonalities which is getting magnified because the industry is 
so small. But the other thing that bugs buyers is more objec- 
tive and real. “International experience tells me that there is 
no resolution between auditing and planning and buying. The 
way auditing is done here, the auditor is not aware of the 
25,000 emails and phone calls between plan and buys. That 
in-between thing is what you are audited for. The client might 
say stop the spot, and put this on cricket,” says Jasmin Sohrabji 
of Mediacom. For example, a buyer may decide to bet ona 
new show not because he thinks it will give him more ratings 
but because when a channel promotes a new show, the adver- 
tiser gets huge mileage from the promos. “These things hap- 
pen all the time. I am there and the auditor is 
not. So, much of everybody trying to ratio- 
nalise a decision impacts the gut and fun of 


to pick holes. You have to start from day one,” 
agrees Rohit Gupta of SET India. There is a valid point there. 
Madhvani reckons a few audits that set planning and buy- 
ing processes in order will fix most of these things. It’s early 
days still. Once the processes are in order, Spatial may not 
need to be as involved as it is now. For her, the ruckus is clearly 
part of the evolution. When specialised media agencies hap- 
pened in India, almost every agency chief questioned the idea. 
Her contention is when media buying agencies stop treating 
auditors as adversaries, they themselves will reap its benefits. 
Her job is to audit and then streamline processes. In the 
process, if she thinks that poor commissions to an agency is 
making for bad buys, she will say so. “In one case, we told the 
client that they should be paying the agency one per cent 
more in commission, so they took it up to 3.5 per cent,” she 
says. Sometimes it could validate that the advertiser is actually 
buying right. “We have had a one-time audit done so far. The 
findings revealed that the in-house agency is doing a good 
job,” says K.S. Ramesh, CEO, Cavin Care. 
Such good news is going to be rare in the first few months 
of media auditing. The big bulls have had a happy run for over 





five years. As the questioning starts, expect a lot more kicking 
and screaming. w 
VKK 
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The author is director, 
Jeetay Investments, an 
investment advisory 
firm. He can be contacted 
at chetan@capitalideas 
online.com. 


Socially 
respon- 
sible 
investing 
throws 
upa 
number 
of 
questions, 
especially 
in the 
context of 
emerging 
markets 





HE great Austrian economist Fre- 
derick Hayek explained why cor- 
porations cannot be permitted to 
define their role in society beyond 
that stated by law: “Once the man- 
agement of a big enterprise is regarded as not 
only entitled but even obliged to consider in its 
decisions whatever is regarded as the public or 
social interest, or to support good causes and 
generally to act for the public benefit, it gains 
indeed an uncontrollable power." 

Later, David Engel published in the Stanford 
Law Review three permissible corporate activi- 
ties beyond profit maximisation: (a) obey the 
law, (b) inform the public about the corpora- 
tion's impact on society, and (c) minimise cor- 
porate involvement in politics. These become 
important in defining what can be considered 
socially responsible corporate activities. So- 


cially responsible investing (SRI) is gaining | 


ground based on two arguments: (1) evaluating 
a company's environmental and social impact 
on top of its financial performance provides an 
additional hedge against risk, and (2) socially 
responsible companies offer long-term value. 

Whilst there can be no gainsaying the first 
argument, the second is yet to be comprehen- 
sively tested in developed markets. There has 
been inconclusive interpretation of results in 
these markets. For instance, in 2003, 67 per cent 
of the 52 screened US funds tracked by SIF 
earned the highest ratings for performance 
from Lipper and/or Morningstar. 

On the flip side, a Wharton study found that 
SRI mutual funds underperformed portfolios 
representing a broader fund universe. Recently, 
a study of 103 German, US and British SRI mu- 
tual funds found no significant difference be- 
tween their returns and those of unscreened 
funds. Could SRI be possible in emerging mar- 
kets, given that they experience economic in- 
stability, have weak legal infrastructure and un- 
predictable government involvement? There is 
also negligible independent oversight in emer- 
ging markets, in contrast to the large institu- 


Beyond profit 
maximisation 














tional investors and pension funds in devel- 
oped markets. For instance, in India, enormous 
power rests with a few financial institutions 
who have usually acted only in their own inter- 
est, and not those of the minority shareholders. 

Is SRI congruent with long-term value in- 
vesting? Not necessarily. The keys to successful 
long-term investing are three M's: (a) moats, (b) 
margin of safety, and (c) management. 

Wide and deep economic moats guard a 
company’s profitability, resulting in high re- 
turns on capital employed. An insufficient qua- 
litative assessment of economic moats and 
their durability can lead to disastrous long- 
term investments. The competitive advantage 
period of a company is more important than its 
current profitability. Companies screened by 
SRI as unfit for investing often have these 
moats. Tobacco and liquor companies come 
immediately to mind. 

A good fund manager will look for a margin 
of safety between price and value. It is in look- 
ing for responsible managements that SRI and 
long-term investing converge. Warren Buffett 
looks for integrity, intelligence and industri- 
ousness. Integrity is visible in the compensa- 
tion policy of management and in the way they 
conduct themselves. Excessive stock options, 
nepotism and arrogance are red flags. A man- 
agement with integrity will always act in a so- 
cially responsible manner. 

Andintegrity works. A story is told that Fred- 
erick II, King of Prussia, arranged an inspection 
tour of a prison in Berlin. The prisoners fell on 
their knees before him, all protesting their in- 
nocence. One man alone remained silent and 
aloof. Frederick called to him: “You there, why 
are you here?" "Armed robbery, your Majesty," 
the prisoner replied. "And are you guilty?" 

“Yes indeed, your Majesty. I entirely deserve 
my punishment." Frederick summoned the 
warden. “Guard, release this guilty wretch at 
once. I will not have him kept in this prison 
where he will corrupt all the fine, innocent peo- 
ple who occupy it!" "ui 
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S. Nagarajan 
Founder and COO 
24/7 Customer 


I try to read about 10 books a year, 
usually picking up titles on the New 
York Times bestseller list. I just read 
THE DAVINCI CODE by Dan Brown. 
Itis an interesting way of telling a 
story, and it's an incredibly fast read. 
I’m always on looking for new ideas. 
The books I pick up, fiction or non- 
fiction, are part of that search. 

Iam nowreading LIFE OF PI by 
Yann Martel. It's an imaginative story 
about a boy from Pondicherry and 
the way he reaches Canada. It com- 
bines many different strands: faith, 
zoology and survival against odds. 

I also read The Leadership Engine: 


How Winning Companies Build Lead- 


ers At Every Level by Noel M. Tichy 
and Eli Cohen. It is based on case 
studies from General Electric and 
Allied Signal, and explains how these 
companies are able to build leaders 











at every stage. ki 

ALERT 

Some Musical Memories 

By Amar Mishra 

(Rupa & Co) 

o Misc) ^1 AMAR Mishra is much 
Wewenes | more than a Hindustani 
“~a classical music lover. A 

friend of almost every 
great singer in the last 
50 years, this impres- 
ario has collected some 
truly interesting stories. 


In this slim, unpretentious volume, 
Mishra presents revealing vignet- 
tes about the legends, offstage and 
on stage, although he is careful not 
to destroy reputations. 7 
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PARANJOY GUHA THAKURTA 





UST in case the books title, The 
Mirage of Global Markets, mis- 
leads some readers into believing 
that it is a diatribe about the 
negative consequences of eco- 
nomic globalisation on devel- 
oping countries, the subtitle (How Glob- 
alizing Companies Can Succeed as 
Markets Localize) should disabuse them 
of such a notion. From the start, author 
David Arnold takes up arms against the 
“demonised version of international 
marketing” promoted by writers such as 
the political scientist Benjamin Barber. 
Barber’s book, Jihad vs. McWorld: 
How Globalization and Tribalism Are 
Reshaping the World (Random House, 
NewYork, 1995), argued that McWorld is 
a “product of popular culture 
driven by expansionist 
commerce” that has an 
American template, its 
form is style and its 
“goods are as much 
about images as mat- 
eriel, an aesthetic as well 
as a product line..." Ac- 
cording to him: "There is 
no activity more intrinsi- "E 


— 





cally globalising than David Arnolt 


SELECTION 


Failing your way 
to Success 


HIS is a great book to read if you 

have just failed. Some examples: did 
you know that Oprah Winfrey was a wild 
child that got pregnant at 13? That Walt 
Disney’s first cartoon character, a rab- 
bit, was stolen from him? Or that the 
inventor of Tupperware was a recluse 
whose business failed for six years? 

Evidently, a lot of other people have 
failed too, and some of those former 
failures have gone on to make a lot of 
money. Business movers and shakers 
are profiled here, in a collection of 2-3 
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global 


trade, no ideology less interested in na- 
tions than capitalism, no challenge to 
frontiers more audacious than the mar- 
ket" Barber contends that multi- 
national corporations (MNCSs) seek to 
create a "universal tribe of consumers 
defined by needs and wants that are 
ubiquitous, if not by nature then by the 
cunning of advertising". Barber belongs 
to the school of thought which believes 
the word 'foreign' has no meaning for 
the ambitious global businessperson. 

It is this view that Arnold abhors — 
the suggestion that international mar- 
keting damages society by replacing na- 
tional cultures with the anonymous 
consumerism of McWorld. But not all 
his counter-arguments are convincing. 
He claims the power of national govern- 
ments over MNCs "remains absolute" 

and that all financial 





THE MIRAGE OF 
GLOBAL MARKETS 
How Globalizing 
Companies Can Succeed 
as Markets Localize 


By David Arnold 
FT/ Prentice Hall 


Pages: 229; 


price: Rs 450 


page short stories from the pages of the 
Investor’s Business Daily. 

Despite its inherent ‘chicken-soup 
for the soul’ tone, it’s fun, and every sin- 
gle piece is short and well-edited. This is 
refreshing, considering the average 
length:fun ratio of books in the busi- 
ness leadership genre. 

The quotes used are well-chosen, 
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is not enough 


transactions remain nationally boun- 
ded. Arnold presumably believes what 
happened to many Latin American 
countries in the 1970s and 1980s was an 
aberration, although he does not say so. 

United Fruit Company and ITT 
aside, he would have his readers per- 
ceive international business as no more 
than the aggregation of a large number 
of local transactions. The wider context 
in which this book has been placed by 
the author can be encapsulated in two 
principal characteristics. 

The first is the incredible rapidity at 
which companies are spreading their 
activities across national boundaries, 
thanks to the advances made by com- 
munication technologies and the open- 
ing up of huge new labour markets. 
Arnold contends that because compa- 


nies are globalising faster than markets, | 


there is an increased risk of mismanage- 
ment in new markets. The second, rela- 
tively older characteristic is the toler- 
ance of lower standards in international 
markets than in home operations. This 
brings about overestimation of the po- 
tential of emerging markets and results 
in decisions that are company-driven 
rather than market-driven. 

The authors thesis reiterates the es- 
tablished adage of thinking globally and 


and so are the anecdotes. From Andrew 
Carnegie: “The battle of life is already 
half won by the young man who is bro- 
ught personally in contact with high offi- 
cials.” That said, these are hopelessly 
shallow portraits, focusing only on the 
warm and fuzzy aspects of a person, not 
their company’s current growth figures 
or their tumultuous board meetings. 

Yet, even inside the inspiring stories 
of hard work and good deeds, you still 
can't avoid harsh reality. Carnegie, the 
book tells us, quit his railroad job to 
open up an innovative steel mill. He 
named it the Edgar Thomson Works, 
after the president of the Pennsylvania 
Railroad. Inevitably, his first order was 
from Thomson. In the end, sucking up 
rarely fails. 


z 
ERICA LEE NELSON 











DAVID ARNOLD is 
an independent 
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in global market- 
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acting locally, “a piece of wisdom with 
which everybody agrees but which no- 
body claims to have mastered”. He seeks 
to improve the understanding of the 
challenges of international marketing 
and provide guidelines for local-level 
management. He asserts that while 
companies are getting larger, markets 
are shrinking, rendering most mass 
marketing programmes ineffective. 
What Arnold considers the ‘most 
striking development’ is that most mar- 
kets are are fragmenting, not consoli- 


dating, as IT allows firms to move ever | 
closer towards the ‘segment of one’ — | 


addressing consumers individually 
rather than in aggregate market seg- 
ments. In other words, one-on-one or 
relationship' marketing is the name of 
the game that companies had better 
learn quickly, since MNCs are growing 


in terms of sales and not in terms of : 


global market share. 


Confessions LIEU 


of a blogger 


OR the uninitiated, ‘blog’ 

is short for web log: an on- 
line site with postings, which 
is akin to a diary, that fea- 
tures links and commentary. 
But that is the bare definition, like say- 
ing a car is a means of transportation 
featuring four wheels. Blogs are begin- 
ning to play a significant role in the way 
people acquire information. The blogo- 
sphere has emerged so suddenly that 
even the most sophisticated of analysts 
have been taken by surprise. In BLOG: 
Understanding the Information Refor- 
mation That's Changing Your World 
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The author quotes Coca-Cola CEO 
Douglas Daft saying that: "The world 
was demanding greater flexibility, re- 
sponsiveness and local sensitivity." Not 
surprisingly, the example of Thums Up 
finds mention in the book. While em- 
phasising the point that global brands 
have a specific but limited appeal to 
consumers, he nevertheless highlights 
instances where the ‘wider reputation’ 
ofa brand becomes important for prod- 
ucts that are "conspicuously used... 
such as cars or clothes, and contributes 
to the social image ofthe consumer...." 

Arnold's bookis the result of six years 
of research. It found that the mirage of 
global markets is produced by the very 
real phenomenon of globalising com- 
panies, but that the marketing advan- 
tage that accrues from being global "is 
the power to do different things every- 
where rather than the power to do the 
same thing everywhere”. This is why he 
stresses the need for "international 
marketing management, but local mar- 
keting”. So should the manufacturers of 
the Nirma detergents or Amul dairy 
products then rest on their laurels? They 
would do so at their own peril. Li 





Paranjoy Guha Thakurta is director, 
School of Convergence 





(Nelson Books), Hugh Hewitt 
helps you catch up. 

This is the first book by 
an influential blogger ex- 
plaining the phenomenon. 
HughHewitt.com was laun- 
ched in early 2002, and 
more than 10 million people 
have visited it. In the race for 
mindspace, if you have an 
audience waiting, it positions 
the blogger as well as his business or 
organisation at the forefront. Hewitt's 
work is a good introduction, which also 
offers a vision of what blogs might look 
like in the future. 

Particularly interesting to BW read- 
ers will be Hewitt's observations on the 
relevance of blogging to the corporate 
world, which has been taking to blogs 
with increasing enthusiasm. 








OR decades, the Department of Telecom- 
munications (DoT) used to charge subscribers 
less bi-monthly rent than the cost of connect- 
ing them to the network. That was all right in 
the socialist era, as cross-subsidies were 
the hallmark of progressive politics, and the DoT 
was minting money as it made Pravasi Bhartiyas pay 
through their nose when they called their relatives 
at home. That beautiful racket collapsed in the 1990s: 
callback operators siphoned off the profits on calls 
from abroad, and competition brought down interna- 
tional call charges. 

So whom to milk next? DoT's beady eyes targeted the 
private operators, who had the cheek to compete with 
its favourite daughters, BSNL 
and MTNL. So it went to Tele- 
com Regulatory Authority of 
India (Trai), and Trai obliged. 
Fixed line operators had been 
given a bonanza by being let 
into CDMA cellular business; 
it decided to make them pay 
for the government compa- 
nies’ pointless munificence. In 
January 2003, it levied an 
access deficit charge (ADC) 
on private ‘fixed-line’ opera- 
tors — essentially their cell- 
ular lines, since they hardly 
had any fixed lines — to 
subsidise the government 
companies’ rentals. 

The CDMA operators 
howled that this was unfair -— 
that it discriminated against them and favoured their 
bitter competitors, the GSM cellular operators. When 
CDMA operators shout, they are heard in the highest 
quarters, since they include India's biggest business 
houses. So on 15 December 2003, Trai extended the 
ADC to all cellular operators. It also imposed a huge 
ADC — Rs 4.25 a call against 30 paise on a local call — on 
international calls handled only by GSM cellular opera- 
tors. That was discrimination against them; but their howl 
was not nearly as ear-splitting, and went unheard. 

The ADC was a recipe for fraud; a company that 
received an international call into its network could 
pass it forward as emanating from its domestic network 
and save Rs 3.95 per call. Whether fraud arrived or not, 
allegations of fraud certainly did. BSNL accused Reliance 
of changing the caller line identification of incoming 
international calls and passing them off as domestic 
ones, and asked in October for Rs 1.827 billion in evaded 
charges. Reliance has been all the way up to the Supreme 
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The battle for turf between 
Trai and TDSAT has paralysed 
the telecommunications 
regulatory system 
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Court, which asked it to pay up the amount and go back 
to Delhi High Court for judgment. 

This court battle evokes the ghosts of 1999, when 
every telephone dispute ended up in Delhi High Court, 
which used its judgments to cut Trai to size. It weakened 
Trai to such an extent that the government cut it out of the 
judicial process and set up the Telecom Disputes 
Settlement and Appellate Tribunal (TDSAT) to bypass 
high courts. Then last September, TDSAT itself ruled 
that Trai had no authority to adjudicate in disputes; and 
last week, it declared that there was no scope for arbitra- 
tion in telecom disputes and that all of them had to end 
up at its doorsteps. 

The rapid growth of the telecommunication industry 
gives the impression that all is 
well with the industry. But the 
battle for turf between Trai and 
TDSAT has paralysed the tele- 
com regulatory system as ef- 
fectively as the Delhi High 
Court's verdicts did in 2000. 
If proof is needed, it will be 
provided within weeks. Trai 
has reduced the ADC on the 
grounds that traffic is grow- 
ing much faster than expec- 
ted, and that BSNLs deficit 
can be met with a much lower 
call per charge. This should 
not concern BSNL, for what 
matters to it is the aggregate 
amount it gets and not the 
amount per call. But it loves 
every device that hobbles its 
competitors. So it has raised a howl. It is only a matter of 
time before it too approaches Delhi High Court. 

The interesting thing about the proceedings is 
the studied silence of the young minister, Dayanidhi 
Maran. And a suit by BSNL will mean that he goes 
along with his PSU. This too is a depressing pattern 
recognisable from the early days of the NDA govern- 
ment, when minister after weak minister acquiesced 
while BSNL and MTNL reduced Trai to a cipher. Last 
time it took all the Prime Minister's men, led by Sud- 
heendra Kulkarni, to cobble together a solution that 
bought the cooperation of DoT and the private oper- 
ators. This time too, the mess will end up on the Prime 
Minister's table; but he will not be able to dispose of 
it so expeditiously as he did the NDAs memorandum 
on the budget last August. While he listens to erudite 
presentations on power and ports from the Planning 
Commission, he should bear in mind that he is sitting on a 
telecommunications time bomb. iui 


ANTHONY LAWRENCE 
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SAMSONITE LAPTOP BAGS. 
VERY, VERY WRONGLY NAMED. 


s ® 
senting a range of over 25 exquisite laptop bags to carry your world along. © Sa m son i te 





And you thought an HP Photosmart 2608 All-in-One only gave brilliant photos? Actually there's 
more to it. As an answer to all your needs, it offers you a host of imaging and advanced photo 
printing solutions with its powerful fax and versatile scan and copy functions. Which means, 
you not just print true-to-life photos but also explore unlimited possibilities like manage-edit-share 
from one single machine! With so many advantages to go with, it's like having your own photo 
studio. So, go ahead and get ready to add that everlasting touch to your cherished moments 
with an HP Photosmart 2608 All-in-One. 


HP PHOTOSMART 
7260 PHOTO PRINTER - 


Rs. 5,999* 


* Up to 4800-optimised dpi colour' 









HP PSC 1350 
| ALLIN-ONE 


Rs. 7,499* 


* Up to 4800-optimised dpi colour' 








* HP PhotoREt 4 colour layering 


technology with 6-ink printing? * HP PhotoREt 4 colour layering technology 


with optional 6-ink colour printing’ 
* Up to 17/12 ppm (Blk/Clr)’ 
* Up to 600 x 2400 dpi optical 
resolution/up to 36-bit colour scan 


* Copy without PC 


* Borderless 4" x 6" photo printing 

* As fast as 36 secs’ (4" x 6" photo) 
* Multi-slot memory card reader” 

* Convenient front-mounted USB 


Dial 


connectivity 





HP print 
cartridges 


* HP Photo & Imaging software * 4" x 6" borderless photo printing” 


* Multi-slot memory card reader’ 


Pack : Rs.1,960/- 
3030 4499 HP Care Pac s / 


doorstep delivery 


HP Care Pack : Rs.1,600/- 


To extend warranty to 3 years, buy HP Care Pack at above list price. 





Unit level replacement warranty. 539 cities support helpline, 90 cities service centers. 


3030 4499 or 1600 444 999 
in.contact@hp.com 


"Est. street price, taxes extra. "Up to 4800 x 1200-optimised dpi colour when printing from a computer & 1200-input dpi. "Optional 6-ink colour printing available with purchase of HP 58 Photo Inkjet Print Cartridge; not included, 
sold seperately. "Print and copy speeds may vary according to the complexity of the document and type of output. “Based on standard ITU-T Test image #1 at standard resolution. More complicated pages or higher resolution will 
take longer and use more memory. “When using 4* x 6.5" 4R-size HP Colourfast Glossy Photo Paper *Print a 9-frame action sequence from your digital video clips. "Supports Compactfiash™, Smart Media™, Memory Stick® 
Secure Digital™/MultiMediaCard™ and xD-Picture Card™. "Using optional HP bt300 Bluetooth® Wireless Printer Adapter; not included sold separately. Supports camera phones with Bluetooth ® wireless technology. Visit 
www.hp.com/support/bluetooth for a list of compatible devices. "When using 4" x 6.5* 4R-size HP Colourfast Glossy Photo Paper; with included print cartridge "Supports Compacttiash™, Smart Media™, Memory Stick 
memory Stick Pro, Memory Stick Duo, IBM Microdrive™, Secure Digital™/MultiMediaCard™ and xD-Picture Card™. "Dependant upon document type and print mode; approximate figures. Exact speeds will vary depending on 
the system configuration, software program and document complexity.© 2005, Hewlett Packard Development Company, L.P. 
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HP PHOTOSMART 
2608 ALLIN-ONE 


Rs. 14,999* 


* Up to 4800-optimised dpi colour 

* HP PhotoREt 4 colour layering technology 
with optional 6-ink colour printing’ 

* Up to 30/20 ppm (Blk/Clr)’ 

* 33.6 kbps fax modem 

* Up to 60-page memory fax* 

* Up to 2400 x 4800 dpi optical 
resolution/up to 48-bit colour scan 

* A4/4" x 6" borderless photo printing’ 

* 2.5" colour LCD, video action printing' 


* Multi-slot memory card reader 
and PictBridge 


* Networkable/Bluetooth^ option" 





HP Care Pack : Rs. 1,960/- 
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INDIA'S LARGEST SELLING 
BUSINESS MAGAZINE 


A menu that knows 
what's on your mind. 
A charger that sees 
what you dont. 


But hey |! 
You'll probably 
it for its looks. 
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[ MULTI-LANGUAGE | i ee 
CA eb The new Samsung E810 is an incredibly good looking, feature packed SAMSUNG E810 


Te) 


| MESSAGING/MENU} phone that comes loaded with the convenience of a unique PopMenu With POP M enu™ 


that saves you the hassle of navigating menu levels in search of whatever 
é | 5 you want. Not only that, you can also SMS & navigate menus in your P 
5,000 COLOUR POPMenu gives you access to ‘most used 


own language, be it Hindi, Bengali, Marathi or Tamil. Great, isn’t it!? functions at the press of a button. 


Stylish SmoothSlide Design | 65K Colours | Photo Caller ID | 2000 Phonebook Memory | Intelligent Charger | 180° Rotating Camera with Flash 


[ADDICTION | SAMSUNG 








_J Employing a person as a 
temporary employee means 
that all the management 
theory of motivation we talk 1 ESS 
ofis bunk. How can a person. PREMI 
who is always under the i 
threat of his losing his 
(temporary) job be motivated? If the 
remuneration is good, then perhaps the person may 
stick around and do his or her best. But mostly, companies will not 
find temps who give 100 per cent. This sort of morale decline never 
helps business. 





S. Narayanan, via email 
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‘BUSINESS’ SCHOOLS _ inefficient labyrinth of a system which _ 
‘Making Indias Population Count’ | simply gobbles enormous resources 
(BW, 17 January) by Omkar Goswami | with little results. Private-run instit- 
was an eye-opener. Obviously, 


government-run schools are simply 


| utions will start competing with each 
other for funds by comparing students' 


j 
i 
| 
| 
i 
i 
; 
| 


incapable of doing the job. | performance and quality of education, 
Private education entrepreneurs, and everyone would benefit. 

as one may call them, have been able Harshan Ramadass, via email 

to attract larger numbers of students — | 

from poor or lower middle-class | ENOUGH MUD-SLINGING 


households. Is this notan indicatorof ^| Istarted reading the interview with 
something? Why cant our educational | T.BG. Nambiar (‘T Will Fight It Out...’ 
policies involve these educational | BW, 3 January) with a hope that I might ` 
entrepreneurs more proactively? | find some real managerial insights 
Instead of pouring crores of rupees | from India's colour TV pioneer of 
into government-run schools, why not | yesteryear. But I was disappointed. 
provide educational vouchers to | The article turned out to be yet 
poorer households? This will ensure ^ | attempt by a veteran businessman to 
that the parents decide what kindof — | sling mud at his young manager/son- - 
education they want for their kids. | in-law. I was expecting an in-depth 
Parents could become ‘customers’, and | look at the state of affairs in the 
the government could slowly leave , company, the role of Mr Chandra- 
behindtheheadacheofrunningan ^ sekhar in bringing up the commun- __ 
ications division, where he faltered and  . 
what should have been the ideal route. . 
But alas! It turned out to be a third rate 
abusing game normally reserved for 
the kitchen table. 
Articles in BW are seen by 
managers and management students 
as guiding lights that help them put 
into practice some of the best ideas 
that business has to offer. Unfortu- 
nately, this interview didn't offer any 
useful inputs. . 
N.T. Nair, posted on BW website 
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COVER STORY 32: 


The Building 
Blocks 


India spends just 5 per cent ofits GDP on in- 
frastructure — half of what the World Bank 
thinks it needs to. And the country will have 
to invest Rs 2,760,000 crore over the next 10 
years in this sector to sustain industrial 
growth and connect the millions in rural 
India to the global economy. A BW Survey. 





3e Finance 

Can the domestic banking system and the capital 
markets provide the huge amount of money 
without sending interest rates through the roof? 


40 Regulation 
Private money needed to develop the infrastruc- 
ture sector will not flow unless we have adequate 


: * regulatory mechanisms in place. 
ANTHONY LAWRENCE 


i» 
| 


VAT White Paper 26| ‘New Left’ Sees Red 


Barring a couple of issues like imports, the white paper Anew group of Chinese in- 
manages to clear the air on most others holding up Indias tellectuals are questioning 
transition to a value-added tax regime. the country’s free market 
capitalism. And they are 
| Reliance New documents getting support from the 
show Nitaand Mukesh Ambaniown | millions hurt by the poli- 
Reliance Infocomm by virtue oftheir | cies.Will the New Left be 
50.5 per cent stake in RCIL, which able to alter China's policy? 
owns 77 per cent of Infocomm. The affluence of the few p 





$i. is riling the New Left 
12 Politics After the death of 








J.N. Dixit, some key membersofthe | 44 Outsourcing Americas worry about declining edu- 
government are lobbying to get the cation standards in schools has thrown open a possible 
post abolished. goldmine for some Indian companies. Find out more. 


BUSINESSWORLD U  31JANUARY 2005 


IN VOGUE 


s2| Hocke 


The Premier Hockey League is a daring plan to put the zing 
back into a dying sport. But when will the results come? 


64 Bookmark In China, its all about who you know. A 
book on the surest ways to success in Asia’s hottest economy. 











COMMENT 


25 Omkar Goswami When siblings 
manage Indias largest private sector giant, it 
UNT behoves them to settle their disputes in private. 


ON THE CONTRARY 
42 Mahesh Murthy Rights and wrongs. 


A post-mortem of 10 predictions made a year 
ago in ‘On The Contrary’. 


GAME PLAN e 


46 Ranjit Shastri To be better than the 
competition or to be different? That's the ques- 
tion in markets with identical service providers. 


THAT’S IT 


50 Mala Bhargava Two tech shows in 
the US kicked off the new year and showed the 
digital lifestyle that the world is moving towards. 








GUEST COLUMN 
31 Parth J. Shah Howitis possible to adapt the idea 
of of publie access to information to the Indian © context. 
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66 BW OPINION 











Cover Design: Jyoti Thapa Mani 
Illustration: Anthony Lawrence 
Bob The Builder: Marketed in India by Funskool 











Web Exclusives 
Why China's mobile services are more profitable than 
Indias despite both having similar growth patterns? 
Stock Sense: The market is in a quandary, the up- 
move broken. Will Nifty move down or sideways? 


Vaibhav Parikh of Nishith Desai Associates on the 
emerging regulatory issues in BPO operations. 


Log on to www.businessworldindia.com 











Businessworld 


India: Under Construction 


HERE is one task that Businessworld thoroughly 
enjoys doing: flagging issues that will dominate 
national consciousness, early on. We did that in 
the last decade with a series of covers that high- 
lighted the rise ofthe software industry and In- 
dias changing image as a new player in the knowledge and 
| services sector. We did that again with BPO, the rush into retail, 
| the emergence ofa new entrepreneurial class, the return of In- 
| dian manufacturing, the China opportunity, the crisis in pen- 
sion funds and so on. This issue keeps up that tradition. Infra- 
_ structure, we predict, will be the scene of hectic activity in the 
near term, in terms of both policy-making and deal-making. 














The cover story package, therefore, frames the issues to be 
| tackled if we are to make the 
most of the opportunities open- 
ing up. Like conceiving the right 
, regulatory framework for the 
sector. Or creating safe and easy 
pathways for long-term money, 
such as pension funds, to flow 
into it. Much ofthe discussion 
on infrastructure has got stuck 
on how to raise the humongous 
amounts of money we need — 
_ Rs2,760,000 crore, by our esti- 
| mate. "But the real issue is re- 
moving the obstacles that stand in the way of the money,” says 
correspondent Supriya Kurane, who put together this one-of- 
| a-kind survey. 


Businessworld 











Jehangir Pochas report on China explores a little-known side 
| ofourneighbour: its politics. As China tries to mix free-wheel- 
ing capitalism with a heavy-handed dictatorship, something 
| newis brewing in its campuses and factories: it goes by the 
name of New Left. What I see in it, though, are the tentative 





|| shoots of democracy. 


| Areader of Businessworld asked me a simple question last 

week: have the Ambanis settled their differences or not? I don't 

blame him for asking, considering the conflicting reports vari- 

ous channels and magazines have been putting out. The truth, 

, asusual, is complicated. Both the Ambanis are working on 

, multiple tracks: settlement talks are just one of them. So it is 
going to bejaw-jaw and war-war, all at the same time. 
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HE white paper on value- 
added tax (VAT), released on 
17 January by finance minister 
P. Chidambaram, is the blue- 
print for probably the biggest tax reform 
-in India yet. While experts say it clears 
the air on some issues and creates much 
.; more consensus than there was earlier, 
. . it does not deal fully with all problems. 

! States now concur on the rates and 
commodities to keep outside VAT, agree 
that tax paid on inputs procured from 
. other states through inter-state sales 





^ and stock transfer will not be eligible for 


credit, and excess credit can be carried 


— over. They also agree that barring Cen- 


tral sales tax, all other levies will go. 
Those that want to continue with entry 
tax will have to bring it under VAT. 

Sales tax breaks and incentives of- 
fered by states is an unsolved issue. The 
paper says existing incentive schemes 
' can continue as long as the VAT chain is 
not broken, but does not say how that 
can be done. Bhavna Doshi, a VAT ex- 
pert and partner with BSRCo, says in 
cases of deferral of tax, the VAT chain 





need not be broken, but where a unit is 
exempt, it will be. She adds: "There is no 
clear mechanism to ensure that the 
units which were exempt will not be 
worse off. All these industrial units have 
based their calculations on the basis 
that there will be no sales tax... It will 
throw all their calculations out of gear." 

Some states wanted to convert sales 
tax exemptions into deferrals. In Uttar 
Pradesh, some manufacturers exempt 
from tax have been allowed to deposit 
the VAT after five years. But many states 
are yet to prescribe the deferral period 
and some, like Maharashtra and Gu- 
jarat, are still debating whether to with- 
draw the exemptions at all. If they dont, 
it will give companies there a price ad- 
vantage. A senior finance ministry offi- 
cial admits that may be a problem. 

As for imports, a senior finance min- 
istry official says: "There can be no VAT 
levied on imports. Yet, we have to coun- 
tervail the imports. A committee will go 
into this issue and a decision will be 
taken next year." ig 

ANJULI BHARGAVA 


MERGERS & ACQUISITIONS 


Holcim buys ACC from Gujarat Ambuja 


HE $9.4-billion Holcim, the world's second largest cement company, 

signed a deal to buy ACC from the Gujarat Ambuja Group through Ambuja 

Cements India (ACIL). The latter owns 13.8 per cent of ACC and Holcim 
will make an open offer to ACC shareholders at Rs 370 per share to raise its 
stake to 50.01 per cent. ACIL also owns 94 per cent of Ambuja Cements East- 
ern. Holcim has decided to make an open offer to acquire its entire public 
shareholding from the minority shareholders at Rs 70 per share. The two acqui- 
sitions will cost Holcim $800 million (about Rs 3,500 crore). 3 
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T'S official now that Mukesh 
Ambani, Nita Ambani and 
their associates are the owners 
of Reliance Infocomm, a pri- 
vate telecom company valued at 
$13.4 billion (Rs 60,000 crore). Doc- 
uments that surfaced early last week 
show that the couple own 50.5 per 
cent of Reliance Communication 
Infrastructure (RCIL), which, in 
turn, owns 77 per cent of Reliance 
Infocomm (RIC). 

Therevelations come as a sur- 
prise. In presentations to sharehold- 
ers and analysts in the past few 
years, Reliance spokespersons have 
always said that the Ambani family 
owned a 45 per cent stake in RCIL. 
During the launch of Infocomm ser- 
vices in December 2002, Mukesh 
Ambani said the same, but never 
mentioned that he was the promo- 
ter. However, in June 2004, a confi- 
dential information memorandum 
prepared by a consortium of ban- 
kers listed Mukesh Ambani as a pro- 
moter of Infocomm. Persons close 
to Mukesh Ambani then explained 
that he became a promoter of the 
company as a result ofthe 12 per 
cent sweat equity vested on him by 
Infocomm in early 2004, which has 
since been annulled. 








ELIANCE Energy is seeking 

duty cuts on transmission 

and distribution (T&D) 
equipment for power prior to Budget 
2005-06. Chairman and managing 
director Anil Ambani made his case 
in an hour-long meeting on 14 Janu- 
ary with revenue secretary K.M. 
Chandrasekhar and adviser to the fi- 
nance minister, P Shome. The com- 
pany plans to setup a3,750 MW gas- 
fired power generation unit at Dadri 
in Uttar Pradesh. 

According to Ambani, his experi- 
ence in the power sector in Delhi has 
showed that T&D losses can be 
brought down through better ca- 
bling and metering. REL runs distri- 
bution companies BSES Rajdhani 
for central and south Delhiand BSES 
Yamuna Power for east Delhi. Since it 
took over what is BSES Rajdhani in 


RELIANCE INFOCOMM 


The ownership puzzle solved 


p fr 





But, what difference 
does it make if the entire 
Ambani family or just the 
Mukesh Ambani family 
owned the stake in dis- 
pute? After all, RCIL and 
RIC are not listed. Apart 
from the Ambani family, 
the listed Reliance Indus- 
tries (RIL) is the biggest in- 
vestor in these two. The 
new documents show that 
the Ambanis paid only 
Rs 101 crore for their 50.5 
per cent in RCIL, while Re- 
liance and others (four un- 
listed companies with the same ad- 
dress as RIL, but ofunknown owner- 
ship) paid Rs 4,581 crore for the rest. In 
particular, Mukesh and Nita Ambani 
paid only Rs 81 crore (ofthe Rs 101 
crore) for their 40.5 per cent stake, 
while RIL paid Rs 2,331 crore (of Rs 
4,581 crore) for its 45 per cent stake. 
Or, the ‘family’ paid much less for the 
same share than RIL shareholders. 

Earlier, Mukesh Ambani had said 


JAYANTA SAHA 


RELIANCE ENERGY 


Duty cuts 
sought 


June 2002, aggregate technical and 
commercial losses have come down 
from 48.55 per cent to 42 per cent. For 
BSES Yamuna Power, the correspond- 
ing reduction has been from 63.2 per 
cent to 50.1 per cent. These, he 
claimed, are better than the targets set 
by the Delhi government when the 
contract was awarded. To improve 
things further, Ambani is seeking lower 
import duties on power equipment, 
ideally nil or a nominal 5 per cent, 
compared to 20-45 per cent now. 
However, the finance ministry is yet 
to take a view on the issue. Says a senior 





that RIL was issued shares in RCIL at 
par value — which still holds. Now, 
since RIL has paid a substantial pre- 
mium for its stake in RCIL, its cost of 
holding in RCIL is substantially higher 
at Rs 26 per share. For the ‘Ambani 
family' itis Re 1 per share (par value). 
Initially, though, all shareholders 
subscribed to RCIL equity at the same 
cost. RIL got 45 per cent, the Ambani 
family another 45 per cent, and em- 





Nita (left) and Mukesh Ambani: Infocomm's their baby 





ployees (read: associates) 
got the rest. Later, in 
March 2003, 180 million 
shares offace value of Re 1 
each were sold to RIL and 
others at Rs 250 per share 
for a total of Rs 4,500 crore, 
valuing RCIL at Rs 50,000 
crore. It is a different mat- 
ter that RCIL has no busi- 
ness of its own, but is the 
majority shareholder of 
RIC — and the latter had 
not commenced opera- 
tions till then. 

This case has alot of 
similarity to the earlier sweat equity 
deal, where the RIC board allotted 
Rs 7,000 crore worth of shares to 
Mukesh Ambani for just Rs 50 crore. 

Though, the issue was bought up 
before the Reliance Industries board 
last month, it did not discuss it as 
Mukesh Ambani annulled the sweat 
equity deal days before the meeting. 
What comes next? 
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revenue department official: “While it 
may be true that the quality of many of 
the locally produced equipment does 
not match that ofimports, such a sharp 
cut will adversely affect domestic pro- 
ducers. We have to keep this issue in 
mind when we take a view on these de- 
mands to cut duties." The department 
has asked Ambani for more details. Bi 

ANJULI BHARGAVA 
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NEERAJ TIWARI 


IPCL BOARD MEETING 
Anil stays away 


T was another salvo from Anil 

Ambani. He did not attend the 

IPCL board meeting after resign- 
ing as vice-chairman and director. 
The IPCL board asked him to recon- 
sider his decision. Anil was in Delhi 
when the board met in Mumbai on 
20 January. Meanwhile, he has 
sought an independent inquiry into 
the dealings of RIL director Anand 
Jain. Claiming that Jain’s relatives 
were key distributors of RIL prod- 
ucts, Ambani has sought an inde- 
pendent report. IPCL profits were 
up in the third quarter of FYO5 by 
133 per cent to Rs 189 crore. E 

ANUP JAYARAM 





AMSUNG India Electronics 
managing director K.S. Kim is 
heading back to Korea to joina 
new group subsidiary. While the 
date of Kim's departure is not precisely 
known, sources say it would be in Feb- 


_/ ruaryor March. From September 1998 
__ to April 2001, Kim had been the manag- 


ing director of Samsung India, before he 


- — wentbackto Korea. He returned to India 


early last year as the first president and 


-; CEO of Samsung South-west Asia, 


i . headquartered in Delhi. 


Meanwhile, vice-president Vivek 


- Prakash, who was in charge of IT and 


marketing, has also put in his papers. 


' The company has confirmed both the 
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developments, but says it has not ac- 
cepted Prakashs resignation yet. 

These are the latest in a series of se- 
nior level movements at Samsung India 
recently. Over half a dozen senior man- 
agers from Samsungs telecom, market- 
ing and sales operations (See ‘Shuffling 
The Pack, BW, 24 January 2004) have ex- 
ited the organisation. 

Next week, say sources, a team of se- 
nior executives from the Korean parent 
is expected in India. Its brief: assess the 
situation. Samsung has been losing its 
market share (though its sales have 
grown 28 per cent in 2004) in the colour 
television, refrigerator and mobile 
handset segments. In fact, in the last 
category the company has made one of 
its heaviest investments. 

Meanwhile, Samsung Electronics, 
the parent company, reported a 42 per 
cent drop in quarterly operating profit 
owing to a slide in mobile phone mar- 
gins. According to Reuters, Samsung 
shipped 21.1 million phones in Q4 2004, 
down from 22.7 million in the previous 
quarter. Its profit margin on mobile 
handsets declined to 3 per cent in Q4 
2004 from 13 per cent in Q4 2003. tel 

NANDINI VAISH 





— ANCHESTER, UK, the last city 
v to hold the Commonwealth 


Games (CWG) in 2002, saw 


~ £29 million flow into its economy from 


tourists and competitors alone. The 


. Manchester Guardian reported that the 


CWG brought loads of new infrastruc- 
ture and over 6,000 jobs. It exceeded its 
commercial income target of £51 mil- 
lion and garnered £600 million of in- 
vestment, plus a £9-million surplus. 
Delhi, which won the right to host 


-7 CWG 2010, is now at the risk of losing 
Y . this opportunity due to bureaucratic 


bungles. The organising committee 


| r . should have been formed in 2003. Four 


deadline extensions later, it has still not 


7 - been set up. The delay is blamed on a rift 


between the Indian Olympic Associa- 
tion (IOA) and the Union youth affairs & 


_ sports ministry. 


CWG Federation (CGF) president 
Michael Fennell will be in India on 2 Fe- 


V _ bruary to assess the progress. CEO Mike 


Hooper did not rule out the possibility 


..., of the games being taken away. He told 
/ BW: “Whilst there is no suggestion at 





COMMONWEALTH GAMES 2010 


Delhi too slow 
off the blocks 


this point that the CGF would pull the 
games from Delhi, that is not impossi- 
ble if deadlines continue to slip. We 
share the concerns expressed by the IOA 
secretary general Randhir Singh insofar 
as the formation of the organising com- 
mittee is concerned... Following [Fen- 
nell's] reports, this matter will be at the 
top ofthe agenda." 

Thousands of tourists and about 
9,000 athletes and officials are expected 
at the 2010 Games. To host them, the 
city plans to ex- 











India is only the second developing 
country to be given the CWG in the past 
39 years, after Jamaica in 1966. Kuala 
Lumpur hosted the 1998 games, which 
brought with it modern infrastructure 
and host of other improvements. 

Since development plans have not 
even been finalised yet, the projected 
budget is hard to pinpoint. But Mel- 
bourne, Australia, which is hosting the 
2006 CWG, has budgeted about A$1.1 
billion ($833 million). Delhi's winning 
bid for the games pledges $141 million 
for operating expenditure and $210 mil- 
lion for capital expenditure. 

The 1982 Asian Games in Delhi was 
a landmark in the city's development. 
The 2010 CWG could be the next big 

step. Considering 


pand its metro, Ou, that India is eye- 
promote satellite c m £t ing the 2016 
towns, create high- z, v Olympic Games, it 
tech bus systems, "arie n would do well to 
and build new sta- solve the squab- 
diums, under- D el hi bles about this 
ground parking event first. kv 
lots and hotels. 2010 Commonwealth Games ERICA LEE NELSON 
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Managing GAIL's vast network of pipelines, plants and equipment across the 


country and achieving efficiency as per global standards, is a gigantic task our 
olor 
ED Operations and Maintenance (O&M) performs every day. He does this by e 





GAIL 


orchestrating seven distinct functions - Quality Assurance, Safety Adherence, 


GAIL (India) Limited 
Environment Protection, Energy Optimisation, Logistics, LPG Production Gas E Seyoud 


and Uninterrupted Natural Gas Supply. The result is perfect harmony. www.gailonline.com 


fud we've jast began... 


` politics rooted in the 


"^ well as Dixit, were 


NATIONAL SECURITY ADVISER 


Will Dixit have a successor? 


Some key insiders are pushing for the abolition of the post altogether 


HREE weeks after his na- 
tional security adviser, 
J.N. Dixit, passed away, 


Prime Minister Manmo- | 


han Singh still has no an- 
swer to a question that is haunting 
the PMO, the foreign office and the 
entire security establishment. After 
Dixit, who? The PM has had several 
rounds of brainstorming with his ad- 
visers in the PMO and with security 
and foreign policy experts like K. 
Subrahmanyam, Jasjit Singh and for- 
mer foreign secretary 
S.K. Singh. But his di- 
lemma remains, not 
just because of con- 
cerns about what the 
NSA represents in the 
decision-making 
structure, but also 
because of power 


Congress party. 
The first NSA, 
Brajesh Mishra, as 


omnipotent persons 
in the PMO and their 
exalted position of- 
ten brought them 
into conflict with se- 
nior ministers, par- 
ticularly those in 
sensitive ministries 
like home and exter- 
nal affairs. While 
Mishra’s troubles 
with the then home 
minister L.K. Advani 
and the then foreign 


. affairs minister 
Jaswant Singh are 
known, stories of 


Dixit’s clashes with 
Natwar Singh and 
. Shivraj Patil are just 
starting to trickle out. 


Dixit had the 
added tension of y 
sharing turf with 








M.K. Narayanan, appointed by 10 
Janpath to handle internal security 
matters. Narayanan had succeeded 
in ensuring that all files related to the 
Intelligence Bureau, the North-east 
and Jammu & Kashmir were routed 
to him, thereby whittling down 
Dixit's area of operation. 

With Dixit's demise, Narayanan 
has managed to get himself ap- 
pointed NSA till further orders. But 
the post has become the cause of a 
silent tussle within the government. 
On one side are ar- 
raigned home minis- 
ter Shivraj Patil and 
external affairs min- 
ister Natwar Singh, 
both of whom would 
like to see the post 
abolished so that 
their ministries re- 
gain their autonomy 
from the PMO. On 
the other side is 
Narayanan, who is 
keen to formalise his 
appointment as NSA, 
a position he wanted 
from the very begin- 
ning till Dixit pipped 
him to it by virtue of 
being a member of 
the Congress party's 
foreign affairs cell. 

The PM is caught 
in between. In one of 
the  brainstorming 
sessions, he is be- 
lieved to have con- 
fided fears that with- 
out Dixit, he may not 
get the kind of intel- 
lectual foreign policy 
inputs he wants. His 
words hold a wealth 
of hidden meaning. 


DINESH KRISHNAN 


Brajesh Mishra (top). 


— | J.N. Dixit (middle). 


c who's next? 
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Put simply, Manmohan Singh does 
not agree with Natwar Singh's Cold 
War world view. Dixit was a valuable 
aide for the PM in the struggle to en- 
sure continuity in foreign policy, es- 
pecially in controversial bilateral re- 
lations with the US, Israel and 
Pakistan. In fact, in internal party de- 
bates on foreign affairs, Singh and 
Dixit would often side together to 
overrule Natwar Singh. 

Similarly, on the home ministry 
front, the PM had started relying on 
Dixit to put out the bush fires Shivraj 
Patil inadvertently started with his 
off-the-cuff remarks. The UPA gov- 
ernment's sympathetic approach to- 
wards militant groups, the easing of 
travel restrictions on the Hurriyat, 
and the decision to invite leaders of 
the outlawed NSCN to India were 
among the many things Dixit pushed 
through during his brief stint as NSA. 

It is in these areas that the PM 
feels vulnerable. Unfortunately, he 
does not have a name to suggest as a 
successor to Dixit. Because of Dixit's 
active role in the party, the PM had 
got to know him very well. There is 
no one in the foreign policy or secu- 
rity sphere with whom he enjoys a 
similar rapport. And that's where his 
dilemma begins. 

Popular wisdom suggests that 
Narayanan will succeed in retaining 
the post because possession is 
ninth-tenths of the law. However, 
that has not stopped Natwar Singh 
and Patil from lobbying for the post 
to be abolished. At the same time, 
members of the security establish- 
ment are pressing for the role of the 
NSA to be redefined and brought in 
line with the Cabinet resolution of 
April 1999. The resolution envisaged 
a more intellectual role for the NSA, 
one focusing on long-term security 
and external strategies for India as a 
nuclear and global power, not day- 
to-day decision-making. ii 

ARATI R. JERATH 
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AST week, Bangladesh agreed 

to allow a gas pipeline between 

India and Myanmar to be built 

across its territory. The deal 
was struck by Mani Shankar Aiyar, the 
India’s petroleum minister; A.K.M. Mo- 
sharraf Hossain, Bangladesh's state 
minister for energy and mineral re- 
sources, and Lun Thi, Myanmar's en- 
ergy minister, in Myanmars capital Yan- 
gon after prolonged discussions. 

The $1-billion pipeline will bring gas 
from the offshore Shwe field in Myan- 
mar to India. Besides, gas is also likely to 
be pumped through this from fields ad- 
joiningShwe. Indian PSU majors ONGC 
Videsh (OVL) and GAIL own 20 per cent 
and 10 per cent, respectively, of these 
wells being operated by Daewoo. 

The deal was signed after India 
agreed to let hydroelectric power from 
Nepal and Bhutan to be transmitted 
across its territory to Bangladesh. It also 
agreed to allow Bangladesh to inject and 
draw gas from the planned pipeline. For 
letting the pipeline to be laid across its 
land, Bangladesh will get $125 million 


NEERAJ TIWARI 


INDIA-BANGLADESH-MYANMAR DEAL 


More in the pipeline? 


China 
Bhutan 


Nepal ` 





India-Bangladesh-Myanmar 
Gas Pipeline (Expected route) 


perannum as transit fees. 

The conduit would go through Ara- 
kan in Myanmar, and Mizoram and 
Tripura in India before cutting across 


Bangladesh to Kolkata. This way India | 





MERGER OF PETROLEUM PSUs 
Wanted: Well-oiled machines 


RIME Minister Manmohan 
p Singh's statement on 15 Janu- 

ary about restructuring state- 
run oil companies must have warmed 
the cockles of former petroleum min- 
ister Ram Naik. Singh said these com- 
panies should be made globally com- 
petitive. Among the options that are 
being considered are mergers to form 
one or two mega companies from the 





present seven. Meanwhile, petroleum 
minister Mani Shankar Aiyar is looking 
for ways to create synergy between 
the oil companies. 

The first step has been taken with 
Indian Oil Corporation (IOC) joining 
hands with Oil India (OIL) for overseas 
oil exploration. The other idea is to 
merge Hindustan Petroleum Corpora- 
tion and Bharat Petroleum Corporation 
with Oil & Natural Gas 
Corporation (ONGC). In 
theory, the bigger the 
company, the better the 
economies of scale. 

But, there are issues 
that need to be resolved 
before this can work. The 
biggest is that once there 
are only two large state- 
owned oil companies, the 
intensity of competition 
between them would be 
much less. These compa- 


TRIBHUWAN SHARMA 
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would be able to exploit 
the gas reserves in Tripura 
too. The pipeline could 
also result in Kolkata’s pub- 
lic transport converting to 
compressed natural gas. 
After finding its own 
gas reserves, India now is 
in a better position to ne- 
gotiate for gas from Bang- 
ladesh’s huge assets. With 
Myanmar charging $3.8 
per million British thermal 
unit, a long-term deal 
could be a problem. The 
price can be rationalised if 
India supplies diesel to 
Myanmar. But it remains to be seen 
whether the pipeline is a precursor to a 
larger gas asset sharing agreement be- 
tween India and Bangladesh. s 
ANUP JAYARAM 








nies would, of course, face competi- 


tion from Reliance. As and when the 


Essar refinery is up and running, it 
would provide added competition. 
The second is diverse cultures in 


these organisations. For instance, 


while IOC is professionally run, the 
same does not necessarily apply to all 


the others. So, post-merger integra- 
tion of operations of the two compa- 


nies will be a herculean task. The likely 


fallout: for quite some time there will 


be a culture clash within the merged 
oil companies. 
The last big issue relates to bidding 


for overseas oil assets. Like Chinese 


state-owned oil companies, it would 
make sense to get more than one In- 
dian oil company to bid for overseas 
assets. But, to ensure that these com- 
panies do not end up bidding against 
each other, the geographical areas 


where they can bid globally could be 
clearly demarcated. Otherwise, not al- 


lowing oil companies to face adverse 


competition within the country would 


ial 
A.J. 


have limited upsides. 






HE flap last week over Resetve 
| M Bankofindia governor Y.V. 

` Reddy's suggestion that quotas or- 
- taxes on Fil inflows could ‘be exam- 













© effect of such inflows on the rupee. 
> Interestingly, the RBI’s report on 
? currency and finance, released ear- 

=. lier this month, takes a pessimistic 
£& view of existing measures to control 
e Fil inflows. “...Evidence suggests 
a4 that these [measures] are unable to 
€ reduce the volume of capital in- 

«€ flows,” it says. It adds: "The ex- 

* 4, pected effect vanishes over time as 

æ 0 market participants find ways to 
æ" evade the controls." What capital 

^ € controls or other such measures 
æ" can do is tilt the balance against 
æ certain types of flows (short-term 
“=. ones) and favour others (more sta- 
a *' ble long-term flows). However, as 
æ" was the case in Chile when such 
«= controls were imposed, the total vol- 
"= ume of flows remained unaffected; 
a *' only the proportion of long-term 
























=< flows increased. So the RBI's aim of - 


as a * reducing total capital flows itself 
2. May not be successful. 


[HEN the man they call the 
a WW Waren Buffett of the bond 
4 ^ market predicts that cash will be 
4€ king in 2005, people sit up and take 
«*' notice. Bill Gross, the managing di- 
"= rector of Pimco, the world's largest 
a 4 bond fund, which has $415 billion in 
æ assets, said earlier this month that 
* s “itseems difficult to imagine how 
€ many, if any, fixed income maturi- 
4 ties/sectors (i.e., bonds) can outper- 
25 form good old cash in 2005." It's a 
€ bit like the CEO of McDonald's 
æ" telling you that fast food is bad for 
4, t your health. The gigantic US budget 
«5 deficit and the fall in the dollar has 
=" meant that Asian central banks, the 
€ biggest players in the US bond mar- 
"*' ket, are growing more and more iffy 


"= about holding US goverment bonds _ 
| up shape B. 


2-4 — one of the main reasons xui US 





^. ined’ highlights his concern over the 









l Li mn Celestine & S. Prasad 





bonds look so unattractive. 
BS 


HE Indian financial markets may 
be choppy, but the business en- 
vironment looks pretty robust. The 


optimism survey shows a 28 per 
cent rise in the optimism index. - 

| That's mainly because companies 
believe their sales will continue to 
be strong in the current quarter. Im- 
portantly, 19 per cent more compa- 


and services firms, hope for higher 
net profits. The survey also shows 
that an increase in product prices is 
around the corner. The other good 
news is that almost 21 per cent 
more firms said they will increase 
the number of employees. 


Aes 


E China's reign as the chief source 
of oil demand coming to an end? 
Andy Xie of Morgan Stanley thinks 
_ China's thirst for oil will decline in 


in 2006. The demand for coal will 
pick up instead. Xie says that the 
key reason why oil demand was high 
was a shortfall in electricity produc- 
tion in China. Xie says: “...As the ex- 
port sector could not delay produc- 
tion to fulfil their orders, it began 
buying diesel generators to keep 

| factories running. China's imports of 
| refined petroleum products rose by 
| 17.2 million tonne over [the last]. 

| two years." Now China's electricity 

| generation is back on track with ca- 
| pacity rising to 440 GW from 384 

| GW last year. Since electricity from 

| diesel generators is more expensive 
| than from the grid, the export facto- 
| ries should switch back to the grid 

| for their power needs again. This 

|! means coal will be in demand. The 
recent accidents in Chinese coal 

| mines probably reflect the desper- 
ate desire of the Chinese to crank 
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2005 and will remain flat thereafter - 


Dun & Bradstreet quarterly business : 


nies, led by consumer non-durables 








nS Beirne macs een ee Steed i SINR SPONSES ue ES 





Hoc M M 


DENS CTNGUED 
VC INVESTMENTS 
Cross-border 
firms on top 
NDIA-US cross-border technology 
|| deals dominated start-up funding  . 


last year. Firms headquartered in. 
the US and doing up to 80 per centof 


their development work in India, ac- — . 


counted for one out of every three early- — 
stage deals concluded by venture capi- 
talists (VCs) in 2004. 

According to figures released by 
Chennai-based research firm Venture 
Intelligence India, cross-border firms. 
accounted for $110 million of the total 


$1.1-billion private equity and VC - de | 
money pumped into India last year The, = 


most notable was Bangalore-based July 





Systems that raised $10 million insec- .. : : 


ond-stage funding from five VCs. BPO 
remained the highest funded sector in 


2004, raising a total of $148 million. (See - E 


‘Top deals of 2004’) 


Cross-border deals are expected to — 


gather pace this year as US-based VCs 
look to leverage India’s low-cost re- 
search capabilities, Earlier this month, 
Battery Ventures led a $15-million in- 
vestment in Tejas Networks. It's the sec- 
ond largest investment by a US fund in 
India, after Sequoia Capital's $22-mil- 

lion infusion in 24/7 Customer in 2003. 
Now, Indian VCs like WestBridge 
Capital and Jumpstartup are in talks 
with US VCs to co-invest in IT compa- 
nies that focuson the US market. E 
SNIGDHA SENGUPTA 
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In the dynamic business environment of today, where (— is the only constant, your DataCentre needs to be 
agile and adoptive enough to take on change. HP DotaCentres are. Here's why. HP has the widest portfolio of 
DotaCentre solutions ~ servers, storage, software and services to deliver a customised DataCentre that will exceed 
your expectations, not your budget. Most importantly, HP understands the three key attributes of a DataCentre, and 
is ; uniquely equipped to deliver them through HP Services: 


: Standardisation: HP uses E architecture, interfaces, platforms, software development 
ies techniques and implementation of standard processes and policies. Our industry-leading servers and storage 


E _ products give you the best in interoperability and flexibility for the future by not AM you in to proprietary 
| technologies. 


*. Virtualisation: HP's TETE AR approach pools and shares IT resources so your utilisation | 18 optimised, 
and supply of your IT resources automatically meets demand. With our virtualised infrastructure and tools, 


server and storage capacity across locations. can be allocated dynamically. So your: DataCentre fulfills its true. 
x potential. 


. ‘Manageability: Crees tools ana sais such as HP Systems Insight Manager and HP OpenView enable 
you to manage the full portfolio of HP platforms and applications in your DataCentre with f the > least of effort. 


HP also provides y you with a wide | range of DataCentre specific services such as consultancy, design, modelling, - E um 
mplementation and operations enabling you to focus on what really matters: your customers; nof your ‘DélaCenice. 


dowever, the real proof of ur ctipabilities i is in our achievements. Today HP DataCentres form the nerve centre at 
companies such as. Bank of. India, Reliance Industries, Hindustan Lever, Bombay Stock Exchange, Bajaj Allianz 
nsurance Company, Bharat Forge and Sundaram Clayton, just to mention a few. These companies are on the way 


o being an adaptive enterprise, knowing that their DataCentres are well positioned i help them ch lis ieerchense: 
Nhat about you? | | ED 
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INTERVIEW/PHILIP CLARKE 


‘We are busy with 
China and Japan 





AS India finally begins to consider for- 
eign direct investment (FDI) in the retail 
sector, global giants like the £33.5-billion 
Tesco wait and watch. Philip Clarke, the 
international and IT director, Tesco, was 
in Bangalore to launch the company’s 
shared services centre. He spoke to BW's 
M. Anand about what Tesco is looking 
for in emerging markets. 


m Most of Tesco's international expan- 
sions — 11 countries in seven years — 
have fared well. What's next? 

We have just entered Turkey, Japan and 
China. We don't have any ambition to 
[just] plant flags in a world map. Eigh- 
teen months ago, if you asked me what 
countries I was looking at, I would have 
said China and Japan. If you ask me the 
same question today, I would say none. 
That's because we are busy absorbing 
these three countries. We are watching 
some countries. But we haven't found 
one yet which we believe is ready. 


m What about India? 
We don't franchise, and FDI is not al- 
lowed here. 


E Were you interested in petroleum re- 
tailing here? 


No. We have a big fuel business globally. | 














But it is always beside a supermar- 
ket — never on a stand-alone basis. 


m What are the key factors that de- 
termine your company's decision to 
enter a country? 

Evidence that consumers want to 
shop in modern retail, availability 
of high quality management, signs 
of success and a government that is 
willing to embrace all the chal- 
lenges that investments from 
multinationals will bring. You can't 
tick in all those boxes in India. We 
bring alot of benefits to the com- 
munity, but there are some down- 
sides. Inefficient players will find it 
difficult to survive. So you want a 
government prepared to welcome 
FDI and prepared to face some of the 
consequences in view of the benefits. 
We improve the quality of life and the 
quality of the food supply chain. We 
drive down the food retail prices. We re- 
quire a lot ofjobs. But there are other ob- 
vious consequences. There will be resis- 
tance here like there is all over the world. 


-m What is your take on the retail sce- 


nario in India? 

Ihave been coming here for seven years. 
The first time I came here was in 1998. It 
was a big shock for me. I was quite sur- 
prised [to see] how primitive retailing 
[here] was. I would go to towns with 
hundreds and hundreds of shops all 
selling the same thing, and all in small 
quantities. I couldn't see any consumer 
who could take modern retail. Then I 
went to Mumbai and Delhi. Things were 
better there. I came back in 2003. I saw 
modern retail beginning to emerge; this 
time I've seen some more. Pantaloon, 
for example, has a nice fusion of western 
and Indian (brands). I'll never say never 
[to entering India.] Ki 





For the full text of the interview 
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DILEEP PRAKASH 


IIM-C 


Long-term 
cash flows 


DDING 'new dimensions of 
A: and internationalisa- 
tion' to the executive educa- 

tion space, the Indian Institute of 
Management-Calcutta has intro- 
duced a number of long duration 
courses for working managers. 
These courses usually span a year 
and are meant to instil not only the 
skills, but also the requisite behav- 
ioural changes in students. Be- 
sides education on and off cam- 
pus, most of these programmes 
provide international exposure. 

Says Ranjan Das, who is driving 
this initiative at IIM-C: ^We own 
[the long-duration category] be- 
cause nobody has got a branded 
product there." Today the institu- 
tion has around 300 enrolments 








for its long-duration programmes. 

About 90 per cent of enrol- 
ments at IIM-C are self-financed. 
Add to it the large number of tak- 
ers and it's easy to gauge the huge 
business potential such pro- 
grammes have. explains Das: 
"There are 5,000 corporations, 
each with an average of 30 man- 
agers. That's 150,000 managers, 
most of whom are not MBAs. So 
the opportunity is huge." 

The IIM-Ahmedabad, the front- 
runner among IIMs, is also laying 
out a strategy to tap this opportu- 
nity. It plans to launch a one-year 
executive MBA programme in April 
2006 with 70 seats initially, says 
IIM-A director Bakul Dholakia. E 

AARTI KOTHARI 
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thenew world beckons! | Pul . 
The world map has undergone a sea change this last decade. The trend continues and promises to be even more 


unfamiliar. The need to be geared up for tomorrow is more than ever before. 
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To be qualified, well informed, with confidence of speech, possess special knowledge in areas that require skilled 
and proficient manpower is the crying need of today. The need to bea step ahead and a step faster and surer. To 
understand the dynamics of change and come out a winner - oM | 
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_ formed this hypothesis and 
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| ticked the cut-off price box 
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FINANCE MINISTRY/SEBI/RBI 


FM's frequency clash | 


should add up to 180 degrees, 
always. If they dont, the trian- 
gle could turn into an ellipse, a 
circle even. That's what the financial 


| markets are witnessing, with the sum of 
|| finance minister P Chidambaram, the 
Reserve Bank of India governor Y.V. 
| Reddy, and the Securities & Exchange 


Board of India chairman G.N. Bajpai, 
not quite addingup to 180 degrees. 
On 1 September 2004, two books by 


| Bajpai were launched in Delhi by the 


FM. While congratulating the author on 
the book launch, Chidambaram wryly 
noted: "Normally, people 
write books when they are 


Mr Bajpai, who has a very 
busy 18-hour schedule 
every day, could find the 
time to write a book..." It 
was unclear how the FM 


what the cue was for Baj- 
pai The FM went on: 
"About 97 per cent ofthe re- 
tail investors in the TCS IPO 


in their applications. What 
book-building are we talk- 
ing about?” This flies in the 
face of Bajpai's claims that 
the Indian market is among 
the world’s best. 

Then, on 5 and 6 Janu- 


280 points, something that 


Bajpai found “slightly un- 
usual" and asked for trading data. Chi- 


dambaram said: "...It is just a market 
correction... the movement was quite 


orderly after the giddy rise of the past 
fewdays.” When scribes told the FM that 


the Sebi chief didn't think so, he said: “I 
don't have to necessarily agree with all 
that he says.” Quite right. When Sensex 
had lost 800 points on 17 May 2004, the 
Sebi chairman had insisted that the 
market was safe, but ordered an enquiry 
pretty soon, the disclosure of the find- 
ings of which has become a bone of con- 
tention between him and the FM. 

Lest Bajpai feel lonely at being the 


HE three angles of a triangle | 
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sole recipient of the FM’s affection, last 


week it was Reddy's turn. Addressing 
academics, he talked about a tax on FII 
(foreign institutional investor) flows and 
took the market down 120 points. In an 
interview to a news channel after that 
statement became public, the FM said 


Reddy had been misunderstood. "I have 


spoken to the governor and am quite 
clear in my mind that there is no ques- 
tion oftaxing FII inflows," he said. 

This is the second instance of a dif- 
ference of opinion between Reddy and 
the FM. In October 2004, the FM said 
that foreign banks could buy 10 per cent 





stake per year in Indian private banks — 
asharp contrast with the RBI stance that 
the percentage of FDI by a single entity 
orrelated entities may not exceed 10 per 
cent. The confusion still plagues the 
likes of HSBC, which has 14.6 per cent in 
UTI Bank, and ING, which has 43.82 per 
cent of ING Vysya Bank. 

Are disagreements among the three 
wise men of the Indian financial system 
a problem? Not necessarily. It's nice to 
see Reddy and Bajpai taking views inde- 
pendent of the FM. What is not is to see 
them recanting soon afterwards. m 

VIKAS DHOOT 


HE government has consti- 
tuted a committee, which will 
decide whether India should 
sign the General Agreement on 
Trade in Services (GATS ) in the educa- 
tion sector. The agreement would al- 
low foreign universities to operate 
from India and the Indian ones 
from locations overseas. The 
committee, chaired by C.N.R. 
Rao, chairman of the Prime Min- 
ister's Science Advisory Council, 
will submit its report by 15 April. 
India has some instances of 
foreign universities operating out 
of here — either as stand-alones, 
through partnerships, or as distan- 
ce learning centres. Most of these are 
not recognised in their home countries. 
Also, at times, the degrees they offer are 
diluted versions of the ones offered in 
their home country. “Most Indian stu- 
dents fall for such universities as they 
think that a foreign degree comes with 
an inherent quality guarantee,” says 
Rupa Chanda, associate professor (eco- 
nomics), IIM-Bangalore. Poor quality, in 
turn, creates issues of employability. 
Putting quality control in place is not 
easy. Our domestic accreditation bodies 
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like AICTE and UGC have not been able 
to do a great job so far. Former National 
Council of Applied Economic Research 
director general S.L. Rao says: "If our 
quality controls were so robust, how did 
we end up having over 900 recognised 
management institutes in the country?" 
Ashoka Chandra, former special secre- 
tary (education), HRD ministry, thinks 





that Indian "government accreditation 
bodies haven't kept pace with the 
changing times". 
The other issue is that 
most nations do not recognise 
the degrees granted by Indian profes- 
_ sional institutions and vice versa. If 
this persists, it would raise questions 
on the acceptability of the degrees 
offered by these institutes. 

In quest of an ideal model, In- 
dia can take a cue from China, 
which has built in some stringent 
clauses while implementing GATS 

in education. These are: foreign in- 
stitutions must partner Chinese in- 
stitutions, the Chinese must have an 
equal say in the governing of the institu- 
tions, and so on. The clause that these 
partnerships are not focused solely on 
profits assures quality. 

Indeed, with systemic corrections in 
place, if we get good universities to part- 
ner Indian institutions, it would raise 
standards of education within the coun- 
try. Besides, as Chandra puts it, *GATS 
also offers an opportunity to 'export' our 
educational services. That is a huge 
market waiting to be tapped." E 

NEELIMA MAHAJAN 





SOFT ADVERTISING 


Reality in fashion 


AKME Fashion House, a show 

that will start airing on the 

StarOne television channel later 
this month, needs to be bookmarked. It 
is possibly the first example of a 
branded show that has been created in 
association with the advertiser, the 
broadcaster, media planner/ buyer and 
the production house. Or the first exam- 
ple of ‘branded entertainment, as prog- 
enitor FBC Media India, a subsidiary of 
the European FBC (Fact Based Commu- 
nications) Media puts it. 

Advertisers in India have long been 
discussing ways of cutting through the 
clutter by becoming part of a show in 
some way or the other. FBC, a 60 mil- 
lion-euro television content company 
that set up shop in India three months 
ago, is now doing it. FBC specialises in 
shows tailored for advertisers, with the 
audiences perspective coming in from 


broadcasters. Unlike other producers, it 
does not make pilots of shows and sell to 
broadcasters. So there are specific tech- 
nology shows that it does for Microsoft, 
Cisco and Oracle in other markets. 
Nokia, for example, sponsored 
Fashion House in Europe 
when it wanted to project 
itself as a lifestyle brand. 
The Fashion House | 
format has been suc- 
cessful in the UK and 
other parts of Europe. 
The caveat is that the 
idea works more for re- 
ality TV and over shorter 
spans. So, in India, we 
would get to see 16 fi- 
nalists competing with 
each other in front of 25 
cameras on a 24-hour 
vigil over seven weeks. 
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Samir Gupta, director, FBC Media India, 
is already in talks with Sony, Zee and 
Zoom for other shows. These will either 
be based on FBC's successful interna- 
tional formats, or it will create shows for 
Indian advertisers. The moment cre- 
ative departments in TV companies 
were dreading is finally here. * 
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no NEWSPAPER REVENUE TRACK 
x7 Where is the money 
^; coming from? 


E 
. [^d 


v OU probably knew some of this 
on intuitively. But now you will 
V know for sure that 46 per cent of 


X7 the newspaper industry's revenues last 
“year came from circulation. That is the 
s/ money we pay to buy the paper. Sur- 
prised? Well, what if you knew that cir- 
“culation brought in 63 per cent in the 
X / East.Thatis because a lot of newspapers 
. intheregion charge Rs 3-3.50 a copy to 
./ cover for the lack of advertiser interest. 
; This and other facts will now be revealed 
. every quarter by TAM Media Research 
X 7 as part of its Newspaper Revenue Track 
“` (NRT). TAM shared some of NRT's 
\/ topline findings exclusively with BW. It 
v7; puts a number to a basic question — 
J how bigis the newspaper industry? It is 
X / Rs 8,860 crore (ad plus circulation), not 
Rs 4,000 crore, as has been estimated for 
long. That brings it much closer to the 
Rs 12,000-odd-crore TV business. 
For years, newspaper revenues have 
X / been a secret because most publishing 
..., companies are privately held. All we 
v/ knew was the ad revenues that agencies 
-y released. What is the split between, say, 
/ display, classified, tender and other ads? 
* / Many investors asked TAM this ques- 
.—.. tion last year. That is when AdEx, a divi- 
\./ sion of TAM, started work on NRT. The 
v-7 2,500-page report covers 422 newspa- 
V per editions in one representative week 
* 7? in every quarter of the year, says Atul 
_ Phadnis, vice-president, TAM. And it's 
\/ quarterly because, says Phadnis, “the 
revenue models for newspapers do not 
change dramatically everyday”. a 
VANITA KOHLI-KHANDEKAR 
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The author is the founder 
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consulting and economic 
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When 
siblings 
manage 
India’s 
largest 
private 
sector 
giant, it 
behoves 
them 

to settle 
their 
disputes 
in private 


HIS is the most difficult article I 


have written. Since the mid-1980s, | 


I have been, and always will be, an 

unashamed fan of Dhirubhai Am- 

bani for his sheer width and au- 
dacity of entrepreneurial vision, and the way in 
which he made you feel at home. I was fortu- 
nate to be taught details of the textile business 
by Rasikbhai Meswani, one of the canniest 
minds that was, with his white safari suits, pot 
belly and a wicked smile. I have admired 
Mukesh's phenomenal executing ability, clarity 


of thought and leadership capabilities. Other | 


than enjoying Anil's financial acumen and 
chutzpah, | have thought of him as a friend. 
And I feel terribly saddened by what is going on 
today — less than two and a half years since 
Dhirubhai breathed his last. 

Itis really not my business — nor anyone's 
except the fourth estate's — to investigate why 
the brothers fell apart. These things do happen; 
and when they occur to the rich and famous, 
they cause news. But it is one thing to ‘cause 


news, and it is altogether something else to 'ag- : 


gravate news’. Unfortunately, that is what is 
happening, much to the public delight of the 
press and, I'll wager, the private merriment of 
many industrialists who are loving this war for 
column centimetres. After all, there is nothing 
like a good public fight between the First Broth- 
ers of Indian industry to keep the gossip going. 
So, here is my two-bit advice regarding what 
looks like irreconcilable sibling differences. 
When things come to such a stage, it is foolish 
to expect that the two will hug and make up. 
Therefore, it makes no sense to think of delin- 
eating operational responsibilities in Reliance 
Industries, or any other group company. It's too 
far gone for that. Clearly, the companies will 
have to separate, with Mukesh having sole con- 
trol over some, and Anil the others. Since it 
looks as if Mukesh will control Reliance Indus- 
tries and Reliance Infocomm, Anil will need to 
be compensated for giving up claims on them. 
Unbundling complex cross-held assets is a 


| 





difficult task. But itisn’t impossible. After all, an- 
other perspicacious businessman called Ghan- 
shyam Das Birla did that in his lifetime, and 
with quiet finesse. It requires good negotiators 
who are empowered with adequate slack, per- 
haps with a concerned but neutral third party, 
to arrive at a deal. As Finance Minister P. Chi- 
dambaram said, it should be carried out in se- 
crecy and within four walls. Incessant newspa- 
per and TV leaks from people representing 
either camp is hardly a fertile ground to reach 
such a settlement. Fix a time frame for the deal, 
swear the negotiators to total secrecy, get out of 
public domain, and arrive at an agreement. 

My concern with this profoundly public 
spat is not only because of what it is doing to the 
reputation of the two brothers and the compa- 
nies they manage. I am more worried about it 
causing organisationally debilitating chatter 
among employees. Sometimes, the occasional 
corporate gossip at the coffee machine can be 
invigorating. But it can't be good for corporate 
motivation when every piece of tittle-tattle is 
about the ‘fight to finish’ bout between the two 
senior-most executives. 

Finally, all this media exposure is terrible for 
the morale of the ordinary shareholder — the 
hundreds of thousands who own Reliance sha- 
res because of their belief in the company. For 
years they have seen an entity where growth is 
the way of life. Now they are seeing one where 
their heroes are slugging at each other in harsh 
public glare. Isn't it important to reassure them 
— they who are also proud owners — that the 
matter will be resolved and that it will not ad- 
versely affect the company’s operations? 

At the end of the day, when you own a cou- 
ple of thousand crores, it matters little whether 
you own a hundred more or fifty less. Unlike 
many temples, clubs and soirees in India, the 
gatekeeper up there doesn't have fast track ar- 
rivals for anyone. So, Anil and Mukesh, please 
get off the press, and quietly solve it. Just as you 
did Naroda, Patalganga, Hazira, Jamnagar and 
the 100-year Yankee bond — to name a few. B 
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| ITH its soaring glass 
| towers and giant neon 
signs, Beijing looks like 
the new Mecca of global 
capitalism. But behind | 
the glitz, there's a growing 
disillusionment fuelling the rise of 
China's ‘New Left" 

"This is a country "caught between 
the two extremes of misguided social- 
ism and crony capitalism, and suffering 
from the worst of both systems," says 

" Wang Hui, a professor of literature at 


Beijings Tsinghua University, whose. 


passionate denouncements of Chinas 

market reforms are partly credited 
with energising China's New Left intel- 
lectuals. "We have to find an alternate 
way. This is the great mission of our 
generation." 


That's a sentiment being increas- 
ingly voiced across China, sometimes 
with elegant words in Du Shu, a maga- 


zine Wang edits, sometimes in the fren- 
zied cries of protesters battling police in 
cities and villages across China. The rea- 
son is a growing sense of anger that the 
dismantling of Chinas iron rice bowl 
has helped far less people than it has 
hurt, according to Chen Xin, a professor 
of sociology at the Chinese Academy of 


Social Sciences in Beijing and a self-pro- 


claimed ‘New Lefter’. 

“We have no voice (and the govern- 
ment) doesn't care for us anymore,’ says 
Lu She Zhong, 55, a village leader in cen- 


tral Henan province, who's been battling. 


local authorities for six years over un- 
paid compensation after his entire vil- 
lage was resettled to make way for the 
giant Xiao Langdi dam across the Yellow 
River. “I know such projects are impor- 


tant (for the country), but why were we | 


cheated in the bargain?” 
Questions like this have led to more 


than 50,000 protests rocking China in 
the past year, for causes as diverse as 


cuts in social services, unpaid pensions, 
and illegal demolitions. 
Emboldened by such tumult, Wang 
and other Chinese intellectuals in the 
-NewLefthave stepped up their criticism 


. sageis simple: China's failed 20th cen- 
tury experiment with communism can- 
not be undone in the 21st century by 

embracing 19th century capitalism. 

Some are calling for a return to Mao's 
bizarre ‘Communism with Chinese 





of China's market reforms. Their mes- - 


The views of a group of Ch 
intellectuals are strikin 











inese 


a chord. 


with the millions c disillusioned k Sy 


market refo rms. 
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characteristics’. However, the majority 
are moderates who accept that Mao's 
tactics lie discredited, but say there's 
nothing amiss about the fundamental 
notion of creating a workers’ and peas- 
ants’ society. 

While Mao Zedong’s reign, from 
1949 to 1976, tore apart China's tradi- 
tions and social structures and ran its 
economy to the ground, it also created 


universal access to housing, education - 


and healthcare, and significantly in- 
creased literacy and longevity. “Even if 
the quality of these was not so good, this 
created the idea of what a good workers’ 
and peasants’ society provides,” says 
Cui Zhi Yuan, a professor at Tsinghua 


University’s School of Public Policy | 


and Management in Beijing. “Reforms 
should be aimed at rescuing this idea 
with new policy,” he asserts. 


Instead, it was cast aside in the era of | 
economic reforms that | 


started in 1979. Para- 


mount leader Deng Xi- .| 


aoping exhorted the 
country "to get rich’, 
and his successor Jiang 
Zemin committed 
China to his awkwardly 
named 'Three Repre- 
sents’ theory, a Rea- 
ganesque version of 
trickle-down econom- 
ics that focused on em- 
powering "the advanced 
forces of society" in the 
hope that it would end 
up improving life for the 
common man. 

Thats no surprise, 
Wang says, because 
when the first Chinese 
intellectuals went ab- 
road, the world they en- 
countered was being 
shaped by arch-capital- 
ists such as former US 
President Ronald Rea- 
gan and Prime Minister 
of Britain, Margaret 





afervent embrace of the 
market ideology by Chi- 
nese leaders and people 
alike, which took on an 
almost messianic fervour 
as Chinas GDP growth 
Sspurted year after year. 





Thatcher. The result was | 
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The real problem was that when the 
downside to the economic reforms 
started showing through by 1989, the 
political situation had spiralled out of 
control, resulting in the Tiananmen 
Square massacre. With the Soviet Union 


also crumbling, there was a real fear that | 


China could go the same way. It was in 
this environment that Deng chose the 
then Shanghai mayor Jiang Zemin to be 
his successor. Once in power, Jiang 
stepped on the gas as far as economic 
reforms were concerned but put the 
brakes on political freedom. The result 
was a unique form of state-controlled 
capitalism that existed within what Wa- 
ng calls "a very repressive political cli- 
mate’, so that no one could challenge it. 
Now, in a country where everyone 
was once equally poor and saved for 
months to buy a Flying Pigeon bicycle, 
the roads are now jammed with gleam- 


ing Audis and Buicks. But between 
them, the unlucky ones who've missed - 


the opportunities of reform still peddle 


their now-rusty Flying Pigeons. Free ac- 


cess to education and healthcare has 
been drastically cut, especially in rural 
areas, and property that was once taken 
from the rich and redistributed to the 
poor is being seized from farmers and 


given to developers. The argument that - 
_ these changes were forced by “the disci- 


pline of the market” has angered many 
Chinese, who clamour for a retum to the 
old days when jobs were secure, and so- 
ciety — while less wealthy — was also 
less polarised. 

"This is (now) an unjust society... 
where people have nothing to believe 
in," says village leader Lu. The group 
of villagers gathered around him nod 
sadly in agreement. "If I'm still wearing 
(a Mao suit), it's because I cannot afford 
new clothes." 

The echo of this disillusionment 


within intellectual circles has become 


the rallying cry of the New Left, which 
has been explaining the macroeco- 
nomic causes of the frustration people 
on the streets feel through a series of 
well-publicised articles. 

"(This is a government) more fo- 
cused on helping export manufacturers 
than agriculture and rural welfare," 
which affect far more people, says Cui 
Zhi Yuan of Tsinghua University. "The 
largest expenditure item in (China's) 
budget is not education or healthcare or 
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even the military, but tax rebates to ex- . 
porters. So essentially, the government 
is returning money to (domestic and . 
multinational) exporters while cutting : 
welfare programmes." E 

Such incentives have swelled . 
Chinas exports to 30 per cent of its GDB 
as opposed to about 15 per cent in the | 
US and Japan. With many domestic © 
manufacturers essentially being suppli- ~ 
ers to exporters, some economists esti- 
mate that exports account for almost60 
per cent of Chinas GDP That has |. 
brought wealth to about 300 millionof — 
Chinas 1.2 billion people, butithasalso  .. 
meant the Chinese governmentisless ` 
concerned with raising domestic con- - 
sumption and domestic wages. of the zt 
other 900 million, Cui says. A ae 

Wang says it's time for the political d 
leadership to acknowledge that the- 
country is essentially renting out: its” 


of them survive in ‘terrible’ conditions. — 
“It's too easy to say the farmers leaving = 
their farms to work for starvation wages | 
(in factories) are doing this out of free 
will,” he says. “The truth is they're forced 
to do this because of bad macroeco- 
nomic policies and bad governance.” 

In response, the New Left has been 
focusing on what they call the San Nong 
(or Three Nongs): issues concerning the 
plight of the Nong Min (peasants), Nong 
Ye (agriculture) and Nong Cun (rural 
communities). Such pressure, along 
with increasingly violent protests in vil- 
lages, has led the government to scale 
back heavy taxes levied on farmers. ae 
Since that's allowed farmers to makea | ^. 
decent living off the land, fewer now mi- | 
grate to cities, shrinking Chinas pool of _ 
cheap labour. This upsets factory own- _ 
ers, but championing such causes and 
arguing in favour of development that is 
"less GDP-focused and more people- 
focused" ishowthe New Left sees its im- 
mediate role, says Cui. 

With businesspeople now allowed 
to join the Communist Party, New Left 
intellectuals are also challenging the 
growing "nexus between corrupt politi- 
cians, bankers and businessmen who in 
the name of reform are looting China’, 
says Cui. Thousands of China's State- 
Owned Enterprises (SOEs) have been 
bought at fire-sale prices by politically 
connected persons who, in collusion 
with corrupt banks, have often stripped 





the enterprises of assets and employees 
without any accountability. 


This has saddled China's banking | 


system with about $500 billion in bad 


debt, “but more importantly, it has cre- | 


ated a might-is-right culture across the 


country," says Cui. "I know a company | 
in Chongqing (in western Sichuan | 


province) that was sold to its managers 


for 20 million RMB ($3.5 million), when | 
the workers had offered to pay 40 mil- | 


lion RMB ($7 million) for it with funds 
they'd begged and borrowed from rela- 
tives and friends." 

Though both Wang and Cui say 
there is no doubt that Chinese SOEs, 
which generally lose vast amounts of 
money every year, need change, they 


are calling for a process of ‘institutional | 


renovation’ that would allow SOEs to re- 
structure without surrendering owner- 


ship, or abdicating responsibilities to | 


workers. Part of this would mean 
“recognising that property is nota single 
right but a bundle of rights, (and a com- 
pany's) implicit debt owed to workers, 
such as pensions, must be as fully paid 
out as its debts to investors," Cui says. 
Meanwhile, the reality is that many 


| 








Chinese workers, particularly migrant 
construction labourers in big cities, 
don't get paid at all. "They have nothing 
else they can do, so they just work in the 
hope of some future payment, which of 
course never comes," says Cui. 

Forced labour, known as ‘laogai’, is 
also common in prisons where prison- 
ers are paid sub-market wages and 
"quotas are tied to beatings, leniency, 
favours, food or sleep," says David 
Welker, a Washington DC-based execu- 
tive with the Food and Allied Service 


| Trade Department of the AFL-CIO. 


Even some workers employed by US 
and other foreign companies don't en- 
joy basic rights, often working seven 
days a week. Efforts to address such is- 
sues receive resistance instead of sup- 
port from the Chinese government. Just 
last month, a conference in Beijing 
aimed at getting multinational compa- 
nies to follow international standards 
and guarantee Chinese workers' rights 
was cancelled at the last minute by Chi- 
nese authorities. 

What seems clear is that "China is re- 
placing its worker-oriented Stalinist- 
style control economy with a one-party 
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Market reforms have changed the face 
of China, but the New Left believes 
that the dismantling of the iron rice 
bowl in the country has helped far 

less people than it has hurt 


dictatorship led by a politically-con- 
nected managerial class. That's fas- 
cism," says Welker. "With the New Left 
rising, you have the classic divide be- 
tween Right and Left, except in this case 
the right is pretending to be the left". 
But dissent is a delicate business in 
China, and New Left thinker Chen Xin is 


| quick to point out that: “Our concern is 


not politics but social welfare. We're only 
amplifying what we see happening 
around us... hopefully, that will aid and 
guide the government." 

With the government here congeni- 
tally opposed to any sort of organisation 
within its society, Wang also emphasises 
that ^we're not a group with a leader or 
anything, just a loose affiliation of peo- 
ple with (similar) beliefs." 

“Even the term ‘New Left’ is not 
ours,” he says. “It was first used (by pro- 
reform groups) to discredit us and to 
portray us as the old socialists at a time 
when the country was enamoured with 
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capitalism. But I don't really mind. 
When something new is happening, it’s 
normal for people to try and define it in 
old terms.” 

If Wang’s benevolence towards his 
would-be labellers seems magnani- 
mous, it is also partly driven by the fact 
that the ‘Left’ label has begun to work in 
favour of the intellectuals. “I’ve been 
reading some (New Left) articles, and 
they make me feel very warm because 
they remind me of the values my par- 
ents used to talk to me about,” says 
Maria Zhang, 24, a student at the Beijing 
Forestry University. “I feel like China has 
lost its bearing by bending too much to- 
wards Western ways.... We're out of 
touch with our past (and) core values.” 

President Hu Jintaos accent to 
power over the last year has also 
brought a different and dynamic atti- 
tude to decision-making in Beijing, says 
Chen. "He's not from the Shanghai 
clique. Both he and (Premier) Wen 
Jiaobao worked in the grassroots and 
know the real problems of Chinese 
people." Indeed, the Hu government's 
rhetoric confluences with that of 
the New Left on many is- 
sues, leading some to be- 
lieve that Hu is promoting 
and using the New Left to 
discredit Jiang and his 
Three Represents theory. 

Chen says Hu wants to 


paid at all 


Many Chinese 
workers, particularly 
migrant construction 
labourers in big 
cities, don't get 


correct the ills ofthe Jiang years because | 


while a democracy can balance be- 


tween extremes by throwing a party or | 


president who's gone too far out of 
power, "in a one-party system, the party 
must have its own self-correcting mech- 
anisms. Or else, it will lose touch with 
the people." 

As proof, Chen points to recent 
changes in Chinas constitution that en- 
shrined the ‘Three Represents’ as doc- 
trine, but also introduced the words 'hu- 
man rights' and emphasised people's 
‘property rights for the first time. 


While some such as Lu She Zhong, 


the village leader in Henan, dismiss 
this as "only words" to mollify restive 


groups, Chen says rhetoric is always the | 
first step toward change in China. "That | 


sets the national mood. Then, there 
are some broad changes in policy and 
then, over many years, detailed changes 
in governance and implementation 
of laws. Right now, I think we are 
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Chen says. 


such debate over domestic 
issues and leaders fearing 
for stability, both the gov- 
ernment and New Left have been stok- 
ing the country's sense of nationalism to 


unite the nation and win support for | 


themselves. That's raising the suspi- 
cions of many Chinese towards the US. 
"The 4 June (Tiananmen Square) 
movement was rooted in American no- 
tions, (but today) few believe America 
has moral leadership, the right to rule 
the world," says Chen. "They feel cau- 
tious of America, even the younger gen- 


already at the second stage," 





REUTERS 


Left's policies (like progressive taxes) are 


| only reactive, and aimed at correcting 


With China not used to | 





eration that never knew Mao. They see | 


America as powerful and selfish... and 
bent on keeping China down." 


Politically, this is leading China to | 
| Switzerland), and new definitions of 


forge closer ties with Paris, Berlin, 


Moscow, New Delhi and even Teheran | 


at the expense of Washington D.C. While 


that pleases Cui — who says those | 


countries’ long-term goals and social 
democratic systems are more in line 


| with how he thinks China should reori- 


| 


ent itself — it doesn’t entirely satisfy 
him. "The truth is that even the Western 
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imbalances caused by a capitalistic 
system,” he says. “Our ultimate goal 
should be to develop a new theory of 
poverty and an independent society 
where such massive imbalances do not 
occur in the first place.” 

Ironically, Cui, whose school is 
jointly funded and run by Harvard Uni- 


| versity's John E Kennedy School of Gov- 


ernment, admits most of the essential 
principles for accomplishing this have 
come from the West: Principles like full 
cost pricing (which pass on the costs of 
environmental and health damage 
caused by products to their manufac- 
turers), full financial disclosure (which 
reign in potentially destabilising finan- 
cial tools such as hedge funds), disman- 
tling of tax havens (in countries such as 


patents, copyrights and royalties (which 
emphasise their productive use rather 
than restricting ownership), and new 
salary schemes (which emphasise 
wages plus a share in profits). 

Cui explains this away with a smile. 
"We're not against the US," he says. 
"We're for a certain kind of society." 
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N 23 December 2004, the govern- 





remains: that people must ask and pay for ev- 
ery piece of information they want from, of or 


about the government. Do people always need | 


to plead and pay? Is there a better alternative? 


Only eight states have implemented the RTI | 


| 


| 
| 


ment tabled a new Right to Infor- | 
mation (RTI) Bill in Parliament. | 
There are many laudable chan- | 
gesinit, butthebasicassumption | 





till now. Given this experience and the inherent | 


culture of secrecy and fear in the government, it 


is imperative to look for a better adaptation of | 


the idea for India: a Duty to Publish (DTP) Act! 


A DTP Act would require the government to | 


publish all information except that which is 
permitted to be kept secret by law. It would, of 
course, include the right to information where 
citizens can ask for information that is not yet 
published by the government. 


The DTP approach has many advantages | 





over the current RTI approach. First and fore- 
most, it would change the debate from what | 
the government should reveal to what it can | 


| keep secret. Instead of deciding on a case-by- 


case basis, as it does today, the government 
would need to develop general guidelines that 


determine what information can be kept out of | 


the public domain. This fundamental restruc- 
turing of the debate — from what should be re- 
vealed to what can be kept secret — would 


any severe penalty clause in any RTI Act. 





| strengthen the hands of citizens far more than | 


Under DTP the government would have to | 
defend publicly what information it wantsto | 


| keep away from citizens and also for how long. 
. The latter is hardly ever discussed in our 


democracy: how long should the government 
treat information about defence, public policy, 
or even purchase contracts as national secrets? 

The RTI Act seems to work in many devel- 


oped democracies, not because of higher pen- | 


alties to bureaucrats or more transparent adju- 
dication of denials, but because most of the 


information that citizens would like to know is | 








already generally available. People there do not 
need to file RTI requests to learn about ration 
shops or food stamps, tenders for public works 
or the local forest management plan of the na- 
tional park service. 

In western countries, RTI requests are usu- 
ally filed not by individual citizens or people's 
movements, but by the media. These media re- 
quests more often than not test the boundaries 
of what the government must make public. No 
one needs to resort to RTI for routine informa- 
tion about workings of the government. That is 
already in the public domain. We can achieve 
that level of transparency in India through DTP. 

Many may fear that DTP would be too labo- 
rious a task for the government. But so is guar- 
anteeing the fundamental Right to Education. 
So should we ask the government to perform 
only those tasks that are easy and inexpensive? 

Under the e-governance initiative, the Un- 
ion and most state governments now maintain 
detailed websites on their ABCDs — agencies, 
boards, corporations and departments. The 
related information about budgets, personnel, 
schemes and programmes, tenders and cont- 
racts can be filed under these ABCDs. As a first 
step towards DTP, government should draft 
guidelines for its departments: those that serve 
the public directly, those that indirectly deal 
with the public, and those that do not deal with 
the public at all. With experience, these guide- 
lines can be revised. 

The information can be put up on websites. 
Even if it is not properly organised, people's 
groups can compile and structure information 
in friendly and usable formats. As Swaminathan 
Aiyar demonstrates, collating information and 
making it available in digital form goes well with 
the idea of paperless government offices. The 
hardware and software costs of this transition 
are well within the budget. 

Thelong and arduous struggle for the Right 
to Information would do more for the citizens 
as well as for our democracy if we adapt it as a 
Duty to Publish Act. E 
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The 
chaos on 
the roads 

is choking 
the 
growth of 
India's IT 
capital, 
Bangalore 


uu 
OU just cannot build a competitive economy with pot- _ " e 
pe Y holed roads, erratic power supply, choked ports, dirty a a a S J U ST 
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cities and thirsty villages. It is a bit like batting on a bad 


wicket: you may be good, but the pitch lets you down. Y) b kK d 
"m India's physical infrastructure is an unholy mess. At any ve a r e O N 
given time, up to a quarter of our national and state highways 


| í areinalogjam; trucks and buses crawl at average speeds of 25 a e U est fo r 


" ^ kilometres per hour (kmph) as against the world average of 50 

| kmph. Most ports are handling traffic way above their capaci- 

ties; port congestion at the Nhava Sheva container terminal, WO r E C a SS 

India's most efficient, privately-operated terminal, has re- | | 
| duced foreign trade by around Rs 5,000 crore this year. The two f t t 

B main international airports, Mumbai and New Delhi, are in | nN ras ru C U re " 

IE desperate need of reconditioning. Less than a third of the 


country’s billion people have access to proper sanitation. M U C h d e De a d S O N 


Meanwhile, look at what is happening around the rest of 


T Asia. The Changi Airport at Singapore, built over two decades : 
ago, handles more passengers than all Indian airports put to- W et e r IT C a a D U | 
gether. The 70-km dual-carriage expressway that connects the k 
international airport at Kuala Lumpur to the city, built a few th ff 
years ago, allows cars to cruise at average speeds of 90 kmph. S O 1 © O t 
The Hong Kong airport is connected to the city by the 


world's longest suspension bridge, bigger than San Francisco's Dy S U D riya Ku rane 
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Golden Gate Bridge. Within the city, there is a web of quality 


double-carriage roads, at times crossing each other at three or | 


four different levels. Hong Kong and Singapore have two of the 
busiest ports, with the largest and most efficient container ter- 
minals in the world. Far more trade is conducted through 
these two ports than all our ports put together. And almost all 


of India’s exports are trans-shipped through the Colombo port | 


in Sri Lanka. 


Notice that we haven't even mentioned China and its | 


frenetic quest to build roads, dams, telecom networks and 
power plants. 
The political class seems to have finally woken up from its 


slumber. Atal Bihari Vajpayee's ambitious Golden Quadrilat- | 
eral Project showed how imaginatively funded and efficiently | 
managed public investment can succeed. The new telecom | 


policy of 1999 showed how investor-friendly regulations can 
kick-start investment. These past five years have seen the first 
serious attempt to build infrastructure, after the optimism- 
laden Nehruvian era. But far more needs to be done. 


a gathering of American CEOs in New York that India would 
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need $150 billion of foreign investment in infrastructure over 
the next decade. A government committee has been consti- 
tuted to figure out how much money is needed to build high- 


| quality physical infrastructure. It will submit its report in April. 


Businessworld estimates that India will need around 
Rs 2,760,000 crore of infrastructure investment over the next 
ten years. That’s a mind-boggling number. But this survey — 
which is largely focused on physical infrastructure — will ar- 
gue that the big question is not how this money can be raised, 
but whether the regulatory roadblocks that hinder private in- 
vestment in infrastructure can be cleared away in good time. 

India currently spends a mere 3.5 per cent of its GDP on 
physical infrastructure. The World Bank estimates that be- 
tween 2005 and 2010, South Asia will need to invest 3.06 per 
cent of its GDP every year to build new roads, railways, power 
plants, sanitation facilities and telecom networks. Another 
3.82 percent of GDP will have to be kept aside to maintain cur- 
rent infrastructure. That gives a total of 6.88 per cent of GDP. or 


, nearly twice as muchas we currently spend. That is the scale of 

The current government, too, seems serious about the | 
need to build world-class infrastructure over the next decade | 
or so. What will it cost? Prime Minister Manmohan Singh told | 


the challenge: India will have to nearly double its spending on 

infrastructure if it is to catch up with the rest of the world. 
Now, look at what China is doing. In 2002, according to in- 

vestment bank Morgan Stanley, China's total capital spending 
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on electricity, construction, transportation, telecom and real 
S» estate was $260 billion (20.3 per cent of GDP). India spent just 
Fh s31billion (6 percent of GDP) in the same year. (The numbers 
in the various studies quoted in this survey may not match be- 
cause of differing definitions of what constitutes infrastruc- 
ture.) India’s Golden Quadrilateral Project is likely to cost $12 
billion over eight years. China, on the other hand, has been in- 
vesting $24 billion every year on highway improvement. 

This gap between India and China has undoubtedly 
widened since 2002. True, China's investment binge may not 
carry on indefinitely. Much of it is suspected to be commer- 
cially unviable, and has added to the mountain of bad debts 
that weighs down the Chinese financial sector. But look at the 
long-term advantage it has given China. In India, says Mor- 
gan Stanley, “the cost of infrastructure services is 50-100 per 
cent higher than that in China.” Average electricity costs for 
manufacturing are three times higher in India, rail transport 
costs are three times higher and the lead-time for India’s trade 
with the US is 6-12 weeks compared to China's 2-3 weeks. The 
only exception is telecom: our retail prices are lower than 
those in China. 












Rawalpindi-Lahore expressway was being 

built, Pakistan finance minister Sartaj Aziz 
cautioned his prime minister Nawaz Sharif 
about the hole this would punch in his budget. 
“Come on Sartaj saab,” Sharif is believed to have 
said, “did Shah Jahan ask his finance minister 
before building the Taj Mahal? Did Sher Shah 
Suri worry about any deficit while building the 
Grand Trunk Road?” 

The point is not that financial discipline is 
irrelevant when it comes to infrastructure 
projects; it is that political vision is an 
important ingredient of any plan to 
rebuild our tattered infrastructure. 

With the architect of India’s 
economic reforms, Manmohan 
Singh, now at the helm of the new 
coalition government in power, 
there is a new buzz of optimism. 
He has been making the right 
noises — revamping regulations, 
setting up of an expert committee 
to monitor infrastructure projects 
in the country, commissioning a 
white paper on regulatory structure 
for different sectors. All the PM's men 
have been put on the task of 


IÈ is said that when the marvellous 








But let's pause for a moment and think: Does India really 
need to pump in such huge investments in physical infra- 
structure when other sectors like manufacturing, healthcare, 
education, and most importantly, agriculture are crying for in- 
vestments? The answer is an emphatic yes. It is not just a mat- 
ter of pushing economic growth and making it easier for our 
corporate giants. Access for all to clean drinking water, afford- 
able telecommunications, good roads and the like is a neces- 
sary element of a democratic society. Infrastructure — or what 
economists call public goods — is essential if millions trapped 
in poverty and in backward regions of the country are to par- 
ticipate in national and global markets. 

Various economists have shown in recent years how the 
lack of adequate infrastructure reduces long-term economic 
growth and increases inequality. Just look at the multiplier ef- 
fect ofthe Golden Quadrilateral project. When complete, it will 
result in a saving of Rs 8,000 crore per year in fuel costs. It will 
also create about 18 crore man days of employment. In a policy 
brief done for the Asian Development Bank, economist Xian- 
bing Yao estimates that a 1 per cent increase in spending on 
| rural roads can cut Indias rural poverty rate by 0.064 per cent, 





Can Manmohan do it? 


cracking the problem, especially plan panel 
deputy chairman Montek Singh Ahluwalia. 
While the ministers concerned prepare a 
report by April, one can't help but wonder if this 
is just another piece of shadow activity in the 
bureaucracy — another set of reports in an 
overflowing pile. Meanwhile, various big-ticket 
projects like the Sethusamudran Canal Project, 
the modernisation of Delhi and Mumbai 
airports, and private sector involvement in the 
railways have been announced, but there is no 
sign of these projects on the ground. Even the 
proposals put forth in the last Budget, especially 
the setting up of an Inter-institutional 
Group which was to channel 
Rs 40,000 crore into infrastructure 
projects, have yet to get off the 
ground. 

To be fair, perhaps it is a bit 
too early to judge this 
government, but there is a 
yawning gap between promise 
and performance on the 

infrastructure front. Also, the 
Central government will have to 
carry the states with itin many 
important areas, like power. 
Singh's predecessor, Atal 
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ductivity, increase in non-farm employment, a rise in rural 
wages and the indirect effects of higher economic growth. 
Cesar Calderon of the Central Bank of Chile and Luis Ser- 
ven of the World Bank say that if all Latin American countries 
were to catch up with Costa Rica (the regional leader in terms 
of infrastructure), their long-term GDP growth would be 


^ * higher by between 1.1 per cent and 4.8 per cent; and their Gini 


coefficients (a measure of inequality) would drop by between 
0.02 and 0.10. 

Proponents of greater spending, like economist David As- 
chauer, have argued that the decline in public investment in 
infrastructure in the US in the 1970s and 1980s was responsi- 
ble for a productivity slowdown. A decade-old paper by econ- 
omists Douglas Holtz-Allen and Amy Schwartz titled 'Infra- 
structure in a Structural Model of Economic Growth' argues 
that raising the rate of infrastructure investment would have a 
significant impact on annual productivity growth. At the heart 
of this debate is the notion that infrastructure is an important 
input to economic growth. 


But then, if infrastructure were an importantpartofthe — 


productivity problem, we would expect to find a significant 
slowdown in the industries such as manufacturing that are 
heavily dependent on infrastructure. 

However, the causality runs in both directions — the rich 
countries have the financial muscle to invest in new infra- 
structure, which pushes up economic growth, which in- 
creases the ability to invest further. So, infrastructure growth 
can be ‘caused’ by growth in output and vice versa. It is a clas- 
sic chicken-and-egg situation. Which one comes first? 

Its a tough one. China has built infrastructure first and 
then waited for demand to follow. India has done it the other 
way: demand has preceded supply. But let face it China 
seems to have got it right on this one. - 










because of a combination of factors — higher agricultural pro- - 
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N 1993-94, India invested 5.4 per cent of its GDP in infra- 
structure. This had fallen to 3.5 per cent of GDP by 2002- 
03. Why? The main reason is the decline in public invest- 
ment. Successive governments have preferred to balance 
their books by slashing capital expenditure while leaving 
the more politically sensitive revenue expenditure (on subsi- 
dies, salaries and interest payments) unchanged. This has 
meant that infrastructure has been starved of funds. 
Traditionally, about 80 per cent of all spending on infra- 
structure in India was done by the public sector. But the gov- 
ernment has been under pressure to cut its fiscal deficit. That 
leaves the field wide open to private money. The 1996 govern- 
ment report on infrastructure, which first tried to draw a 
roadmap for the future, says that the contribution of public in- 
vestment would drop from 80 per cent in 1993-94 to 55 per- 
cent in 2005-06. It also projected an increase in infrastructure 


| spending from 5.5 per cent of GDP in 1995-96 to 7 per cent by 
| 2000-01 and 8 per cent by 2005-06. The share of private sector 


investment in infrastructure was projected to rise from about 
1 percent of GDP in 1995-96 to 2.5 per cent by 2000-01 and 3.5 
per cent by 2005-06. (These targets have not been met yet.) 

"The money has to be entirely from the private sector, 
banks, international financial institutions, and the capital 
markets. The entire way in which we look at financial markets 
needs to be changed. You will not be able to sustain a giant 
leap in infrastructure without an equally giant leap in financial 
restructuring," says PK. Deb, additional secretary, department 
ofstatistics, ministry offinance. "Year 2005 is the year of Indian 
infrastructure, and it is the private sector that will drive these 
efforts," says Sanjay Sinha, director, Crisil Infrastructure Advi- 
sory. "It is the government that needs to change its outlook 
and orientation, build capacity internally and create an envi- 
ronment conducive to private participation," he says. 

Let us take a quick look at what this could mean. We have 
assumed earlier in this survey that India needs to spend about 
7 percent ofits GDP to build world-class infrastructure. About 


BUSINESSWORLD 


The forex 


LANNING Commission deputy chairman 

Montek Singh Ahluwalia has a solution to 

where the money for investment in 
infrastructure will come from: use part of the 
country's $130-billion foreign exchange reserves 
(See ‘We Have A Clear Mandate..., BW, 27 
September 2004). 

Putting the 'idle' reserves to work does sound 
innovative. Earlier this year, China announced 
that it was using around $45 billion of its forex 
reserves to bail out two state-owned banks. A 
similar mechanism might work in 
India. The | 
government 
will set up a 
special 
purpose 
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55 per cent of this is likely to come from the government. For- 
eign capital — including loans from multilateral banks like the 
World Bank and Asian Development Bank — will take care of 
another 15 per cent. That still leaves us with 30 per cent, or 
about 2.3 per cent of GDP 

Can the domestic banking system and capital market 
come up with this extra money without sending interest rates 
shooting skywards? That is the critical question. 

India’s banks have started lending to infrastructure pro- 
jects. However, there are hidden risks here — financing for 
long periods and taking on huge exposures required for infra- 
structure could create problems. Typically, banks do promoter 
funding and lend to projects for 5-7 years. The only issue is 
that banks use short-term deposit money to fund these long- 
term assets. The result is asset-liability mismatches that can 
blow up in a bank's face when interest rates are volatile. 

To correct this asset liability mismatch to some extent, the 
government recently proposed infrastructure bonds, which 
would provide long-term sources of funds to banks to lend for 
the long term to infrastructure projects. "Banks don't neces- 
sarily have to lend for long tenures. The World Bank is now 
working out some credit enhancement instruments that can 
mitigate these risks and allow banks to transfer long-term 
risk," says George Tharakan, lead transport specialist, World 
Bank. (A credit enhancement would mean that the World 
Bank underwrites some of the risks in the project and thus 
makes it safer for banks to lend.) 

Bharati Rao, head of State Bank of India's (SBI) project 
financing unit, said in a recent presentation that infras- 
tructure financing has huge potential for commercial banks. 
She has pointed out that banks face two types of risk in an 
infrastructure project — the risk of default by borrowers 
(credit risk) and market risks, which are due to unclear regula- 
tions and also due to incomes received by the project from 
users through toll payments. "Banks have an expertise and 
appetite for appraising and taking on credit risk," she has 
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said. “The market risk associated with infrastructure needs to 
_ beaddressed.” 
1 Banks are themselves figuring out ways b tiding over this 
| mismatch. SBI has tied up Life Insurance Corporation (LIO), 
| which has access to long-term funds. The agreement helps 
| SBI overcome the asset-liability mismatch inherent in the 
| long-tenor loan exposures in infrastructure lending; it also 
| provides LIC with an appropriate vehicle for increasing its 
| presence in infrastructure lending through the use of the ex- 
tensive network, credit appraisal and monitoring skills of SBI. 

"Banks and the markets will have to develop specialised 
capabilities in the areas of long-term financing and risk man- 
agement, and innovative financial instruments to finance 
large projects. With universal banking gaining momentum 
and the term lending institutions ceasing to exist, banks have 
to evolve into project lenders as well," says Padmalatha 
|. Suresh, an infrastructure financing expert and visiting faculty 
with IIMs. (See ‘Does India Need A Dedicated DFT?') 

The capital markets will also have to play a part. In the US, 
for instance, the Tennessee Valley Authority financed 80 per 
centofits huge public works programme in the 1930s from the 





capital market. But the Indian capital market is still underde- 
veloped, and this is especially true of the debt market. There is 
a stark contrast here between Asian countries and the devel- 
oped countries. The US and Europe have highly developed 
and modern market economies where bank finance and 
securities finance are capable of more efficient resource allo- 
cation than budgetary finance. They boast a well-developed 
capital market, which has been fine-tuned over the course of 
many years and has played a crucial role in their successful 
economic development. And underpinning such advanced 
securities finance and capital markets is a robust legal system 
and regulations. 

India's bond markets will have to develop to take care of 
longterm financing — typically 15 to 20 years — for infrastruc- 
ture projects. And with the growth in bond markets, rating 
agencies such as Crísil and ICRA will have to hone their skills 
to rate long-term infrastructure bond issues, which may hit 
the market with various embedded options. According to a fi- 
nance ministry source, it is imperative to get institutional in- 
vestors interested in orderto deepen thelong-term bond mar- 
ket. "As the infrastructure financing models mature, these 
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investors, both domestic and international, will have to be 
brought (in) a big way. Side by side, rating capabilities within 
the country will have to be improved substantially,” he says. 
Along with investment grade bonds, the subordinated debt 
markets will also have to develop to finance high-risk, high-re- 
turn projects. 

This is where the question of tapping long-term sources of 
finance comes in. Internationally, long-term money for infra- 
structure development often comes from the large pool of 
contractual savings like provident funds, pension funds and 
insurance. This works as a perfect fit — the need of one is per- 
fectly matched by the opportunities offered by the other. “In- 
surance, by definition, needs to invest in long-term assets, be- 
cause our líabilities are long-term too, but the only long-term 


assets available in the market right now are 10-year govern- | 


ment security papers," says Krishna Sanghavi, vice-president 
(investment), Kotak Life Insurance. IRDA has mandated in- 
surance companies to invest at least 15 per cent of their cor- 
pus in infrastructure projects. (Currently, Indían insurance 
companies have to invest 95 per cent of their corpus in gov- 
ernment paper.) And the pension sector is waiting for long 
talked-about reforms that will allow them to invest in instru- 
ments other than government paper. 

Unfortunately, tapping contractual savings is not as easy 
as it sounds. Globally, there have been several instances of 
government- and corporate-sponsored defined benefits 
schemes going bankrupt. 


Still, East Asian countries like Malaysia and Singapore | 
have used this method in a big way to finance their industry | 


and infrastructure. But trying to replicate that in India might 


not make sense. "As long as projects are well designed and | 


Roads 859 «uai 


Urban infra 1,849 —— 


Ports 
Railways 
Power 
Airports 








economically viable, it makes sense for pension and provi- 
dent funds to get into this market. Force-feeding a financial 
model of infrastructure spending weakens the fiscal situation .— 
of the country. In India, pension reforms have to come before 
EPFO or private insurance companies expect to invest in in- 
frastructure in a big way. There has to be a market-determined 
way of doing this,” says Mukul Asher, professor of public pol- 
icy, National University of Singapore. 


Investment in long-term, highly profitable infrastructure 


projects in Latin America is becoming increasingly popular 


with private pension funds. Currently, pension funds in Ar- | ; 
gentina, Bolivia, Colombia, El Salvador and Chile buy finan- ^ 


cial instruments such as bonds in order to invest in infrastruc- 
ture. Chilean pension funds are leaders in this, having ` 


invested $356 million, or 1 per cent of their total funds, over 


the last 20 years, in roads, ports, airports and sanitation infra- — - 
structure. However, in future, pension funds may providein-  . 
vestment directly to concessionaires. BE 

While debt is available, though in a limited way, seed capi- — 
tal or equity is practically non-existent. The IDFC-promoted - 


Rs 1,000-crore India Development Fund (IDF) is minuscule = | 


compared to the needs ofthe sector. [n fact, according to peo- 
ple in the know, the fund would be significantly committed to 


projects by March 2005. "The fund will be exhausted in barely EH 


20 months because therei issimply no competition in the area, 
and the needs of the sector far outstrip the supply of equity 
| funding," says a source. There is talk of ICICI Bank and IL&FS 
launching an infrastructure fund in the near future, 

Earlier in the year, the Asian Development Bank launched 


| a private equity fund to promote infrastructure — the Infra- 


| 
i 
i 
i 
| 
i 
| 


structure Fund of India, which plans to invest in non-listed se- 
curities of companies that develop, own or operate infrastruc- 
ture projects in the country. In 1999, AMP Capital had 
launched a similar fund and invested in telecom, gas and port 
sectors. "When we invested in the telecom sector in 1999, 
there was no telecom regulation in place. We took a risk and 
took the plunge,” says Krishan Sehgal, director, AMP Capital. 
The latest $125-million AMP fund launched last year will be 
looking at ports, logistics industry and gas and oil pipelines. 
Meanwhile, in his Budget speech last year, finance minis- 
ter P Chidambaram had announced setting up an inter-insti-  - 
tutional group (IIG) of banks which has put together a kitty of 


Rs 40,000 crore. The IIG, which includes IDBI, IDFC, ICICI. - 


Bank, SBI, LIC, Bank of Baroda and Punjab National Bank, isto 
pool resources and make available this corpus on a callable 
basis to infrastructure projects. However, the HG, which was - 
expected to ensure speedy conclusion ofloan agreements and 
implementation of infrastructure projects, has not seen any 
worthwhile projects coming its way. 

China has managed to pump money into infrastructure 
without too much concern about the returns, which is one 
reason why its banks are saddled with huge bad loans. India 
cannot — and should not — follow this model. It needs bank- 
able and profitable infrastructure projects. The problem is 
that this cannot be done unless the regulatory mess is cleared 
up, both in the financial sector as well as in areas such as 
power and ports. That is what we look atin our next story. $ 
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Private 
sector 
money 
will not 
flow In 
until 
regulatory 
systems 
are put In 
place 


OR the past nine years, Bangalore has been trying to get 
itself an international airport. After various feasibility 
studies and shortlisting bidders, it finally signed a con- 
cession agreement with the private consortium of L&T, 
Siemens, and Unique Airports (which manages Zurich air- 
port) in July 2004, approximately five years after it initiated the 





process. So far, there has been a 26-month delay in obtaining | 


financial closure for the project and a cost escalation of 
Rs 185 crore. Even after signing the concession agreement, 
there aren't too many signs of the work beginning on the air- 
port project. 

Bangalore's airport project has been stalled because of bu- 





reaucratic delays and differences between the Central and | 
state governments. Yet, none of this would have been a prob- | 


lem if there were a regulatory authority to look into the issue. 
Had there been a regulator to rap the state government every 
time it delayed the project, Bangalore would have had a new 
airport by now. The story repeats itself across the board. Had 
there been a regulator that looked into development of ports, 
the Vallarpadam container terminal at Kochi wouldn't have 
been stuck in a jam. Had there been a unified regulator for the 
transport sector, the congestion at Jawaharlal Nehru Port Trust 
could have been averted. The delay in these projects under- 
scores the key point of this survey — private investment will 


not flow into roads, ports, power and the like unless thereisan | 


independent regulator to oversee these sectors. 
Private sector infrastructure developers echo the same 
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gripe: an inadequate regulatory framework 
makes them wary of investing in new pro- 
jects. “The real problem in India is that no 
one is in a hurry to close deals as there is no 
accountability in the system,” says a dis- 
traught private sector developer. Political 
pressures and bureaucratic delays wreak 
havoc. The solution, according to the South 
Asia Forum For Infrastructure Regulation, a 
World Bank-promoted think tank, is simple. 
For private investments to flow into infra- 
structure, for public-private partnerships to 
flourish, and for consumers’ rights to be pro- 
tected, two things are critical: clear-cut legis- 
lation and independent regulators to enforce 
the law. The private sector will continue to 
shy away from the sector till policies are in 
place to ensure that infrastructure projects 
would yield adequate revenue streams. “The 
basic problem with infrastructure is that 
these are long-gestation projects,” points out 
Ajit Ranade, chief economist of the Aditya 
2 Birla Group. “So the investment climate has 
AS toberight for the private sector to come in." 

Why are independent regulators so 
important? Till recently, it was assumed that governments 
were the natural agency to build infrastructure and manage it 
for the benefit of consumers. But the thinking has changed 
dramatically in recent years. Bureaucracies often work for their 
own benefit. Private infrastructure providers, too, have entered 
the field, leading to some competition. Yet, monopolistic ten- 
dencies cannot be completely removed in areas like power and 
ports. And pricing in many areas (like power and water) can no 
longer be left to the political class. Also, there are issues of con- 
flict of interest when a government agency is both a provider of 
infrastructure and its regulator as well. (Think back to the old 
days when the department of telecom was both a regulator 
and a provider of telecom services; it had a tendency then to 
discriminate against private telecom companies.) 

India has seen many regulators emerge in recent years — 
in electricity, telecom and ports, for instance. There are still 
many contentious issues, such as how these regulators should 
be financed, whether they have become grazing grounds for 
retired bureaucrats, and whether they do enough to protect 
consumer interests. But there is little doubt that these regula- 
tors have made a mark. India’s telecom revolution may not 
have been sustained without the Trai. And the Central Elec- 
tricity Regulatory Authority has done its bit in the recent at- 
tempts to untangle the country’s power mess. 

Meanwhile, there are more radical ideas in the air. There is 
talk of a super-regulator for all transport-based infrastructure 
in the country — railways, civil aviation, road transport and 
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shipping. The ministries concerned have been asked to give 
their feedback. The finance ministry, the law ministry and the 
Planning Commission are working out the modalities. Such a 
model — a single regulator for transport infrastructure (ports, 
airports, railway and waterways), with members appointed by 
the relevant ministries — doesnt exist anywhere in the world. 


But it might just work in India to tackle problems arising from | 


co-ordination of infrastructure development (like laying a 
railway line from a new port). 

This does throw up a fundamental question: does it make 
sense to have a super regulator to take charge of the entire in- 
frastructure sector? What will be the role and composition of 
the authority? Will it be a quasi-judicial bodylike Trai ora mere 


What needs to be done 


SECTOR REGULATOR 


@ Develop infrastructure regulatory bodies funded from outside the 


government budget. 


Án Establish multi-sectoral regulatory agencies at the state-level. 


DEVELOP LONG-TERM DEBT MARKET 
W Mobilise long-term insurance money into the sector. 


W Institute pension reforms. Establish a fully funded pension scheme to- 
increase national savings and the demand for long term debt, making 


more funds available for infrastructure. 


CONTRACTING PROJECTS TO PRIVATE SECTOR 


Bi Establish a single body for contracting, clearances and MATE 


with private developers and investors. 


W Have one public sector agency undertake project design and 
contracting, negotiating and documentation on the reasons why award 


decisions were made. 


PORTS 


E Develop a new institutional structure for the sector by separating 


policy, regulatory and commercial functions. 


Bi TAMP has outlived its function. Create port authorities instead that 


would determine a national port policy as well as main sector 


regulations, monitor concession and lease contracts governing private 


sector activities in the sector. 


AIRPORTS 


E Shift the focus of the Airport Authority of India (AAI) away from 


operations to policy, planning and statutory functions. 


W Create a separate, independent authority to handle economic 


regulation for the sector, such as the leases and concessions. 


ROADS 


Wi Ring-fence the central road fund to ensure that the money collected 
from petrol and diesel cess is used only for road development. 
lli Monitor and gradually reduce public support (like covering debt in 


case of concessionaire default) for private road projects. 


RAILWAYS 


lil Corporatise Indian Railways into Indian Railways Corporation; focus 


on the core husiness and spin off the rest. 


ll Get separate institutions for policy, regulation and management. 


Various sources 


| body that will set tariffs and operational guidelines, and an 
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tariff regulator like Tariff Authority of Major Ports (TAMP)? A 
perfect regulatory body will need to have a cocktail of roles — 
a quasi-judicial body that will resolve disputes, a legislative 


executive body that will look into licensing, competition and i 
regulation. That’s.a tall order for one regulator. But will this 
mean wading through more fog for investors? And who will. 
hold the reins to this super regulatory body? Will it be an inde- 
pendent body BENED to > the PM or will it be hijacked by 
the IAS brigade? | | 
Thereisone more contentious issue: conflicts between the. 
central and state governments. In the ports sector, for insta- 
nce, TAMP regulates tariff only for major ports that fall under. 
the Central government's purview. Minor ports .- 
that are under the state governments, however, |... 
aren't regulated by TAMP Or take the case ofthe . 
Bangalore airport again. While various prime min- = 
isters have been pushing the privateairportforthe 
past nine years, the state government had other = 
plans. Eventually, the Central governmenthadto © 
intervene and nudge the project ahead to stop the = 
foreign investors from backing out. The lackofco- ^ 
ordination between the state and Centre crops up: ope 
because the existing regulatory frameworkhasno ^. 
provisions to deal with this duality. “There should ^ 
be a national infrastructure plan drafted by the 
Planning Commission and concerned ministers ... 
_at the Centre and all states should follow this blue- 
print," suggests Suneet Maheshwari, executive di- 
rector, Srei Infrastructure Finance. 

Or should conflicts between New Delhi and 
the state capitals be tackled through meaningful 
decentralisation? With more and more decisions 
being made at the state level, it might actually 
make sense to have a state level regulator that will — 
be close to local conditions and will have moredi- .. 
rect accountability for the projects, and a national | 
level regulator that will ensure uniform rulesand 
regulations and will decrease the likelihood ofin- . 
dustry or political capture. In case of urban infra- 
structure, this seems to be working. Already the | 
74th Constitutional amendment has decen- = 
tralised urban development and transferred pows = 
ers to urban local bodies and panchayats. | 

And, along with infrastructure reforms, there i is 
a dying need for capital market reforms. Money. 
will flow into long-gestation projects only when 
there is reform of the pension and long-term debt . 
markets. Why? Because 20-year projects need 20- _ 
year money. Funding long-term projects with 
short-term money is akin to playing with fire. 

50, the conclusion is inescapable. Infrastruc- 
ture development will take off in India only when 
the rules are rewritten and the umpires are put in 
place. Only then will all those hundreds of thou- - 
sand crores of rupees flow into road, water, power 
and port projects. 
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to you 


LITTLE more than a year to the 
day, yours truly published a list of 
‘10 predictions for 2004’. It's 
crunch time now. Here are the 
predictions with my comments a 
year later in italics: 
1. BPO will be big for India, not for Indians: 
BPO work will go up at Indian subsidiaries of 
US and UK firms. No broad-scale opportunities 
for Indian entrepreneurs... The multiples here 
will be lower than those for IT service firms. 
Pretty much bangon, if I say so myself. Daksh 
got sold at less than 3x revenues. Ditto for 
GE's BPO. 
2. IT services will go over the hill: 





| Ifyou believe businesses go through s-curves, 





the coding-for-cheap business will have 
reached the mature top of the curve... and the 
stock will calm retirees, and not excite day- 
trader types. 

Well, I was wrong — and right. The coding 

coolie shops did well on revenues, but punters 
aren't buying their stocks. They're up 20 per cent 
— 40 per cent for the year — same as the market. 
3. IT products will be where the action is: 
Look to see a few acquisitions of Indian product 
firms by overseas firms, and a few IPOs that will 
sizzle. Indian services firms will also start buy- 
ing product companies as last-ditch measure. 

The acquisitions are happening. Certainly 
one IT product company I know (and co-foun- 
ded) is up 400 per cent. Others aren't far behind. 
4. Investment bankers will wake up: 

So M&A activities will go through the roof... 

Bang on again. I think my friends in suits 
have had a busy year doing deals in everything 
from steel plants to machine tool companies to, 
yes, the odd Internet company. 

5. 2004 will be the bull year: 

The Google IPO in the US and Reliance Info- 
comm IPO in India will set off yet another tech 
mania (a saner one) on both sides ofthe Pacific. 
Both will make acquisitions, on both sides of 
the pond. 

The Google IPO turned out to be legendary... 








Reliance will push its IPO after the brothers 
make peace. But who thought wed see a Sensex 
6000 so soon? Moi? 

6. China will be a threat in services, not 
products: 

Indian manufacturing will come of age... our 
bhai-bhai friends will make inroads into IT ser- 
vices, where we're still inefficient. 

Our manufacturing went head-to-head, 

and survived. Chinese IT services firms are mak- 
ing inroads and revenues — in China. Not out- 
side it yet. We have more time. 
7. VCs will come back to India — though later: 
True-blue venture capital will come back to In- 
dia by late 2004... 

They're back. ‘Nuff said. 

8. Politics will attract professionals: 

The age of Lalu Raj will end... A new breed 
of ex-professionals will start making their 
mark here. 

An unprecedented 141 Lok Sabha members 
under 40. Chief ministers making Powerpoints. 
Business triumphing over politics in Karnataka 
and Maharashtra for infrastructures sake. 
Not bad. 

9. Roads and retail will make a difference: 

... This big overdue investment in infrastruc- 
ture... will not just help companies make 
money, but also turbo-charge our economy... 

Malls exploded. And continue to do so. 

Roads are getting better — even in Bombay. 
Things are finally looking up. 
10. We will make movies for the world market: 
...A few directors will forsake India, and find 
fame overseas with films for the world audi- 
ence, not NRIs. 

A few tried. We didn't get anywhere. Guess 


they'll keep trying. 


In summary, | would deduct half a mark 
each for points 2 and 6, and a full mark for 
point 10. Giving myself an 8 on 10. Not humon- 
gously bad. How will I do this year? Well, let 
me start by making my predictions in the next 
column. [s 
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SHELLEY SINGH & AARTI KOTHARI Act enshrines the most far-reaching ed- 
ucation reform in the US in 40 years, 
N the central Delhi area of Karol | notes the Chicago Tribune. It promises 
Bagh, five school teachers rep- | to boost student achievement across 
ort for work at 5:00 p.m. at the | K-12 (kindergarten to class 12). The Act 
Educomp Datamatics teaching | does not blame the students for poor 
centre. That's the time many stu- | grades, but holds the schools responsi- 
dents preparing for engineering, man- | ble for student performance. This, in 
agement and medical college entrance | turn, means that schools will be denied 
examinations take tuitions at coaching | state funds if they do not improve their 
centres across the country. The Karol | pass percentages. The US government 
Bagh centre of Educomp Datamatics | gives about $12 billion annually in aid 
could easily be one of them, another | to schools. Under the NCLB Act, the 
teaching shop promising to help stu- | schools have until 2014 to meet the 100 
dents get into the IITs and IIMs. | percent proficiency goal. 
Step in and you realise the differ- 
ence. There are teachers, but no stud- | A New Solution 
ents. There are computers, butnoblack- | Schools unable to improve student per- 
boards. Actually, the students are 16,000 | formance are falling back on tuitions for 
miles away at the Franklin School, Santa | help. There are over 75 such tuition cen- 
Barbara, California. Educomp is run- | tresacross the US. Called Supplemental 
ning a pilot for taking tuitions onlinefor | Education Service (SES) providers, 
students in the US. | some of the nationwide ones include 
This is education outsourcing. Or, to | eSylvan, Tutors.com and Smart Think- 
use the cliché of linking everything sent | ing. The SES providers charge students 
from overseas as a process, it is being | up to $40 an hour to take classes. Wire 


termed as education process outsourc- | the work to India over broadband links Outsourcing 


ing (EPO). Career Launcher, another | andit can be done for half the cost. And 


Delhi-based teaching company, also | that's where Educomp Datamatics and comes Into US 


has teachers on its rolls who are tutoring | Career Launcher steps in. 
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American students. | Says Shantanu Prakash, director, 
: | Educomp Datamatics: "Cost is one of classrooms as 
Reacting To The Act | | thefactors. Another is quality of educa- 


This is one outsourcing opportunity | tion. The SES providers in the US rely students look to 


that does not find mention in the ubiq- | heavily on freelancers and the quality of 


uitous Nasscom McKinsey report on | education is not up to the mark. For us India for tutors 


outsourcing. In fact, it happened much | it’s different. In the last 3-4 years we have 

after the first draft ofthereportwas pub- | trained 3 lakh teachers on computers i " 
lished in 1998-99. In 2002, the Bush and newtechnology. With this débat) to lpr OVC their 
administration, alarmed at the | we know who are the better teachers 

increasing failure rate and plan to employ them full-time to test SCOT es 

of American stu- 
dents, passed a law 
called the No 
Child Left Be- 
hind (NCLB) 
Act. Its goal is 
to improve 
teaching stan- 
dards and res- 
ults. The pro- 
blem is large: 
about 40 per cent 
of seventh class 
students in Amer- 
ica fail in mathe- 


language og NN 7 


matics and English 
The 1,200-page NCLB 
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A Career Launcher instructor helps 
teachers work with students online 


help American students.” A teacher 
population of over four million means 
that getting staff wouldn't be difficult. 

The business models followed by 
the two companies differ. Career Laun- 
cher sub-contracts work from one ofthe 
largest SES providers in the US. This 
saves it time and money to pitch for spe- 
cific assignments. Educomp Datamat- 
ics follows a direct model, and has ap- 
proached schools directly. Educomp 
participated in a workshop at the 
National Education Computing Con- 
ference (NECC) in New Orleans last 
year, and subsequently approached the 
Santa Barbara School District for work. 
That's how Franklin School tied up with 
Educomp for a pilot. 

Career Launcher does not reveal its 


billing rates. Educomp claims that it | 


costs $6-7 per hour to deliver online tu- 
itions, which it sells it for $20-25 an hour. 
That kind of margin would have any 
Business Process Outsourcing (BPO) 
outfit sit up and take note. In BPOs, the 





® The US No Child Left Behind 
Act has put pressure on schools 
to improve student performance. 


® State funding to US schools is 
now linked to student results. 


® Schools have till 2014 to meet 
a 100 per cent proficiency goal. 


® Cost of tuitions is high, up to 
$40 per student per hour. 


€ Teaching companies like 
Educomp Datamatics and Career 
Launcher. 


€ Offer tuitions at lower costs 
(40-50 per cent cheaper) and 
better quality. 


€ Sub-contract work from US- 
based tuition providers like 
eSylvan, Smart Thinking, 
Tutors.com, Brainfuse.com. 


€ Approach schools directly. 


faculty training. The EPO providers are 
currently focusing on maths, as the 
need to improve maths skills is the most 
sought after by US students. It plans to 


_ help over 1,500 learners improve their 
maths problem solving ability, which | 
translates to about 40,000 tutoring | 


billing rates are as low as $6 per hour for | 


data entry-type tasks and go up to $12- 
14 per hour for voice-based services. 


Educomp expects to invest up to | 


$1 million this year to market and set up 


infrastructure, technology, content and | 


hours this year alone. 

Says Anirudh Phadke, principal con- 
sultant, e-learning, Career Launcher: 
"We will grow to 200 tutors in about 





OUTSOURCING 


convenient, as in the US you need to be 
an accredited tutoring company. The 
SES provider we interact with in the US 
has the relevant certifications." 

The infrastructure for EPO includes 
broadband connectivity and a worksta- 
tion with a whiteboard that replaces the 
traditional blackboard. The student and 
teacher can speak to each other contin- 
uously using a hands-free headset, 
much like talking on a telephone. The 
student and teacher also write ques- 
tions and answers on the same work- 
space displayed on both the student's 
and teacher's computer screens using a 
digital pencil (like a stylus) and a digital 
writing pad (that's the whiteboard, simi- 
larto a mouse pad). 


Tricky Tutoring 


Solving maths problems is the easy part; 
teachers here achieve 100 per cent accu- 
racy. The trick lies in training the teach- 
ers to handle American students. 
Educomp puts them through a 20-day 
rigorous training programme. The focus 
is on attitude — training teachers to 
teach students online in real time, solve 
problems in US books, engage in group 
meetings and understand common 
mistakes that the students make, which 
is followed by voice and accent training. 

Teachers here are even getting used 
to pampering the online student by of- 
fering tokens for correct answers. The 
tokens can then be redeemed at ama- 
zon.com to buy books or music, or at 
Wal-Mart to buy chocolates. 

For Educomp and Career Launcher, 
this could well be a start of a big oppor- 
tunity in EPO. The Education Market 
Research of US estimates the K-12 mar- 
ket size at $2 billion annually. This in- 
cludes tutoring, assessment, teaching, 
books, tests, learning systems and so on. 

While teaching is the main focus, 
Career Launcher plans to see 20 per cent 
of its staff going to non-teaching jobs. 
These could include student fee pro- 
cessing, teacher performance evalua- 
tion and developing teaching material. 
It has already developed content for 
Florida Virtual School for grades 6-8, 
converting static content to virtual dy- 
namic. This will help teachers present 


| material from books in an audio-visual 


eight months. We find our model more | 
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format that enhances learning. EPO 
may well turn out to be a very postive 
equation — both for India and the US. ll 





The author is a director 
of PSi's strategic 
consulting and private 
equity activities. He can 
be contacted at 
psi@psi-world.com. 


Choose 
the ‘be 
better’ 
strategy, 
but only 
if you are 
sure of 
sustaining 
it in the 
long run. 
Or just 
choose 
to be 
different 


Eby ranjit shastr 





Being better by 


NDIA is hard to beat when it comes to 
cross-border services, but it is difficult 
for any one company to achieve long- 
term success in services based on just a 
‘be better’ strategy. Continuous im- 
provement among a set of identical service 
companies results in ever narrower differences, 
and enables customers to decide more easily 
based on price. 

While a manufacturer of a product has a 
window of time before competitors catch up 
(either because of patents, secret formulations 
or proprietary tooling), most service compa- 
nies can quickly match the improvements of 
their competitors. The ‘be better’ strategy may 
work for manufacturing companies, but ser- 
vice companies would be well advised to con- 
sider alternatives strategies such as ‘be differ- 
ent’, ‘be focused’ or ‘be innovative’. 

The ‘be better’ strategy sounds reasonable. 
However, to win the game with this strategy, 
you must improve faster than the competition. 
Even if you match or better their rate of im- 
provement, they may beat you eventually if 
their improvement is accelerating — it's a 
treadmill. You may choose the ‘be better’ strat- 
egy if you are confident of sustaining it in the 
long run. But if you would rather escape from 
this ruthless cycle, you can simply ‘be different. 
Being different means that it's hard to compare 
which player is better. It's like comparing ap- 
ples and oranges. 

While the competition can simply copy 
your different approach, and thus nullify your 
strategy, more often than not they will not want 
to. This is because by being different, you are 
not competing directly; your approach would 
appeal to a different segment of the market. 
And by being different you can co-exist. For ex- 
ample, rather than trying to beat British Air- 
ways in terms of quality (of airplanes, food, 
etc.), Virgin Atlantic Airways has consistently 
chosen a ‘be different’ strategy, even to the ex- 
tent of offering back massages and free airport 
pick-ups for their business class passengers 





being different 


(whom they call 'upper class; just to be differ- 
ent). The best way to be different is to do it in a 
way that the competition would not want to 
copy. In the case of Virgin Atlantic, they know 
that British Airways is unlikely to copy their un- 
conventional back massage service since it 
doesn't fit in with British Airways’ relatively 
conventional positioning. 

The ‘be different’ strategy is linked to the ‘be 
innovative’ strategy, because it typically re- 
quires some form of innovation. In the Virgin 
Atlantic example, offering massages was not 
only different, but also innovative. It took cre- 
ativity and a bit of courage to attempt such an 
unconventional approach. Being innovative is 
also expensive since it requires a fair amount of 
experimentation. 

When the Oberoi group introduced the Vi- 
las range of hotel spas, they spent millions to 
develop the concept. It may take years for the 
investment to yield returns. If and when the 
strategy pays off, it will take years for the 
competition to copy them. In fact, most of the 
Indian hotel players are happy to cede this 
niche to the Oberoi group, while they cater to 
the broader market. 

The ‘be different’ strategy also calls for the 
player to ‘be focused’. After all, a different ap- 
proach has more appeal to a subset of cus- 
tomers. The ‘be focused’ strategy is an excellent 
way for service companies to achieve success, 
as the Oberoi group has demonstrated with 
their high-end niche hospitality services. 

Dominating a niche can be lucrative. It's 
clearly better to dominate a mediocre market 
than to be a follower in an exciting one — just 
ask any monopolist. Rather than trying to be 
better than the competition with respect to all 
potential customers, many successful service 
companies focus their attention on a smaller 
set of customers. 

By providing these customers with more 
service, or services that are more tailored to 
their needs, these focused players are effec- 
tively the big fish in a small pond. i 
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A look at 
the digital 
lifestyle 
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world is 
moving 
towards 


is about 
music, 
movies, 
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wherever 
you want 
them 











things are little 


WO tech shows kicked off 2005: the 
Consumer Electronics Show in Las 
Vegas, and Apples Macworld Expo- 
sition in San Francisco. In a man- 
ner of speaking, it was the iPod (or 
little things like it) that was the star ofthe shows, 
and the trends in digital lifestyle it represents. 
Speaking of speaking, I’ve spoken a lot 
about the iPod before, and by now anyone 
would be forgiven for wondering what's up. Yes, 
I’m besotted with music players, and the iPod 
I’ve just bought happens to be my third por- 
table player. But when I write of the iPod again, 
it’s really because it has done a lot for one little 
gadget. It's become an icon of a new digital cul- 
ture, it’s at the heart of new and bold marketing 
ideas, it’s an amazing example of design that 
nears perfection, and it has made Apple the 
most talked-about tech company in the world, 
and quite possibly turned its fortunes around. 
At Macworld, first of all, there's the much- 
awaited stage appearance of Steve Jobs. You 
can see parts of it all over the Net. A simple 
search will do it. As if the iPod wasn't loved 
enough already (it rules the digital music world 
with some analysts putting its market share at 
over 92 per cent of hard drive-based players), 
Steve Jobs unveiled the iPod Shuffle, mini-er 
than the Mini. If you pick that up abroad, it 
would cost under Rs 5,000. Provided it's avail- 
able — it's already a sell-out. It's Shuffle because 
there's no choice but to shuffle — that is, to let 
songs play randomly (or in one default order) 
since there's no display. There are 512 MB and 1 
GB models, and they're no bigger than a stick of 
chewing gum with fancy green lights. The Shuf- 
fle synchronizes better than ever with iTunes 
on your PC or Mac, and creates right-sized pl- 
aylists from your favourite songs for the player. 
Apples rivals in the player business are mad 
as hell. Why would you take away functionality, 
and sell that lack of function as a unique propo- 
sition. Enjoy uncertainty, give chance a chance 
— very amusing, but what's the option? Apple 
says, life is topsy-turvy anyway, so do what you 





will. There have been flash-based players that 
are smaller and more feature filled, including 
FM radio and digital recorder. But the Shuffle 
has been priced low enough to get below the 
sweet spot for these players — that makes it an 
impulse-buy which doesn't leave your wallet 
gasping for breath, and could let Apple eat up a 
sizeable slice ofthe flash-player market too. 

Apple also launched a scaled down moni- 
torless, keyboardless, mouseless version of the 
Mac (another Mini). But it wasn't as much of a 
blockbuster as the iPod, though it has a whole 
lot of potential, including for India, depending 
on the eventual price here. 

At Consumer Electronics Show (CES) 2005, 
everyone, even companies that have been 
making motherboards, had little MP3 players 
to display. The portable audio market is set to 
grow this year because these players have been 
changing the way people listen to music, and 
creating new music enthusiasts. Worldwide, 
the market for MP3 players is to hit $58 billion 
by 2008, according to market research firm 
IDC. All this is at the heart of the digital lifestyle 
the world seems to be moving towards — a life- 
style in which not everything is little, but where 
everything is about music, movies, photos, 
wherever you want them. Television was big, 
for instance, including flat panel, plasma, high 
definition; it was very hot technology at CES. 

The keynote that was significant at the CES 
was Bill Gates' annual speech. He appeared 
with Conan O’Brien and there were more than 
afew entertaining moments. As Gates has been 
doing for some years, he talked of how every- 
thing's coming together — devices, the Inter- 
net, the computer — to make your house a 
smart supercomputing, super-entertaining, 
super-convenient digital hub. He has been call- 
ing this the 'Decade of Digital Lifestyle, and 
says it's moving even faster than he imagined. 

Overall, if the shows are any indication, 
2005 sounds like a year of digital technologies 
and gadget gluttony. If that's true — I'll be 
right back. E 
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VER since the Premier Hockey 
League (PHL) started on 13 
January, not more than 1,000 
spectators have come to the 





on the outskirts of Hyderabad, 
barring for the opening match. Only a 
handful of advertisers have displayed 
their hoardings on the ground. And whi- 
le the television rating point data (TRP) 


floodlit Gachibowli Stadium | 


is yet to come in, there's every indication | 


that even ESPN's snazzy live telecasts 
during prime time may not have 
prompted too many curious viewers to 
tune in everyday. Not surprisingly, most 
TV advertisers have stayed away as well. 

On the face of it, the PHL would 
seem a non-starter. But there may be 
another possible way to see it: an inter- 
esting experiment in a country where 
cricket remains a religion. This is the 
first time that a major marketing effort 
has been mounted to revive interest in 
what was once India's national sport, 
before cricket took over the mantle from 
the early 1980s onwards. In essence, the 





PHL organisers — sportscaster ESPN, 
the Indian Hockey Federation (IHF) and 
Leisure Sports Management (LSM), a 
sports management company — have 
taken inspiration from the hugely popu- 
lar National Basketball Association 
(NBA) in the US and thrown in serious 
money behind their idea. 

Consider a few instances: interna- 
tional and domestic hockey players 


have been recruited at hefty fees to play 


for a whole month. Pakistan star Sohail 
Abbas, for instance, gets paid Rs 5 lakh. 
Then, cricketers Sachin Tendulkar and 
Harbhajan Singh along with film 
celebrities Sunny and Bobby Deol have 


been roped in to promote the PHL on | 
TV. The format of the game itself has | 


been altered to make it more interest- 
ing. To grab eyeballs on the telly, ESPN 
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true test 


| has raised the production standards — 


and ensured that audiences see some 
pulsating hockey at prime time. The to- 
tal bill for Year 1: an estimated Rs 8 crore. 

Almost all of this has been picked up 


| by ESPN, which now owns the PHL 


property for the next 10 years. So, even if 
the tournament doesn't make much 
headway this year, ESPN says it will go 
ahead with scale-up plans over the next 
few years, and aims to break even by the 
third year. It remains to be seen if the 
PHL will generate a fan following. But if 
more money comes into the sport, it 
won't benefit just the players. More im- 
portantly, it will boost the moribund 
IHF which will be able to build new in- 
frastructure across the country and spr- 
ead the game. Further, a commercially 
viable PHL will show the way for other 





sports in India, which 
have got used to living 
in crickets shadow — 
how to fight for viewers AC. 

and advertising. So can 

PHL breathe new life into hockey in In- 
dia like Kerry Packer's World Series Cric- 
ket did for cricket in the 1970s? Read on. 


The Birth 


October 2001: S.S. Dasgupta, managing 
director of LSM, a little-known Kolkata- 
based sports management firm, pre- 
sents his idea of creating a national hoc- 
key league to K.PS. Gill, IHF's supremo. 
It's an idea hed been toying around for 
six months. Gill wasn't so easily convin- 
ced. In the past, all such attempts had 
bombed. What was so different about 


PARAMETER (per match) 
Game Duration: 


Commercial airtime: 
Airtime rate/10 seconds 
TV Ratings (TAM): 
Technology-based Advt.: 


Target audience: 


0 


this league? Besides, 
the IHF did not have 
the funds for such a 
tournament, so much 
so that the premier in- 






MAHENDRA SISTLA 


| ter-state national tournament has not | 


been held for thelast three years. So who 
would underwrite the budget? That was 


the big question. However, after a few | 


more months of negotiations, Gill gave 
Dasgupta the mandate to organise and 
market a national hockey league. 

The initial format was based on the 


| NBA. After all, basketball was very simi- 


lar to hockey in terms of pace and strat- 
egy. Once the format was fixed, Das- 


gupta decided to get a buy-in from a | 


broadcaster. Leveraging the power and 
magic of TV was crucial, just as NBA had 


The Premier Hockey League is a daring plan to 
put the zing back into a dying sport in India. But 
advertisers and fans aren't biting the bait — at 
least not just yet. By Aditya Khanna 
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SPORTS MARKETING 


Ready for television? 


CRICKET (ODI) HOCKEY 

8 hours 1.5 hours 

4,500 seconds 1,000 seconds 

Rs 60,000-1 lakh* Rs 3,000-4,000** 
8-12 0.01-0.5 


Virtual spectator, Not explored 
Super Selector, etc. 


Mass Niche (male) 


Note: All figures for India-playing intemational 
matches only; *ESPN rates **DD Sports rates 


in the 1980s. In fact, cricket's rise in the 
sub-continent coincided with the cable 
TV boom. So much so that today, TV ri- 
ghts account for a large chunk of BCCI's 
revenue. Of the Rs 130 crore it earned in 
2003-04, TV rights bought by Doordar- 
shan contributed as much as 35 per 
cent. Once the current deadlock is re- 
solved, BCCI would be earning about 
Rs 300 crore per year from TV rights. 

The biggest reason for cricket's con- 
tinuing popularity hasn't just been its 
star players. It's the world-class produc- 
tion and analysis on TV that allows BCCI 
to leverage the true commercial value 
from advertisers. As for hockey, it isn't as 
if matches aren't telecast live. But with 
the matches being played at noon and 
the abysmal telecast quality, few choose 
to watch them. 

In January 2002, Dasgupta made a 
presentation to top ESPN executives, 
first to production director Raymond 
Hume and then to former managing di- 
rector Manu Sawhney. The ESPN offi- 
cials liked what they saw. And what be- 
gan as a proposal to sell production and 
broadcast rights ended up being much 
more. The TV channel saw the league as 
a potential mass entertainment proper- 
ty, and wanted a greater say in it. As it 
turned out, in late 2004, with the possi- 
bility of losing the BCCI rights till 2008, 
PHL had a strategic role for ESPN. it de- 
cided to buy out LSM’s concept, reduc- 
ing its role to an event manager, and 
agreed to underwrite the entire cost of 
organising the league. ESPN also took 
up the marketing and promotion. An 
entity called PHL Pvt Ltd was formed, 
with IHF retaining 51 per cent and the 
balance with ESPN. With Dasgupta on 
its board, LSM’s presence was ensured. 


The Innovations 


ESPN was now free to tweak the league's 
format, with a series of innovations to 











Ex UPFRONT COSTS 


Appearance fees: Rs 78 lakh international play 
ers like Sohail Abbas will get Rs 5 lakh; 14 others ~ 
will receive 2,500 euros (Rs 1.5 lakh) each. Indian 


players will be paid Rs 15,000-100,000. 


Prize money: Rs 71 lakh — highest in any 






Indian domestic tournament. Winner: Rs 30 lakh. Runner-up: :Rs 10 lakh. 


Organising & logistics costs: Rs 1.9 crore-2. 4 crore Travel/hospitality for 180 . 
players, 50 team officials, media centre, medical teams, on-ground staff and sdmin- 
.  istrators; stadium costs and fees paid to LSM. as event managers. ub 

“ Production and broadcasting costs: Rs 1.9 crore-2.7 crore - P 
Marketing and promotion costs: Rs 1.5 crore-Rs 24 crore 


TOTAL COST IN YEAR 1: Rs 6.8 crore-8.6 erore* 


THE REVENUE UPSIDE 


.. Team sponsorship per year: Rs 50 lakh (Ti ier 1 team), Rs 25 lakh i (Tier 2 team) E 
Revenue in Year 1: Rs 1 crore-2 crore STATUS: Mentos and Western Union have - 


signed up a Tier 1 team each; 8 teams don't have sponsors yet-— - negotiations on. 
Associate sponsorship: Rs 1.25 crore per year" STA TUS: ae Negation i 


- have begun for next year. 


Separate airtime revenues: Unlikely** STAT "US: Most of the airtime is being 
clubbed as part of title/associate/team sponsorships. | 
Title sponsorship: Rs 11.5 crore for 3 years STATUS: 'Ubtikbly Negotiations on 
with Sahara, Hero-Honda, LG and Reliance for next year. 

Merchandising rights: 5-year deal STATUS: Adidas has signed up. | 
Medical rights: Apollo Hospitals Media rights: Deccan Chronicle & Dainik Jagran 


TOTAL REVENUE IN YEAR 1: Rs 1 crore-2 crore (plus in-kind partnerships]. 


*Organising, logistics and broadcasting costs will rise dramatically. next year. since the number of venues 
will increase to 4 and number of matches will rise to 90. Costs on players will also rise with 25 new Eu- 


ropean players and more teams. 


**Total potential airtime revenues can be calculated assuming à maxi- 


mum of 1,000 seconds of airtime for each of the 20 live broadcasts; average : airtime rate would be Rs 
2,500-5,000 per 10 seconds. Note: Merchandising, medical and media rights are in-kind d agas | 


make it more exciting for viewers. One 
obvious area of focus was to improve the 
standards of hockey. For this, it brought 
in nearly 15 international players. If the 
German and Dutch indoor leagues had 
not coincided with PHL, there would | 
have been many more foreign players. 

ESPN then came up with the idea of 
city-based team structures like the 
Maratha Warriors, Bangalore Hi-Fliers 
and Sher-e-Jallandhar. The thought: 
evoke pride among regional communi- 
ties, so that they begin supporting their 
team. ESPN hopes that even regional 
advertisers would want to be associated 
with the teams of their region. 

Cricket has an innate advantage: the 
time between overs and during fall-of- 
wickets allows ample commercial time. 
For PHL, such revenue opportunities 
were made by introducing four quarters 
of 17-and-a-half minutes each (instead 


| 
| 


of two halves of 35 minutes each), and 
by giving teams the option of time-outs. 

Still, the existing hockey infrastruc- 
ture poses a big problem. Out of the 28 
astro-turf venues in the country, the 
Gachibowli Stadium is the only floodlit 
venue. (Holland has close to 450 astro- 
turf surfaces.) That meant that the five- 
week long tournament had to be held 
there. All the main league matches 
would be telecast live at prime time (8 
p.m.) to maximise opportunity for view- 
ers to tune in. The live broadcast, replete 
with 12 different camera angles and 
plenty of analysis, is very similar to that 
of any major cricket tournament. And a 
high-decibel marketing campaign is on 
air to drum up interest in the PHL. 

But why isn't the marketing hoopla 
working yet? The reason: most potential 
advertisers are adopting a wait-and- 
watch attitude. As a result, the title spo- 


BUSINESSWORLD 54 31 JANUARY 2005 





m nsorship- as i Well à as à majority of the 
- team sponsorships remain unsold even 
>E aweek after the tournament started. 
I Hectic negotiations are on to salvage the 


situation. But advertisers say the costs 
are far too high. Says. a senior executive 


. ofaleading media buying company in 
. India: "There isn't a consensus on the 
» valuation. of the property." | 


A 10-second spot, during a one-day 


international featuring India, costs 


.. Rs60,000 -100,0 000 which can fetch TRPs 
. of 8-12. ESPN, on the other hand, began 


selling airtime at roughly : a fifth of the 


J value of cricket, despite media buyers’ 


doubts that the TRP of PHL matches 
would even touch 1. Says Salil Kapoor, 


.. marketing head, LG: “The cost per rat- 
ing point is extremely high. We aren't 


confident of the success of this league. 


Cricket will give us a much better ROI 
. (return on investment)" E 
- keterslike Gillette, 
. rather spend their monies on the Indo- 
^. Pak cricket series around the corner. 


Even mar- 
ILLand Pepsi would 





PHLhas, however, found team sponsors 


. like Mentos (Perfetti) and. Western 
. Unionaswellasa merchandising spon- 
- sor in Adidas, which provides the kits to 


players in exchange for the right to sell 
PHL merchandise through its outlets. 


The Way Forward 
So will the PHL be able to come out of 


—. the woods? Some additional advertisers 


will come on board in the middle of the 
tournament but only after hard bar- 
gaining, say sources. ESPN plans more 
innovations for PHL in 2006. By this 
year-end, Delhi, Chennai and Chandi- 
garh will also have floodlit astro-turf sta- 
diums, allowing the organisers to tap 
the game's popularity up north. Says 
R.C. Venkateish, managing. director, 
ESPN Star Sports: "Hockey is popular in 
most parts of India, especially in the 
north and south. There is potential to 
create emotion amongst these regions 
and cities." The plan is to extend the du- 
ration of PHL from five weeks to 20-25 
weeks, similar to the leagues abroad. 
The trading system may also be tried to 
allow sponsored teams to buy players 
from one another, and raise the com- 
mercial value of teams. Then there is a 
plan to install camera chips in players' 
shoes, so that TV viewers get closer shots 
of the action. The script for hockey’s re- 
vival could well just be beginning. Œ 
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Ultra low voltage Intel Pentium 
1.1 GHz with Centrino Mobile 
Technology 

768 MB, 40 GB HDD 

DVD/ CD-RW, W LAN & 

Web Camera Built-in 
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The Businessworld Mega B- -School Guide. An. introduction to the world of B- Schools i in 2005. In association 








with Princeton Review, world: leaders in test preparation, it includes information. on Indian and international 





B-Schools. Lets just say, that as fat as business school doors are concerned, this book works like a skeleton key. | 


Contents: " 

* Tips on GMAT and entrance tests of Indian B-Schools. 
* — Listings of Foreign and Indian B-Schools. 

* — Financing a foreign MBA. 

* — Dean interviews and fact sheets. 


. Campus Reports and much more. 
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Roses Retreat at Valley View Estate comes to you at a never before pr 


of Rs. 31* lakhs for 4 bedroom apartment. It sets a new standard 
gracious living with exotic landscaping and lush greenery. Backed by 
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the place bustle with the good life and acti 
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-businesses like ore t ) 
he year gone b sy was an | explosive one for the real 
T estate sector in India. Malls, multiplexes, office 
buildings as well as housing complexes mush- 
roomed in not only metros like Delhi, Bombay, Chennai, 
Kolkata and Bangalore but also in smaller cities like 
Ludhiana, Jaipur, Kochi and Hyderabad. 
A combination of factors is responsible for the boom. 
With the growing affluence of middle-class India, a 
house has become increasingly easy to buy, besides 
being a safe and good investment. Then, the entry of 
new businesses such as BPOs and R&D centres have 
created demand for commercial complexes. Also, the 
growth of businesses like retail and entertainment 
zones have seen malls, shopping plazas and multiplexes 
come up everywhere. 





The suburbanization of cities 


One of the most important factors be- 
hind the building boom in the country is 
the suburbanization of big cities. As an 
analyst with international property 
consultancy, Cushman and Wakefield 
points out: "All the major cities in India 
are witnessing a high degree of 
suburbanization." With state govern- 
ments finally waking up to the need of 
infrastructure development and ensur- 
ing better road connectivity and ameni- 
ties in the suburbs, it's suddenly become 
very attractive to live in the suburbs. 
Adding to the appeal are the interna- 
tional quality residential flats coming up 
on the outskirts of towns with ultra mod- 
ern facilities like Jacuzzis, swimming 
pools created by private builders like 
Tata Housing Construction, Godrej Prop- 
erties, Ansals, Rahejas, Unitech and oth- 
ers. 

The fancy residential complexes com- 
ing up in areas like Gurgaon, Noida and Indirapuram on 
the outskirts of Delhi and in Powai and Navi Mumbai 
have, in turn, led to social infrastructure such as schools, 
medical facilities and colleges too being set up in the 
areas, fuelling the growth further. Most of these 'town- 
ships' coming up in the suburbs have an open and clean 
ambience with green lungs created to give a healthy 
environment. 

And the trend of private builders creating self-con- 
tained townships is not restricted to big cities alone. As 
Aditya Wadhera, general manager (marketing), Ansal 
Properties and Infrastructure, points out: "We are creat- 
ing Sushant cities in towns like Sonepat, Panipat, Jaipur 
and Lucknow." Deepak Kapil, director, Niho Constructions 
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adds that the growing demand for good housing is 
inspiring private builders like him to move to smaller 
towns. 

In cities like Bangalore and Hyderabad, the trend of 
suburbanization has actually come about because of new 
industries like ITES opening shop in the outskirts of towns. 
Suddenly whole new townships are coming around these 
fancy offices as people try and be as close to their work- 
place as possible. 


Easy finance options 


The other factor that has led to a spurt in real estate 
development is the easy availability of housing loans 
and the softening in interest rates. After showing signs 
of firming up, touching 
7.75 per cent in August 
2004, the floating in- 
terest rate on home 
loan has come back 
again to 7.25 per cent. 
Bankers say that 
these rates will con- 
tinue to remain soft in 
the coming years, fu- 
elling growth. 

Also, the government's 
budget policies which 
saw the housing sec- 
tor emerging as one of 
the best avenues for 
tax savings, has been 
a contributory factor. 
As a property consult- 
ant points out: “Ear- 
lier, a house used to be 
a retirement target for 
most middle-class In- 
dians, but now double- 
income salaried 
couples start planning a home soon after marriage it- 
self." 

According to a private builder, the maximum demand is 
for housing in the range of Rs 15 to Rs 30 lakh as loans 
are easily available and can be paid back in no time. 
Besides which, there are incentives for people to avail of 
loans, as a self-occupied house bought with a loan can 
earn a lot of tax rebates for the owner. You can get a 
deduction on the interest on capital borrowed up to a 
maximum of Rs 1.5 lakh. 

Indeed, for this reason, most of the buyers are end-us- 
ers, though now a lot of people are investing in property 
per se as it is perceived to be the safest avenue to put 
one's money in. He also points out that nowadays most 
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A NEW PERSPECTIVE. 





Godrej Properties- brings 
a new perspective to real 
estate. Having inherited the 
Godrej Group's vision of 
professional and ethical 
business practices, Godrej 
Properties has developed over 
6 million square feet of quality 
residential and commercial 
real estate. It goes to show 
what happens when you see 
things differently: Your 


business goes sky high. 





Godrej Properties 






Dattaram/Godrei-os 


couples upgrade to a bigger home after five years, thereby 
continuously creating demand in the market. 


The price factor 


In 2004, those who dabbled in property made a killing as 
prices escalated by as much as 30 to 100 per cent in cities 
like Delhi and Bangalore. Take Gurgaon, where a 1600 sq 
ft apartment jumped from Rs 20 lakh in early 2004 to Rs 
40 lakh by the end of the year. In Mumbai, prices did not 
rise as much, and even witnessed corrections in some 
places, but overall there was buoyancy in the market. 
For instance, prices in areas like Worli, Cuffe Parade 
and Malabar Hills saw some correction but in suburbs 
like Santacruz, Andheri and Bandra prices firmed up by 
5 to 10 per cent. 


Trends for 2005 


Industry watchers predict that the real estate market is 
going to continue to be buoyant for at least the next 
three years. However, although the growth will continue, 
there will be some correction in the prices, which esca- 
lated so dramatically in 2004. And the coming years will 
see a period of consolidation, with many of the me-too 
kind of players who entered the market falling by the 
wayside and the genuine players gaining in strength. 
Most analysts feel that government policies will remain 
friendly towards investment in real estate. For instance, 
the hosting of the Commonwealth Games in Delhi will 
have spin-off effects for the eastern suburbs like Noida, 
Indirapuram and Greater Noida which will see phenom- 
enal infrastructure development. 

Indeed, infrastructure development is the key to growth. 
And since most states are now committed to providing 
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better infrastructure in terms of better roads, electricity 
supply and water supply, it’s only good news for real 
estate development. In fact, in many a place, private 
builders are forming consortiums and associations to 
lobby for better infrastructure in the areas they are de- 
veloping and these are paying off. 

Although the economy is buoyant and MNCs are enter- 
ing India with more development centres, the builders 
themselves see the major growth coming from housing 
rather than commercial complexes. Delhi alone has de- 
mand for 2 lakh more homes, says a builder. Others are 
scenting growth in smaller cities and heading there to 
create quality homes. 

Clearly, as real estate development moves into the next 
phase, India’s urban landscape is going to see a sea 
change. For many, aspirations to own the ideal home 
will turn into concrete reality. 
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Kishore Biyani 
MD, Pantaloon 


Iam reading RE-IMAGINE! Business 
Excellence In A Disruptive Age by 
Tom Peters. He is a management 
writer whose work I find particularly 
insightful. The book is written in a 
very unusual style. It imaginatively 
captures the changes taking place in 
society and at the workplace, and 
how businesses should respond to 
these. I would certainly recommend 
it to everyone who is interested 

in how things are changing in the 
world around us, which we may 
sometimes overlook, or may not ap- 
preciate the significance of. 

I read a fair bit, usually manage- 
ment and self-help books. Most of 
my reading happens on weekends, or 
in the car commuting to work. E 


ALERT 


A Matter Of Taste 
Edited by Nilanjana S. Roy 
(Penguin) 





THIS is as varied a buf- 
fet as you can hope 
for. Nilanjana Roy has 
foraged far and wide to 
put together a literary 
( feast. The food is just 
incidental though, the 
faintest seasoning in a 
platter of eclectic writing. You 
have excerpts from Mahasweta 
Devi's Bitter Soil, P. Sainath's 
Everybody Loves A Good Drought 
and R.K. Narayan's The Guide 
which are a Barmecide's feast as 
far as food is concerned. But 
that's the exotic stuff; the plain 
fare comes from those who write 
regularly on food or dining out. ll 

















RAVI S. JISHNU 





HEN communist China 
opened up its economy in 
the late 1980s, the rest of 
the world began to drool. 
To western businesses, it 
was a market of over a bil- 
lion consumers, which translated into 
volumes that could not be achieved 
elsewhere in the world. 

However, companies across the 
globe have discovered that it is not a 
simple equation of a good business 
strategy coupled with huge equalling 
profits. Setting up and operating a busi- 
ness in China, nearly a decade and a 
half after its opening up, can still be a 
nightmare given the lack of information 
on the country's business environment. 

For a first-timer in the Middle 
Kingdom, the The Chinese Tao of 
Business is invaluable. It offers excellent 
insights on the moral, legal and social 
philosophy of the Chinese. The book 
discusses the effects of the teachings of 
Lao Tzu and Confucius on the Chinese 
way of thinking, and from that, explains 
how the Chinese business drivers differ 
from western free markets. It also 
emphasises the importance of the 
Chinese network system in which busi- 
ness transactions emerge from person- 
al agreements and not contracts as in 
the rule-based systems of the West. 

After three visits to South China and 
a fairly successful business developed 
there, I can vouch for the importance 
of the network; selecting 
the right partner was a 
critical element in our 
strategy to crack a relat- 
ively unknown mar- 
ket. The person we 
decided to partner 
with was from an 
old Chinese family 
with the right con- 
nections in the 
industry and in the 
administration. His 
knowledge of the 
system, coupled 
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with a western education and a stint 
with an MNC, made him an ideal 
choice. He understood the needs of 
foreign businesses. 

Guanxi, or establishing relation- 
ships and connections in China, can 
make or break your business. Trad- 
itional Chinese family networks are 
based on clan, dialect or location, while 
the government network depends on 
membership of the Communist Party 
(CCP) and the post that the member 
occupies. Business networks can draw 
on either of these. It is necessary to 
know your partner's effectiveness with- 
in the network and across networks to 
support your projects. 

Its no surprise, therefore, that 
MNCs, successful elsewhere in the 
world, were unable to use their highly 
successful business models in China. 
Their initial inability to comprehend 
the importance of Guanxi and Li 
(respect for age, hierarchy and authori- 
ty) have forced them to rethink their 
strategies and, in some cases, to alter 
their business methods. 

In China, Amway sells its products 
through a retail network, unlike in the 
rest of the world where it uses network 
marketing. Yahoo! also has voluntarily 
agreed to sign a pledge to stay clear of 
subjects taboo to the Chinese authori- 
ties in its attempt to cultivate Guanxi 
with the government. 

As anyone who has had business 
dealings with this behemoth knows, it is 
extremely difficult to get accurate and 
authentic information 
about Chinese markets 
and their potential. This 
is a landmine, which 


THE CHINESE TAO 
OF BUSINESS 


The Logic Of Successful 
Business Strategy 

By George T. Haley, 
Usha C.V. Haley & 

Chin Tiong Tan 

John Wiley & Sons 
Pages: 329; price: $19.95 
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GEORGE T. HALEY is professor 
of marketing and international 
business at the University of 
New Haven in the US. He is 
consultant for corporate exec- 
utives and policy-makers. His 
expertise is in Asian and 
other emerging economies 





CHIN TIONG TAN is a manage- 
ment consultant who has 
worked with companies like 
Standard Chartered Bank and 
Motorola. He is on the board of 
several Singapore firms and is 
also the provost of Singapore 
Management University 


even the best of companies can find dif- 
ficult to negotiate. The authors warn 
that most statistics, especially govern- 
ment information, is often unreliable. 
They take two examples to highlight the 
dangers of wrong projections. 

Foster's, the world’s fourth largest 
brewer, invested $150 million in China, 
based on statistics which showed China 
to be the world’s second largest beer 
market with an annual growth of 20 per 
cent over the last decade. Later, Foster's 
learned to their dismay that most of 
China's beer consumption was of low- 
cost alcohol; the premium segment 
which Fosters was banking upon was 
less than a tenth of the total! 

The company could not persuade 
Chinese consumers to pay five times 
more for their brands. After losing 
over $50 million in three years, Foster's 
wrote off the entire investment and 
exited China. 

Similarly, the Japanese supermarket 
giant Yaohan decided to open 1,000 
supermarkets in China based on overly 
optimistic projections. A year later, they 
filed for court protection. This book 
gives pointers on how to go about 
evolving your own methods of collect- 

















ing and validating infor- 
mation, so you can make 
the right choices. 

The difficulty in tak- 
ing legal recourse in 
China should no longer 
come as a surprise to 
investors. It is well known 
that there is no code- 
based legal system and 
courts follow the govern- 
ments directive — forc- 
ing many companies to 
seek mediation and out- 
of-court settlements. 

There is the case of 
Pepsi, which was forced 
to go for international 
arbitration in Stockholm 
when its Sichuan joint 
venture with a govern- 
ment-nominated partner 
ran into trouble. There is 
an interesting footnote to this case: 
favourable judgements are not given 
priority for enforcement, and can, 
instead, result in subtle pressure tactics. 
Pepsi started receiving regular visits 
from the State Administration of 
Taxation, Customs and others after the 
case was filed. 

Ultimately, the Tao of success in 
China, it appears, is the right choice of 
partners. To quote the authors: "In 
Chinese societies generally, it is individ- 
uals, not organisations or companies, 
who own the franchises of trust and up- 
rightness." These are not concepts that 
are alien to the Indian businessman. 
China offers many parallels to doing 
business in the Indian subcontinent. 
Here, too, success depends on one’s ab- 
ility to network and influence decision- 
makers, as some big names in Indian 
industry have shown. 

While the book provides valuable 
insights of Chinese business practices 
and China's environment, it seems that 
the authors are labouring on the point 
of networking too much. E: 


USHA C.V. HALEY, consultant 
on strategic management and 
FDI with global corporations, 
is professor of management at 
the University of New Haven. 
She has written six books on 
Asian business and is widely 
quoted in business media 


Ravi S. Jishnu is with ACG, which 
has business interests in China 
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Taken for a 
Wall Street ride 


HE machinations of Wall Street's 

best known investment firms no 
longer shock. There have been 
enough investigative reports in the 
popular media, not to mention the 
many titles that have exposed the 
greed and grubby morals of the 
firms and their high-profile analysts. 
Yet, BLOOD ON THE STREET by 
Charles Gasparino (Free Press) is not 
really what its subtitle claims: 'The 
Sensational Inside Story of How Wall 
Street Analysts Duped a Generation 
of Investors.' 

Readers of The Wall Street Jour- 
nal are already familiar with reports 
by Gasparino, who broke the scandal 
about the shady practices of re- 
search analysts who 
issued highly inflated 
stock ratings of com- 
panies in return for 
kicking back busi- 
ness to them. The 
book zooms in on 
three key players, 
all outsize person- 
alities who domi- 
nated the invest- 
ment of the 
1990s: Salomon 
Smith Barney's Jack Grubman, one 
of the highest-paid men on Wall 
Street; Merrill Lynch's Henry Blodget, 
who was the oracle of the research 
pyramid; and Morgan Stanley's Mary 
Meeker, the Queen of the Internet, 
who foresaw the market catastrophe 
but failed to prick the crazy bubble. 

Also indicted are other figures 
like Citigroup CEO Sanford Weill and 
former SEC chairman Arthur Levitt, 
who allowed deceptive practices to 
fester and grow. An example: Grub- 
man upgraded his rating of AT&T in 
order to help his firm, Salomon, land 
part of a huge stock deal with AT&T. 

Gasparino's stories spurred New 
York State attorney-general Eliot 
Spitzer to launch an official probe. 
The book gives more revelations, in- 
cluding previously unpublished de- 
positions and email exchanges. It is 
also the first major account of 
Spitzer's rise to prominence. 

The best thing about the book is 
its racy style which imparts fresh ap- 
peal to a known tale. m 
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AST week the finance minister shared front- 
page headlines with the governor of the Re- 
serve Bank. Y. Venugopal Reddy, in his inim- 
itable bureaucratise, said: “A view needs to be 


taken on the quantity and quality of FII in- | 
flows. While quotas or ceilings, as practised by certain _ 


countries, may not be desirable at this stage, there is merit 
in our keeping such an option open and exercising it se- 
lectively as needed, after due notice to the FIIs.” As 
he said these words at the Indira Gandhi Institute of 
Development Research, telephone lines relayed his 
weighty words to Nariman Point, and the Sensex came- 


tumbling down. As soon as he heard about it in Delhi, | 


the finance minister announced: "I am quite clear in 
my mind that there is no 
question of taxing FII inflows." 
To make sure that Reddy did 
not repeat himself, Mr Chi- 
dambaram added that in the 
governors view, taxing FII 
inflows was not effective at 
all. The next day he repeated, 
this time on the sidelines of a 
seminar on water manage- 
ment, that he had no plans to 
tax foreign investment inflows. 

Mr Reddy was not talking 
off the cuff; he had obviously 
put some work into his speech. 
He talked about reviewing the 
eligibility of FIIs, assessing 
risks involved in various port- 
folio inflows, the 'know-your- 
investor' principle and closer 
monitoring of FDI. He expressed concern about round- 
tripping (that is, domestic investors sending money 
abroad and bringing it back in the guise of foreign invest- 
ment) and about portfolio investment reducing foreign 
greenfield investment. Mr Chidambaram may have si- 
lenced Mr Reddy, but he certainly cannot stop him from 
entertaining dark forebodings about volatile money com- 
ing from shady FIIs. 


putting some ofhis other threats into action. For instance, 
the governor could institute a machinery that would 


require banks to give far more information on invest- | 
eign investors’ best friend. The major problem is that a rift 


ment inflows, and thus obstruct or slow them down. He 
could start interfering in Sebi's registration of FIIs. 
Although less draconian than FERA, the Foreign Ex- 


change Management Act gives the Reserve Bank many | 


ways of being obnoxious. 
This is not the first time that the finance minister and 


the governor have differed. A circular issued by the RBI | 








The RBI governor could not be 
so openly independent of the 
finance ministry unless he had 
the PM's support. Does he? 








| 
| 
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three years ago required private banks to get its permis- 
sion before they could sell 5 per cent or more of their 
shares to a foreign direct investor. Soon thereafter, the 
Dutch ING group raised its 20 per cent share in the equity 
of Vysya Bank to 49 per cent; RBI has neither approved 
nor disapproved this acquisition, and ING's shareholder 
rights remain undefined. This October, the finance minis- 
ter proposed that foreign banks should be allowed to buy 
10 per cent of an Indian bank's equity every year — the im- 
plication being that they should be allowed to take control 
in five years. It is difficultto imagine a more divergent view 
from the Reserve Banks position. 

This situation could not have arisen in any previous 


| government. While many governments have given auton- 


omy to their Central banks, the 
Reserve Bank has been clearly 
and unquestionably subordi- 
nate to the finance ministry in 
our administrative architec- 
ture. Rangarajan would not 
have dreamed of making the 
statement Reddy did without 
the then finance minister 
Manmohan Singhs go-ahead. 
Dr Manmohan Singh was 
fully in charge because Nara- 
simha Rao made him so. The 
public differences between 
Reddy and Chidambaram 
suggest that Reddy feels, 
rightly or wrongly, that he has 
the Prime Minister’s support. 
The Prime Minister was once 
governor of the Reserve Bank 
himself; and the Reserve Bank has an uncanny knack 
for brainwashing its governors. Whether they were re- 
formers or socialists before, they all become control- 
freaks once they are ensconced in the governor's seat. So 


| itisnotan unreasonable assumption that Dr Reddy and 
Dr Singh think alike. 


If that is so, we have two problems. The minor one is 


| that every once in a while the governor and the finance 
Worse, the finance minister cannot stop him from | 


minister will make divergent statements, and the Prime 
Minister will have to cap the controversy by means of 
some meaningless and soothing words. In the present cir- 
cumstances, for instance, he cannot but say that he is for- 


is emerging in economic policy. The immediate issue 
concerns the exchange rate and reserve accumulation. 
The finance ministry would rather the rupee was appreci- 
ated; the Reserve Bank would rather cap foreign portfolio 
investment. This rift is unhealthy; the Prime Minister 
should remove it instead of temporising. gi 
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IBM recommends Microsoft® Windows" XP Professional for Business. 





Put a solid barrier between your wireless PC and 
thieves. As the world's most secure wireless PCs, these IBM wireless ThinkPad® 
notebooks offer an added layer of data protection - a vault-like combination of a built-in security 
chip and sophisticated data encryption software. In fact, it’s so advanced, it actually makes data 
unreadable if tampered with. And only IBM offers PCs with this level of security as a standard 
feature. Plus, Intel® Centrino" Mobile Technology and on-the-fly folder encryption ensure that 


users can work wherever they please, knowing that their data will be protected. No matter 


who's lurking around. Instead of a welcome mat. 


Embedded Security Subsystem. 
Only on a ThinkPad. 


Call 1600 443333 or visit ibm.como(/in/tpdecision 


to buy direct, locate an IBM reseller or for more information. 
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IBM ThinkPad R51 notebook 
(Part No. 2887KQ1) 


Distinctive 


IBM Innovations 
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Features 


Price 


IBM Rescue and Recovery™" 

- Push-of-a-button data backup and recovery 

Access IBM 

- |BM help at your fingertips 

IBM Active Protection System? 

- |nstant data protection when you're on the roa 

IBM Embedded Security Subsystem? 

- Most secure protection for your data 

IBM Access Connections Software 

- Switch between wired and wireless environmt 
with ease 

System Migration Assistant! 

- Migrate data from old PCs to new IBM PCs w 
reduced downtime 


Intel® Centrino" Mobile Technology 
Intel® Pentium® M Processor 1.6 GHz 
Intel® PRO/Wireless Network Connection 802.11b/( 
Microsoft® Windows” XP Home 
Intel® 855 GME Chipset 
256 MB DDR RAM (333 MHz) 
40 GB HDD 
DVD-CD/RW Combo Drive 
64 MB Shared VRAM 
ThinkLight Keyboard Light 
UltraNAV (TrackPoint+Touch Pad) 
Ultrabay 
38.1 cm (15 inches) TFT monitor 
1 year customer carry-in limited hardware 
global warranty 


Rs. 68,990/-* 
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24x7 connectivity. Endless possibilities." | 


APLC-  Restorable and. redundant. 


4 ys (Bandwidth on all undersea cables nog India, 








International Private Leased Circuit (IPLC) consortia of cables coming into India that gives you unmatched redundancy — 

At Tata Indicom, we are fully aware that uninterrupted business and restorability options. Our alliances with over 80 Carriers give you 
connectivity is as critical to a global business as water is to fish. Or a wider reach. Our International Business Group has numerous offices 
maybe more. across the globe so you have the convenience of a single point of 

That's why we offer secure, hi-speed point-to-point networks, which contact for even the distant-end half circuit. Add to this, our VSNL 
compress geographical barriers, dissolve pin codes and carry your data legacy as pioneers of the internet in India, coupled with our gigantic 
and voice to any remote corner of our planet. We also offer a plethora domestic infrastructure. And it becomes clear how we deliver to our | 
of customised end-to-end connectivity solutions that let you stay in clients complete end-to-end manageability with a single touch point. | 
touch with your global business partners on a 24x7 basis. 

All this is possible thanks to a world class infrastructure, which is To find out more about connectivity solutions that can make 
light years ahead of competition. For instance, besides our network of the whole world your playground, call Tata Indicom Enterprise 
wholly owned undersea cables, we have a presence on all the international Business Unit at *91-22-56644000. | 
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Tata's R&D 


Q Extending the Tata brand 
to Bangladesh and South 
Africa exemplifies the sort of 
constructive aggression that 
Ratan Tata is known for. He 
is also showing that same 
aggression in the sheer 
amount of R&D he is putting into the 
Rs 1 lakh car! 

With India so far behind China in manufacturing, research could 
become the key to Indias success. More focus should be given to 
research and development in all sectors, but especially in manu- 
facturing. With the educated population that India has, this is not an 
impossible strategy. 


Gunjan Arora, posted on BW website 


SUCCESS FORGONE 
It is sad to see the educated and privil- 
eged Ambani brothers tearing their fa- 
ther' business to bits. Dhirubhai Am- 
bani built the business from nothing 
when he was young and uneducated. 
Reliance could have made it to the 
top of the charts; it could have been 
India’s world beater. Neither brother 
alone will see the calibre of success that 
they would have seen together. 
Kunal Shah, via email 


A RS 1 LAKH TRAFFIC JAM 

Does India really need a Rs 1 lakh car? 
(‘Ratan Tata Speaks On..., BW, 24 
January) The reason why many two- 
wheeler owners have not upgraded to a 
car (in spite of easy financing) is not 
because of its purchase price, but be- 
cause of its high running cost. With 
increasing fuel prices, and cities bec- 
oming bigger (meaning more fuel con- 
sumption per day) and more conges- 
ted (two-wheelers congest roads less 
than cars), we need to ask whether we 
are focusing our best design and devel- 
opment efforts in the right direction. 

If I were in Mr Tata's position, I 
would have looked at an alternatively- 
powered public utility vehicle that can 
carry 10-12 people at a time. I am sure 
the cost, technology and design issues 
would be equally challenging, but it 
would go a long way in providing 
cheap, reliable and quick transport. 
The 'shared ride' concept, where a large 
vehicle picks up and drops off 
people in many locations for a 
nominal fee, is starting to be 

accepted as a new form of mass 
transit. We should not get stuck 
with the 'passenger car 
concept that is more suitable 
for countries with low 
population density. 
Harshan Ramadass, via email 


— 


Write in at 
editor@bworldmail.com 





FAWNING COVERAGE 
Cognizant is undoubtedly shining, 
and its employees are proud to be 
associated with it (‘The Next Star’, 
BW, 17 January). However, I think your 
story sounded more like PR selling 
rather than a critical look at Cogni- 
zant's business. The story of Agile, 
for example, is a classic example of 
this kind of PR tone. Your story on 
Premji a few weeks back also had a 
similar tone. 

Jagan, via email i 
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While you mind your business, 


Managed Data Network Services (MDNS) 

At Tata Indicom, we are aware that if managing your business is your 
forte, providing integrated telecom solutions for your business is ours. 

A fact that is borne out by our long list of highly satisfied global 
clients, for whom we have developed connectivity solutions to suit 
virtually any business need. Our combined expertise across all platforms, 
coupled with an array of MDNS services like Frame Relay, ATM and 
MPLS helps ease information bottlenecks and allows greater control. 
Our secure and scalable LAN / WAN interconnections also let you 
transfer data with almost robotic efficiency. Thus, giving you faster 


business connectivity and more efficient decision making. 
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we manage your/network. 
MDINS/acroés All/plátforms s KR. AT Miand MPLS. 


Supporting all this is a carrier class end-to-end domestic and 
international infrastructure with the highest possible SLAs. Supplemented 
by offices and teams spread across the globe and backed by partnerships 
with world leaders like AT&T and NTT. Giving you access to our 
state-of-the-art managed network connectivity options and the flexibility 
to grow as per your business demands, thus optimising the total 


cost of ownership. 


If you want to know more about how our telecom network 
can help you manage your business better, call Tata Indicom 
Enterprise Business Unit at *91-22-56644000. 
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Look Like? 


Will finance minister P Chidambaram 


m 





present another Dream Budget? Will there 
be a hike in tax rates? Will exemptions be 
done away with? Will service tax rates be 
hiked? Post-Budget, what will the 
investment climate be like? Will the cost of 
living go up? From the man on the street to 
corporate honchos, everyone is eager to 
know. BW gets behind the scenes to give 
you an early glimpse. 


Income-Tax The I-T department is 
going hi-tech to make life easier for the tax 
payer, and tougher for the evader. 


DINESH KRISHNAN 





Stock For Space 


Bennett, Coleman & Co., has 
swapped advertising slots in its 


of its potential advertisers, hoping to 
cash in when they go for their initial 
public offering. 


« Samir Jain: Will the gambit pay off 
in the long run? 





Sebi Chief Contrary to expectations, Sebi chairman | 


G.N. Bajpaiis in the reckoning for a second innings. Can he 
beat the other heavyweights in the fray? 


Novartis CEO (Pharma) Thomas Ebeling says the 
challenge in India is to make drugs affordable to more people. 
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publications for equity stakes in some | 
| cause its own prosperity was 
| based on rampant piracy. He has 


. developing countries. 








Living With Piracy 
American historian Doron Ben- 


Atar says the US stand on Intel- 
lectual Property is hypocritcal be- 


some radical prescriptions for 


Doron Ben-Atar: Exposing the p 
original IP pirates 





Holcim The Swiss MNC’s entry into ACC was the 


largest FDI in India. How it will impact the cement industry. 


Interview Robert Pozen, chairman, MFS Investment 
Management, talks to BW about the global pension crisis. 
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Wandoor in Andaman is a picture of poor development « 


The Andaman and Nicobar islands were in deep trouble even 
before the tsunami struck. As reconstruction begins, the 
authorities would do well to avoid repeating past mistakes. 


66 Bookmark An academic tome that addresses rural 
employment. And, the autobiography of Dina N. Malhotra. 





COMMENT 
24 Ashok V. Desai The BJP5 policies, 


designed to protect domestic industrialists from 
foreigners , also hurt Indian shareholders. 


ECONISHAD 
30 Niranjan Rajadhyaksha Neuro- 


economics could be a godsend for consumer 
research. But can it better the market? 
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50 Subroto Bagchi Respecting people 
with disability doesn't come easily to Indians, 
and comes far less easily to people in business. 
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Q&A with Paul Herrling, head (corporate research), 
Novartis, on the potential for partnership in India. 





Interview with Prof. Barry Eichengreen of the Univ- 
ersity of California, Berkeley, on the falling dollar. 







Stock Sense: Three forces that could trigger stock 
prices. And why the sub-plots in the market matter. 
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| well targeted social security 
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-Run-up to the Budget 


N the last two decades, three finance ministers intro- 
duced new ideas in economic policy making. The first 
was V.P. Singh who fleshed out the idea of a long-term 
fiscal policy — that Budget making was more than just 
selective duty hikes and reductions. Then came Man- 
mohan Singh, who used his Budgets in the early 1990s to re- 
cast the role of the government. Then there was P. Chi- 
dambaram, who under a Third Front government, proved that 





| direction change in economic policy making was irreversible 


and also that reasonable tax rates did not militate against re- 
sponsible management of government finances. 

Will Chidambarams next Budget be remembered by pos- 
terity? It will be, if he lays the foundations of a welfare state 
without making a mess of government finances. He can do 
that if he cuts a swathe through 
existing inefficient subsidies and 
programmes, and uses the sav- 
ings to start a well thought out, 


Businessworld 


mechanism. 

Businessworld has had the 
tradition of doing a pre-Budget 
story, built around a single issue 
of significance. This year, con- 
tributing editor Anjuli Bhargava 
goes behind the scenes to un- 








| derstand the factors shaping the 


Budget and how they may translate into taxation measures. 
"Companies that are too dependent on exemptions should get 
ready for a few shocks," says Anjuli. 

At the World Economic Forum in Davos, Switzerland, 
where I happen to be currently, the world's business leaders 
seem to be in a cautiously optimistic mood. The surprise was 


>. | the two most important issues they picked up for immediate 
| attention: poverty and equitable globalisation! The cynics will 


dismiss these as mere words signifying nothing, but I believe a 


| number of developments, including September 11 and cli- 


nate changes, have made the world more conscious of our 
interdependencies and the need to tackle global problems on 
a global level. We will have to see how this translates into ac- 
tion, but the unprecedented global response to the tsunami at 
the individual level is an indication of the thinking. 

During the next few weeks, when I will be away, my 


| colleague and executive editor Prosenjit Datta will be writing 
this letter. 


F^ 
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TONY JOSEPH, EDITOR 
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HEMANT MISHRA 


A second 

innings 
W speculating over who will 

win the race for the post 
Board of India (Sebi) chairman, a 
little birdie from Delhi tells us that 
extension/ reappointment. Others 
in the reckoning are: IDBI chairman 
Bhave, NSE's Ravi Narain and the 
finance ministry's Jaimini Bhag- 
to be the wild card entry. 

But Bajpai, whose tenure ends 
ular perception, in the reckoning 
for a second innings. In fact, the 

him may have al- 
ready been 
Sebi chief was to 
have been an- 
ary 13, but that 
date has come 
being seen by 
some as a 
pai’s impending reappointment or 
extension, whatever they call it. 
don’t think that Bajpai is in the 
reckoning, they admit that Bajpai’s 
notion of him being on his way out. 
If he does indeed get an extension, 
Minister Manmohan Singh's recent 
statement that he would prefer 
to their posts. But an exception 
has already been made to that rule 
who was to retire on 31 January 
2005, was asked to continue for 
one exception to the rule, then why 
not another? Fal 


SEBI CHAIRMAN 
HILE the media is busy 
of the Securities and Exchange 
chairman G.N. Bajpai is in for an 
M. Damodaran, NSDL chief C.B. 
wati. IIM scholar J.R. Varma is said 
on 20 February, is, contrary to pop- 
decision to retain 
made. The new 
nounced on Janu- 
and gone. That is 
pointer to Baj- 
Though senior sources in Sebi 
current level of activity belies any 
it would be contrary to the Prime 
that people do not get reappointed 
when power secretary R.V. Shahi, 
another two years. If there can be 
VIKAS DHOOT 


NDIA'S largest media company, 

Bennett, Coleman and Co. (BCCL), 

is also becoming a portfolio in- 

vestor. It recently picked up small 
stakes in Pantaloon and Mid-Day for 
cash. It sits on a huge amount of it. The 
Rs 1,808-crore giant generated Rs 514 
crore in net profits in its financial year 
ended July 2004 of which about Rs 512 
crore went into reserves. 

But the more interesting thing is 
Bennett, Coleman vice-chairman Samir 
Jain's latest gambit of picking up cash- 
less stakes in current or potential adver- 
tisers in exchange for media space. This 
is foxing bankers, analysts, planners and 
other media owners. The move is being 
classified, alternately, as brilliant and 
bizarre. Consider the details of the sin- 
gle agreement we know of. (There are 40 
more say reports.) 

Six months ago, BCCL approached 
the Rs 160-crore Celebrity Fashions, 
which sells apparel in India under the 
Indian Terrain name and overseas as 
Celebrity Fashion. Indian Terrain is a 
small brand, about Rs 35 crore. To grow 
the brand and the company to the tar- 


BENNETT, COLEMAN 


Space 


geted Rs 400 crore-500 crore in 4-5 
years, chairman and founderV. Rajgopal 
needed to spend about Rs 7 crore a year 
on advertising. But most BCCL brands 
(The Times of India, The Economic 
Times, and so on) which fit its ad needs 
are frightfully expensive. So BCCL of- 
fered to pick up a 11 per cent stake in 
Celebrity Fashions for $5 million (about 
Rs 21 crore as on 27 January 2005). For 
this money, BCCL will give the latter me- 
dia space of an equivalent amount over 
three years (starting January 2005) with 
asix-month extension thrown in for un- 
used space. The deal does not stop Raj- 
gopal from advertising anywhere else. 
The deal could include editorial support 
on BCCL brands. The edit pages on 
Bombay Times and other brands are 
sold through BCCLs Medianet and ad- 
vertisers like Chivas Regal and Sony rou- 
tinely use it for launches and other 


MUTUAL FUNDS 


The state misses out 


ESPITE finance minister P. 
Chidambaram's efforts in 
Union Budget 2004-05 to 
stop dividend stripping, it's 
on. His was the latest in the line of mea- 
sures taken since 2001 to stop this prac- 
tice and increase tax compliance. 
Dividend stripping is used to lower 
taxes. Usually, an investor buys shares of 
mutual fund units before dividends are 
announced. After the announcement, 
as the share price or NAV of a fund falls, 
the investor books 'losses' by selling at 
the ex dividend price. Other capital 
gains can be set off aginst these capital 
‘losses’, thus reducing the investor's tax- 
able income and, hence, his tax liability. 
In this, the government is the loser. 
So, it tried to plug the loophole with a 
new clause that said such capital losses 
could not be claimed if the investor had 
bought the shares or mutual fund units 
within three months of dividend an- 
nouncement or sold them within three 
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months after the payout. That was not 
too effective. In 2004, Chidambaram 
hiked the post-dividend lock-in period 
to nine months for units. But even that 
does not seem to have worked. 

Sources say a majority of mutual 
funds sent out indications or verbal inti- 
mations to distributors in November 
and December 2004 that their funds 
would announce dividends in March 
2005. In fact, two big fund houses were 
said to have declared the rate of divi- 
dend as well. The distributors promptly 
passed on the information to high net 
worth individuals and stockbrokers. So, 
big-ticket investors who put in money 
in these funds in November and De- 
cember have a clear three months to go 
before the funds declare dividends. So, 
they would still manage to claim a capi- 
tal loss. Industry insiders say this has 
happened in around 30 schemes. “But 
everything is being done in a staggered 
way and without leaving any trace,” says 


& COMPANY 


for equity 





write-ups. While this is not expressly 
stated, “when you pick up a stake there 
is DNA relationship”, says Rajgopal. The 
bigger Indian Terrain gets, the more 
money BCCL makes. Its exit, when 
Celebrity goes for a public offering 4-5 
years from now, is also part of the deal. 


“Ad inventory is never sold 100 per 
cent in a media company,” says 
Sandeep Vij, president, Optimum Me- 
dia Solutions. This barter will take care 
of it. It is usual for media companies to 
barter with other media companies, ho- 
tels and airlines. There are also in- 
stances of hoarding companies in 
Mumbai getting paid in the form of gift 
vouchers by Provogue. This one, how- 
ever, is very unusual. 

Is there a catch? There could be 
many, say analysts. One, how is this be- 
ing accounted for? If the space BCCL 
gives is shown as revenues then it will in- 
flate profits, if it is not then it could save 
taxes. Two, how will advertisers who 
have actually paid for space feel about 
this? Many large ones, say Airtel, which 
does not need to sell stake to pay for ad 
space, could question the deals it gets 
from BCCL compared to what the in- 
vestees, who will be seen as more- 
favoured, get. BCCL director (corporate) 
R. Sundar refused to talk to BW. Wait 
then for more such deals before we tell 
you whether this makes sense. t 

VANITA KOHLI-KHANDEKAR 





the source. For those who bought on 
dividend information before it was 
made public, it should be tantamount 
to insider trading, if not tax evasion. 

The chase for assets under manage- 
ment (AUMs) is such that, if one big 
player does it, others are also tempted to 
please their big-ticket investors, lest 
they leave them. One large AMC, which 
wasnt in the game, reacted to its mar- 
keting department's feedback and sent 
out an indication of dividend. “Unfortu- 
nately we got the consent just two days 
before December 30, so we had too little 
time to push the fund's sales,” said the 
regional marketing manager. 

Mutual fund experts ask how an eq- 
uity fund can decide months in advance 
how much distributable surplus it will 
have and how much of that it will pay 
out as dividend. But irrespective of whe- 
ther these funds manage to keep their 
promises, a chunk of the money that has 
come into mutual funds in the last two 
months is likely to be pulled out in 
March. The loser, as usual, could be the 
long-term investor, who will never get 
the privileged information. n 

RACHNA MONGA 





SEBI ACT 
Creepover code 


HE creeping acquisition 
jg clause in the takover code of 
the Sebi Act has been chan- 

ged again. The new system will not 
allow a company's promoters to 
use the creeping acquisition to take 
their stake over 55 per cent. The 
limit was earlier 75 per cent. Now, if 
an acquirer touches the 55 per cent 
ceiling, an open Offer for 20 per 
cent of the shares will be manda- 
tory. Sebi says this has been done 
so that public shareholding in a 
company doesnt fall below 25 per 
cent at any time. Investor associa- 
tions argue that this particular sec- 
tion has always been misused by 
vested interests and the 55 per cent 
number is as arbitrary as any other 
numbers used in the past. Yet, one 
thing is sure - creeping promoters 
will now have to rejig their plans. Bi 
VIKAS DHOOT 
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CORPORATE CAPSULES 


Dabur buys 
out Balsara 


MCG major Dabur India has 
F acquired the Rs 200-crore 
Balsara businesses for Rs 
143 crore in an all-cash deal. Ac- 
cording to Dabur India CEO 
Sunil Duggal, the acquisition will 
strengthen Dabur's position in the 
oral care business with brands like 
Promise, Babool and Meswak. Be- 
sides, Dabur will gain an entry into 
the household and personal care 
business with products like Odonil 
and Odomos. Analyst Nikhil Vora, 
vice-president (research) at SSKI 
Securities, is bullish on the deal. 
"It is a lucrative proposition for 
Dabur as it gets into 5-6 new cate- 
gories, all readymade,” he says. 
Much will 
also depend on 
how well Dabur 
leverages its 
new acquisi- 
tions. A few 
years ago, 
Dabur bought 
Binaca tooth- 
paste, but that 
acquisition 
didn’t do much 
for Dabur. The 
company has also tinkered around 
with its organisational structure. 
But these moves haven't quite put 
Dabur on the growth path. © 





Videocon plans 
PDP unit 


IDEOCON International’s drive 

to strengthen its television di- 
vision continues. The company is 
planning to set up a 42-inch 
plasma display panel (PDP) facility 
in 3-4 months. Although the loca- 
tion hasn't been confirmed, 
sources say that the plant could 
come up in Maharashtra. Initially, 
the plant will have one assembly 
line of 10,000 units per month. E 
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PMORGAN estimates that India’s 

per capita GDP is $650, about 
$100 more than is commonly as- 
sumed. In a recent research report 
on India’s consumption boom, JP- 
Morgan economist Rajeev Malik 
says that average Indian incomes 
will rise by an awesome 11 per cent 
a year, to hit $1,200 by the end of 
this decade. 

India’s household savings rate 
has gone up from 17 per cent in 
1997-97 to 22.6 per cent in 2002- 
03, and could rise further. This 
means that private consumption as 
a percentage of GDP will fall. Yet, 
this fall is unlikely to put a stop to 
the consumerist party; it will be 
powered by higher incomes, low in- 
terest rates and a higher proportion 
of people in the working age. 


ES 


HE US policy establishment 

would have us believe that 
America’s current account woes will 
go away if China allows its currency 
to appreciate. But the Chinese keep 
saying that they should not be 
blamed for another country’s eco- 
nomic mismanagement. 

HSBC's chief economist Step- 
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OM Iie litelimatcl rel iihee Ler: 


if America’s external deficit is to be 
halved. A revaluation in the renminbi 
will not do the trick, Mr Bush. 


Aes 


HAT old debate has resurfaced 

again: what impact has the com- 
puter revolution had on productivity. 
Three economists — Dale Jor- 


| gensen, Mun S. Ho and Kevin Stiroh | 


— from the Federal Reserve Bank of 
New York have gone through the lat- 
est numbers for the US. And they 
say: "An analysis of the sources of 
this growth over the 1995-2003 pe- 
riod suggests that the production 


| and use of information technology 





hen King has come out in support of | 


the Chinese view in a new report: To 
Be A Rock And Not To Roll. King 
says that the real problem is not 
that the Chinese are undervaluing 
their currency but that Americans 


are not saving enough. So they have | 


become junkies for foreign capital. 
China accounts for only 10 per 
cent of America's total foreign 
trade. So even a sharp 20 per cent 
revaluation of the renminbi will bring 
down the dollar's trade-weighted in- 
dex by a modest 2 per cent. The dol- 
lar has already dropped 16 per cent 
(in trade-weighted terms) without 
having any impact on the US trade 
gap. (It has, in fact, widened fur- 
ther.) King says a sharp 30 per cent 
drop in the dollar's value is needed 
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|. for just 2 per cent of national GDP Ill 
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account for a large share of the 
gains. The authors project that dur- 
ing the next decade, private sector 


nificant increase from their 2002 
projection of 2.2 per cent growth." 
Information technology (IT) ac- 
counted for 35 per cent of the 
growth in total factor productivity in 


| the US between 1995 and 2003, far 


exceeding the 5 per cent share of IT 
goods in aggregate output. Those 
computers are beginning to make a 
difference. 

Nobel laureate Robert Solow 
had said in the late eighties that the 
impact of computers was to be seen 
everywhere, except in the productiv- 


ity statistics. No longer, it seems. 


BS 


HE Asian Development Bank 

says that the tsunami could 
throw about 2 million people back 
into poverty — a million Indone- 


| Sians, 645,000 Indians and 
| 250,000 Sri Lankans. Curiously, 
| Thailand will see the worst impact 


on GDP despite relatively modest 
loss of lives. This is because its 


| tourist beaches account for 3 per 


cent of GDP Indonesia's Aceh 
province, in comparison, accounts 
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| productivity growth will continue at a | 
| rate of 2.6 percent per year, a sig- 
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B-SCHOOLS 


MBA goes annual 


NE-YEAR MBA programmes 
(er to be gathering steam in 

India. Pioneered by the Hyder- 
abad-based Indian School of Business 
the concept has been embraced by the 
country’s leading business schools like 
XLRI, Jamshedpur, IIM-Calcutta and 
IIM-Ahmedabad. 

The Mumbai-based SP Jain Institute 
of Management Research (SPJIMR) is 
the latest to jump in the fray. Says 
SPJIMR honorary dean Manesh L. 
Shrikant: “We noticed that nearly 600 of 
the 15,000 applicants for our regular 
MBA course had about seven years of 
work experience... It made sense to 
[have] a course more suited to their pro- 
file." Typically, working managers prefer 
a one-year MBA as opposed to a two- 
year programme because opportunity 
costs in terms of salary foregone are 
much lower. So far, the market for mid- 





career executives had been largely un- 
addressed but the potential is huge. 

Instead of focussing on regular spe- 
cialisátions in marketing, finance and 
HR, the SPJIMR fast-track MBA will offer 
specialisations in manufacturing/oper- 
ations, IT and information manage- 
ment. A substantial chunk of the course 
will be customised to individual prefer- 
ences. The programme is likely to be 
kicked off in a couple of months. 

Also, traditionally, Indian B-schools, 
unlike those in the West, have catered to 
a much younger student profile. But 
with the one-year format gaining 
ground, things seem to be changing. 

However, the only hitch is that the 
AICTE, the regulatory body for technical 
education in India, does not recognise 
the one-year MBA. a 

NEELIMA MAHAJAN 
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interview? Mutual Funds do. 
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TILL the seventies, the legacy of J.M. 
Keynes and the Great Depression domi- 
nated research on business cycles and 
stabilisation policy. Economists believed 
macroeconomic fluctuations were 
caused primarily by variations in de- 
mand in, say, firms’ investments and 
households’ consumption. Analyses fo- 
cused on explaining what monetary and 
fiscal policy should be implemented to 
offset demand shocks, But hardly any ef- 
fort was devoted to explaining the policy 
carried out in practice. In two joint scien- 
tific papers, one published in 1977 and 
the other in 1982, Finn Kydland and Ed- 
ward Prescott offered new approaches to 
the analysis of macroeconomic develop- 


ments. In 1977, Kydland and Prescott ex- 
tended the theory of economic policy. 
They showed that economic policymak- 
ers who cannot commit to a rule in ad- 
vance often will conduct a policy that 
gives rise to high inflation (the time con- 
sistency problem), despite their stated 
objective of keeping inflation low. In the 
1982 paper, they showed that cyclical 
movements in an economy could well 
originate from fluctuations on the sup- 
ply side of the economy. Kydland, who 
shared the Nobel Prize in economics in 
2004 with Prescott, spoke to BW's Shishir 
Prasad elucidating the fundamentals in 
light of the present economy. Excerpts: 














m Why study business cycles? 
Well, I think we have learnt that the 
study of business cycles is not quite as 


| important as understanding what 


makes economies grow. It is much more 
valuable from a policy standpoint to 
think about the long-term growth of the 
economy than to worry about business 
cycles. Economic scientists will always 
be interested in the sources of any eco- 
nomic phenomenon like business fluc- 
tuations. But if I were to give advice to a 
policymaker, then it is growth that he 
has to think about, not fluctuations. 


E A business cycle, i.e., the movement 
through prosperity, crisis, depression and 


back to revival... how much more do we 
know about it after your and Edward 
Prescott's work on it? 


Our surprising finding was that a large | 
| portion of business cycles — US busi- 


ness cycle, because that's the economy 
we studied — have been accounted for 
by the ebb and flow of technological 
change. By technology we mean any- 
thing that affects the relationship be- 
tween capital and labour as inputs, and 
the output of goods and services. 


s How does your work change the view 


that cycles are caused by overinvestment? _ 


| There is no such term in our work as 
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GAJANAN DUDHALKAR 





'overinvestment' We just did quantita- 
tive macroeconomics. Maybe the un- 
derlying ideas of some of these theories 
can be traced back to Joseph Schum- 
peter. I don't think he did much to pro- 
vide a quantitative measurement of the 
significance of these factors. 


m How does technology affect the path 
that an economy takes? 

What one sees is that capital accumula- 
tion is quite important. The source of 
fluctuations — the impulses because of 
technology — tends to be long-lasting. 
It has an impact on the investment be- 
haviour. When there are good shocks, 
investment will pick up dramatically, 
not so when the shock is negative. 


m Was the period from the mid-nineties 
to 2000, the time of the Internet phenom- 
enon, a technological shock? 

We had a series of benign positive in- 
creases in technology levels, but no big 
fluctuation. Nothing as compared to the 
oil shock of the 1970s. So we seemed to 
have lived in a rather benign environ- 
ment for the last 15 years. Whenever 
that happens, it leads people to say that 
the business cycle is dead. One thing we 
found is that these shocks are unpre- 
dictable and may hit when you least ex- 
pect it to. 





m Does the present state of the US 
economy worry you? 

What matters is the real interest rates. 
Interest rates are and have been low [in 
the US] because inflationary expecta- 
tions are low. So that means we are in 
good times. The US economy has not 
been doing too badly. 

The sign of good times is that pro- 
duction of consumption is high, the 
production of investment is high and so 
on. Trade deficits do not enter into peo- 
ple's preferences. Just the fact that trade 
deficits are high does not tell you any- 
thing about whether we are in good 
times or bad times. 


ms Companies have invested huge 
amounts in automating their supply 
chains. Does that make them better pre- 
pared to anticipate business cycles? 
These shocks are random. There's noth- 
ing one can do about them right away. 
You will react in a year or two, but in the 
short-term there is little you cando. M 
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> have not been covered. 


_/ vestors’ Grievance Forum, is 


. vestors?" he asks. His or- 


THE STOCKMARKET 


7 The regulator will be Mapin you 


HE Securities and Ex- 
change Board of India's 
(Sebi) efforts to create a 
comprehensive database 
of market participants, 
~ Mapin, is into its second phase. With 


; “this database, Sebi hopes to be able to 


trace the flow of money in the event of 
- scams and, maybe, even prevent such 
abuse. By the end of 2004, all but the in- 


. / dividual investors had to get their 


unique identification numbers (UINs). 
By March this year, all individuals who 


—-, have invested or are about to invest 


Rs 1 lakh or more in stocks or mutual 

funds, have to get their UINs to make 

further investments. 

y To get the UIN, one has to scoot to a 
... National Securities Depository (NSDL) 


service centre (full list on nsdl.co.in) to 


^ give one’s fingerprints. While foreign in- 
stitutional investors have been classi- 
fied as investors and, hence, will have to 
. meet the 31 March deadline, those in- 


the way to the finance ministry. 

That apart, the UIN is expected to 
make investing more complex. It will be 
the third number, besides the income- 
tax PAN and the the depository account 
number (DPID) that will have to be 
quoted when making an investment. 
Says Prithvi Haldea of Prime Database: 
"There is no doubt that we lack investor 
profiling; and a UIN is certainly a right 
step." But he asks; "Why can't a DPID or 
PAN number serve the purpose?" After 
all, stock investors can be traced back 














vesting through participatory notes e 


Kirit Somaiya, president, In- 


. not convinced that this 
/ move will achieve its ob- 
. jective. "How many 
' scams in the country so 
far have occurred be- 
cause of manipulation 
by small individual in- 


ganisation is trying to get <: DN 
investors exempt from — > 
this, even ifit means going all ^ 












Neelachal Ispat's Success Story Boosts Investment in Orissa 
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NEELACHAL ISPAT NIGAM LIMITED 


NEELACHAL HOUSE, kalinga Nagar Industrial Complex 
Duburi- 755026, Dist: Jaipur, Orissa, India 
Phone: 06726- 2383732, 06726- 245147, Fax: 06726- 245871 


through the PAN and MF investors 
through the bank details, both manda- 
tory submissions. 

But tracking the money could be dif- 
ficult in this system as the PAN doesnt 
capture fingerprints and investors usu- 
ally have more than one depository ac- 
count. ICRA chairman D.N. Ghosh, 
doubts how effective Mapin and finger- 
printing will be. In an article Quirks of 
the Market Regulator, he argues: "How 
will the biometrics information, to be 
collected on such a massive scale, add 
teeth to Sebi's surveillance exercise? 
And how well is it equipped to isolate 
those that pose a threat to the integrity 
of the market process?" He seems to be 
echoing the opinion of Sebi's legal advi- 
sory committee, which had questioned 
the merit of creating the Mapin data- 
base when the idea was first mooted 
within Sebi. 

Finally, the logistics. Will it be possi- 
ble to issue all the UINs by 31 March 
2005? There are 20 million or so in- 

vestors in India. Admittedly, not all of 
them need the UIN, but only 90,000 
numbers have been assigned so 

far. So, after investors pay Rs 300 
each to get their UINs and 

quote them every time they 
invest in shares of compa- 
nies or mutual funds, will 
Sebi be able to safeguard 
them from the Harshad 
Mehtas and Ketan 
Parekhs? Keep your fin- 
gers crossed. x 
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NEW GENERATION. 
NEW POWER. 


Introducing the power packed Nokia 6630 mobile phone - Designed to keep you ahead. Always... 


EDGE and Broadband speed 

1 hour video recording 

Instant E-mail 

8 MB Phone Memory & 64 MB Multimedia Memory Card with Hot Swap feature 
Flight Mode - use phone without activating SIM while in flight 

Soft SMS reject - send pre-programmed SMS messages when you reject a call 
Speaker phone 

Future proof 3G technology 
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IN December 2004, the Indian govern- 
ment executed an ordinance that allows 
product patents on drugs for the first 
time since 1972. This is expected to en- 
courage Indian corporates to invest in 
drug discovery and also make it more at- 
tractive for multinationals to invest in 


the country. For decades now, pharma | 





MNCs, with and without an Indian pres- | 


ence, have cited the absence of patent 


protection as their main gripe against | 
India. But now that the country will re- | 


spect drug patents, what are MNCS plan- 
ning? Thomas Ebeling, CEO (pharma) of 


the $28-billion Swiss drug group Novar- 
tis AG, speaks to BW's Gauri Kamath on | 


the unresolved issue of affordability of 
medicines, plans for Novartis' publicly 


held Indian subsidiary, and why China is. | 


a better market to be in today. Excerpts: 


m Does the fact that India finally has a 
patent law change anything at all? 

A little bit. But overall the key issue is ac- 
cess to medicines and affordability. Ulti- 





mately, in order to have a good health- | 


care system [that is also] attractive to | 


the pharma industry, we would like to 
have patent protection in place and 
some form of a health insurance or re- 


imbursement system to overcome ac- | 


cess and affordability issues. We have to 
think how to position or price products 
in India in a way that it might work be- 
yond the affluent people. So that's the 





INTERVIEW 


Access to 
drugs is 
the key 


challenge now. 


m What are the changes, if any, that you 
see in the products that you get through 
the listed company Novartis India in the 
next couple of years; any likely restructur- 
ing of the way their portfolio looks from 
the older products to new ones? 

We want to make sure that over time we 
focus and shift a little bit more attention 
to innovative medicines. Very often, 
what happens is that people only focus 
on selling what is relatively easy to sell — 
products that are well-established and 
cheap. But we want our organisation to 
[also] sell products that are truly innova- 


tive. But apart from this, I think our | 
| dation in the Indian market, considering 


structure will not dramatically change. 
Now, we will introduce more patent- 
protected products, but that's about it. 


| We have to see how the economic situa- 


tion in India develops and then we [will] 
adjust our strategy. 


m Associations that Novartis is part of 


THOMAS EBELING 





would certainly think that No- 
vartis would be open if there is 
a dialogue with the Indian gov- 
ernment to assist this view- 
point and help shape the 
thinking and support ideas so 
the government can make a 
decision. But it is very challeng- 
ing and there is no turnkey so- 
lution available. 


m What about China? 

China has a reimbursement 
system. [Even though] not for 
everyone, but it does have it. 
And it is government-funded. 
That makes a big difference. 
That's why the Chinese market 
is more attractive for us. The 
pharmaceutical marketplace 
correlates with GDP develop- 
ment and is obviously modi- 
fied by the availability of a re- 
imbursement system. That's 


HEMANT MISHRA 


| available in China. Maybe India can de- 





a 





have lobbied for patent protection and got | 


it. Now can you come together and lobby 
for some kind of social security or health 
insurance for Indians? 

One can try. But obviously it is a very 
critical decision for such a huge country 


as India. It's a bit like China. And it's a big | 





decision and there is no such thingasa | 


perfect healthcare system in the world. 
Every system has pros and cons and I 
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velop a similar system some time. On 
the other hand, there are so many 
generics available in India for most dis- 
ease categories that I hope healthcare 
for people is to some extent sufficient. 
But the per capita spending for drugs in 
India is one ofthe lowest in the world. 


| & Any other reason why China is a lot 


more attractive in terms of growth 
prospects? 

They've had patents a little bit earlier 
than India. Secondly, there is less com- 
petition (from local producers). 


w Would Novartis participate in consoli- 


its fragmented nature? 

Depends. For our generics colleagues 
(from Sandoz), they have to make a de- 
cision whether they want to buy a 
generics manufacturer from India. 
From a pharmaceuticals viewpoint, we 
would be only interested in companies 
that have discovery capabilities. And, as 
you know, there are not too many (of 


| them) in India. There are some interest- 


ing ones just beginning to develop, and 
we respect them a lot. But from a classi- 
cal pharmaceutical perspective, we 
would only participate if we got a high 
quality company, not just because of 
size. Our generics colleagues (in San- 
doz) might have a different view on it. E 








BAJAJ ALLIANZ 


External assistance 


AST week, Bajaj Allianz Life In- 
surance said it had retained Prin- 
cipal PNB Asset Management to 
| advise on investments of its equity- 
| linked portfolio. This is a bit surprising 
| asthe insurer, which has an equity port- 
| folio estimated at Rs 100 crore (total cor- 
j pus Rs 500 crore), had hired DSP Merill 
. Lynch (DSPML) for an annual fee for the 
| Same purpose in June 2004. . 
| Says Bajaj Allianz CFO and head of 
| its Bancassurance division Mukul 
| Gupta: “Merill Lynch advises us for our 
large-cap equity schemes. However, we 
felt the need for expert advice for our 
mid-cap equity schemes, which Princi- 
pal will be able to provide. This arrange- 
|! ment has been clarified with both our 
| partners.” 
| However, a top DSPML official says: 
.. "We have been advising them [Bajaj Al- 
| lianz] on all possible stock categories 
| from the start and Bajaj Allianz hasn't 
informed or clarified its deal with Prin- 
cipal with us. " 

Nevertheless, the choice of Principal 
| for mid-cap advice is intriguing. Except 
| for its large-cap (Principal Growth) and 
| Tax Savings schemes, Principal's other 
| equity schemes figure at the bottom of 
| one-year performance quartiles. Play- 
| ers like Sundaram have more mid-cap 
| experience, and Principal doesn't even 
| haveadedicated mid-cap fund. 
| Bajaj Allianz's deals will be scruti- 
| nised by the Insurance Regulatory and 
Development Authority (IRDA), which, 
in August 2004, had directed private in- 


* 


Help at hand | 


Insurance cos. | Advises 





surance companies to stop outsourcing 
their investment functions and manage 
their funds themselves. The deadline for 
complying with this directive was De- 
cember 2004, but has now been ex- 
tended till March 2005. The IRDA has 
aiso made an exception by allowing in- 
surers to outsource the calculation of 
net asset values and seek investment 
advice as long as they take the final in- 
vestment decisions and carry out the 
transactions themselves. 

Bajaj Allianz asserts that its MOUs 
with DSPML and Principal conform to 
the IRDA directives, But the IRDA is un- 
willing to comment. Says chairman C.S. 
Rao: "While we know that all public sec- 
tor companies are managing their funds 
themselves, we will review each private 
insurance company's status once the 
March deadline expires." m 

ADITYA KHANNA 
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IRST it was oil; nowit's coal. Last 
week, the Union government 
allowed Coal India (CIL) to set 
up CIL Videsh (CVL), a sub- 


| l | sidiary for prospecting and taking eq- 
~~» uity stakes in mines abroad. The com- 


pany will be to CIL what ONGC Videsh 
' isto Oil and Natural Gas COrporation, 


| E , and operate along the same lines. 


And the move does not come a mo- 
ment too soon. In 2006-07, even if CIL 
v achieves its projected production tar- 

' get, there will be a coal supply shortfall 
'  of55million tonnes in India. In 2011-12, 
the shortfall amount will increase to 95 
million tonnes. So CIL will have to find a 
solution fast, and that too, outside In- 
dia's borders. 

Though CIL did not have a dedi- 
. cated outfit for the purpose till now, it 


> had been trying to take equity in coal 


companies and deposits abroad, with- 
out much success. The state-owned 
company has been competing with 
mining giants CVRD of Brazil, Rio Tinto 
of the UK and Australia, and BHP Billi- 
ton of Australia, which are old hands at 


— this game. In fact, in November 2004, 


CIL lost out to a consortium of a US 
' company and CVRD when it bid for the 
. rights to mine a coal-rich belt in 
Mozambique. Apart from foreign com- 
~~» petition, there is also Steel Authority of 

v India (SAIL), which is eyeing an equity 


HAY SURVEY OF INDIAN CEOs 
Us and them 


X T was only late last year that the 
| i US-based human resources 

N management consultancy, 
HayGroup, set up its office in India. 
However, it has been working with 
Indian companies, both private and 
state-owned, for years. This time, 
HayGroup tried to define a successful 
Indian chief executive officer (CEO) 
and how different s/he is from the 
global benchmark. Over 18-months, 
Bharat Petroleum and the HayGroup 
interviewed 40 top executives across 
11 parameters. 

Says Murray M. Dalziel, group 
managing director, global practices, 
HayGroup: "The findings show that 


stake in Tahmoor Coal, an Australian 
mining company in which CIL, too, 
wants a stake. SAIL is one of the biggest 
users of coking coal in the country and 
CIL says it may opt out of this race. 

Even before CVL was given the go- 
ahead, CIL had started looking for coal- 
fields in Australia, South Africa and, 
once again, Mozambique. This time, it 
appears, Mozambiques response has 
been more encouraging. CVL will look 
mainly for high grade coking coal de- 
posits that can yield at least 5 million 
tonnes per annum. With the cif price of 
coking coal now around $110 per tonne, 


ENERGY 


CILVidesh: The coal rush 












it would be in Indias interest to 
source it directly from its own 
mines or from those it controls 
rather than buy it from third- 
party suppliers. 

One of the reasons why CIL 
lost out on the Mozambique 
deal was because its books did 
not conform to US GAAP This 
despite the fact that it had met 
two other criteria —that of 
turnover and experience in op- 
erating a single coal field of over 
10 million tonnes. With a fully function- 
ing CVL, India might see its chances im- 
prove at future coal exploration bids. 
That apart, CVLS priority is to hire an in- 
ternational mining consultant to take it 
through the bidding process. Besides, 
governments of countries in which the 
competing companies operate, too, are 
known to play a part in these bidding 
processes. Some smart diplomatic 
moves on India's part helped ONGC get 
a stake in the Russian oilfield in Sak- 
halin. So after oil diplomacy, we would 
need a dose of coal diplomacy too. E 
PALLAVI ROY 


How they compare 


COMPETENCIES 


Entrepreneurial 
drive 

| M of the pyramid 
Stakeholder 
influence customers 


“Networking 
get ideas 


dm ar 
execution 


Indian CEOs have some unique 
qualities, which include a single- 
minded focus on growth and 
adopting technologies that suit 
Indian conditions." 

Currently, the HR consultancy firm is 
engaged in a study on the Chinese 
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INDIAN CEO 


Focus on strengthening 
India and on the bottom 


Primarily government 
To get information and to 


Not totally focused on 
implementation schedules 





GLOBAL CEO 


Focus on wherever 
there is a potential 
market 

Joint venture partners 
and industry 

Joint venture, sales, 
acquisitions 


Meeting schedules is 
very critical 


CEO. Once that is out in 2006, it 
could be possible to compare the 
CEOs of the two fastest-growing 
countries. That, according to Dalziel, 
could prove to be a very interesting 
analysis. fa 
ANUP JAYARAM 


THE RELIANCE PLEDGE 


4 lakh villages 


5/00 towns 


65 crore Indians 


www.relianceinfo.com 


Unlimited India 


AL m m. 


On the occasion of our 56th Republic Day; we pledge to make India truly 
resurgent. 

By the end of the year, Reliance will usher in unlimited possibilities touching 
every nerve of our great nation. 

The power of internet will be on every fingertip making every Indian equally 
empowered. Enabling them to experience an India that is truly unlimited. 


two out of every national highways and 
three villages. 85% of the rail routes. 


High speed internet access. 
Anywhere. Everywhere. 


Superior voice clarity. | Reaching Covering 92 % of the 


Kar Lo Duniya Mutthi Mein 
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ADVERTISING & MARKETING 


HIS is the story of how Suvendu Gupta cracked a 
long-standing problem. For two years now, the 
brand manager (LPG) at Hindustan Petroleum Cor- 
poration (HPCL) had been trying to start commu- 
nity kitchens in rural India. The concept was excellent. LPG 
its worldwide team and the penetration is low in the hinterland, just 16 per cent com- 
‘Media Agency of the pared to 74 per cent in urban India. To get around this, two 
Year’ citation for its \j years ago, HPCL introduced Rasoi Ghars. These are pay-per- 
Asian arm are amp use kitchens, kitted out with cooking stoves and cylinders. For 
among scores of Rs 2, villagers could use the facilities for 30 minutes. The ben- 
efits were evident. Village women wouldn't have to range far 
and wide collecting firewood, they could cook faster, with far 
lesser exposure to harmful smoke. The price itself was low. 
Conceived more as an awareness-builder than a business 
venture, the Ghars were priced on a no-profit-no-loss basis. 
the $8.62-billion + Despite all that, Gupta was struggling to scale up the 
(revenues in 2003) g model. To set up a Rasoi Ghar, HPCL had to get permission 
Omnicom, the s from local panchayats, perhaps even sweet-talk them into al- 
world's largest = lottingaroom that could house the kitchen. That delicate task 
of persuasion was left to the company’s sales officers. But they 
lacked the local contacts. And the project crawled, adding 
eight-10 kitchens every month. 

And then, two months ago, there was an abrupt surge in 
numbers. HPCL had localised its operations. It began hiring 
local villagers for evangelising the concept. Working with the 
On what won those awards and why: rural marketing consultancy, MART, it began hiring volun- 
Unusually, many of the awards are for the creative work we teers who had worked with the Nehru Yuva Vikas Kendras 
have done for our global clients like Adidas, Apple iPod and —— (NYVK). These centres, run by the Union Ministry of Culture 


BW CHATS 
TBWA is rocking. The 


Agency of the Year' award for 





awards it has won 
recently. Sure 
WPP is breathing 
down its neck, but 





marketing communications group, which owns TBWA, is 
sanguine. Keith Smith, chairman, TBWA Group (Asia 
Pacific), spoke to BW’s Vanita Kohli-Khandekar about 

why it is different from WPP. Excerpts: 


Sony. (Usually creative awards are won for small clients for and Sports, are used for organising sports camps, pulse polio 
whom agencies do cutting-edge, whacky stuff, which big vaccination programmes, and so on. This work is done by vol- 
advertisers don't always welcome. - Ed.) That is because we unteers hired by the ministry on two-year-long stints. And 
have a strong strategic planning discipline called 'disrup- MART and HPCL began selecting former volunteers. Their lo- 
tion. It works with everybody — creative, media, marketing, ^ cal contacts and organising skills came in handy for the Rasoi 
finance, distribution. We have 'disruption' days where the Ghar project. 

ideas could come from anybody. Apple is a classic case of Around the same time, HPCL also tied up with Pune- 
‘disruption’: a computer company trying to dominate the based Rural Relations. This company has created a similar 


world of music. So it works at two levels, macrostrategyand ^ network of what it calls ‘village developers’ in four states — 
the creative one. The core creative idea for Adidas is Impos- Maharashtra, Chhattisgarh, Madhya Pradesh and Gujarat. 
sible is nothing, which was developed regionally. So, in The results are good. In the past two months, HPCL has 
Japan, we had a vertical football hoarding and during the £ : " 

Olympics we had a regular 100-metre sprint, put up the 
side of a building. 











On WPP's growth, concerns and its global teams: ROBAL Gaanguly, 38, 
Omnicom is larger and is committed to organic growth un- has an unenviable job. 

like WPP's growth based on acquisitions. However, going He has to sell Star News (ma- 
forward, we are looking at acquisitions in India and China. jority owned by BW's pub- 

With WPP the biggest concern is the commoditisation of lisher ABP), a standalone 

agency brands. WPP’s solution is to cobble together all its news channel in a market 
different brands and offer a global solution. So, in India, it where almost every major 

could beJWT and in China Ogilvy and Mather, and so on. competing news broad- 
Omnicom pitches with a single-agency brand. So it will caster has two or more. 

pitch with all the TBWA brands across all the services it of- There is NDTV (three chan- 

fers: PR, direct marketing and so on [for its other agencies]. nels), CNBC (two), Sun TV 
(Some ofthe other Omnicom brands are BBDO, DDB and (four), and Zee (two). Till re- 
Tequila. - Ed.) If we are to keep the business thriving, we cently, Star News, too, was — & 
must build and protect our brands; we have to prove our part ofthe Star India bou- $ 
raison d'etreto clients. quet. Gaanguly' appoint- 2 | 





ment as director in charge of 
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, A ICWS S111... IN 


LMOST every major publisher, from The India Today 

Group to Magna has had a shot at this market. Nobody 
survived. Now welcome India’s nth TV magazine, Tele Prime 
Time, a Rs-40 monthly launched in January by Mumbai- 
based Israni Networking. Raj Israni, publisher and editor-in- 
chief, has been in the business of ‘casting’ for films, televi- 
sion and ad films for 12 years now. He reckons that many of 
the earlier offerings were either premature or too focused on 
listings. For someone with no publishing credentials, Israni, 
who spent about Rs 40 lakh on the project, has done a sur- 
Sa ; prisingly good job. Tele Prime Time tries to get into the busi- 
d ino E a | zm Se ness of TV software with the people who bring it to life. So 

7 PERKARA there is an in-depth interview with 

Ektaa Kapoor, a behind-the- he 
scenes look at C.I.D, the | c 
longest-running show on TV | P > Şi o 
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he locale 


added 80 Rasoi Ghars. Says Pradeep Lokhande, the founder of 


a - 
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GOUTAM ROY 


now, a look at the Sahara One 


Rural Relations: "In the next three months, we will open an- 
other 500-1000 Rasoi Ghars." 

Is this the direction rural marketers should take? Even 
now, most companies looking at the rural opportunity try to 
extend their urban distribution model to the hinterland. This 
can take them only so far. Beyond a point, the cost of reaching 
out becomes higher than the business generated. A typical 
distributor van, estimates Lokhande, needs to do business 
worth Rs 14,000 every day to break even. The result: firms end 
up ignoring even the villages with a population of 2,000, 
touching them once in a fortnight, or even less frequently. 

In contrast, locals can break even on a far smaller sums. 
Colgate, another company using NYVK volunteers, found 
while running a pilot at haats that its cost to hire a person for 
duration of the event was just Rs 2,000. It had been posting 
vans at haats earlier. Plus, locals enjoy better rates of conver- 
sion as they are part ofthe community and have high credibil- 
ity among the villagers. This is the rise ofthe local networks. E 

M. RAJSHEKHAR 





AROUND 


ad sales at MCCS, marksa — | Pages to sports and general 


separation. The move has entertainment shows for 

been in the offing for some Sony. So, when Star News 
time now. MCCS is a 74:26 CEO Uday Shankar called 
joint venture between ABP him three months ago, 


and Star. The idea behind 


to ad sales, especially since a 
network of news channels is 
being planned”, says Gaan- 
guly. In November 2003, 
MCCS had announced plans 
for a Bengali news channel. 
News is ‘new’ territory for 
Gaanguly, who has sold al- 
most everything from Yellow 








_ Gaanguly decided fast. His 
going solo is “to bring a focus | 


immediate task is to put an 
ad sales team in place and 
get more out of hit shows 
like Poll Khol and Sansani. 
He thinks dealing with the 
fragmentation that the 
dozen-odd channels 


| planned this year will bring 


will be his big challenge. 8i 
VANITA KOHLI-KHANDEKAR 


and StarOne controversy, and 
so on. If you are really curious 
about what happens in those 
serial factories within the 
kilometre-odd radius on Link 
Road (Northern Mumbai), 
home to almost every ma- 
jor TV producer, broad- 
caster and even film and 
music companies, Tele 
Prime Time delivers. 


HE terror of the Mumbai bomb blasts has been captured 

well on the screen in Black Friday. It goes rivettingly into 
the social context that led to the blasts, how it was plotted 
and how the police cracked the case. The film has a quasi- 
documentary feel. The creative horses of Anurag Kashyap, 
who wrote the screenplay of superhit Satya, are held on a 
tight leash because facts liberate, but they imprison as well. 
Kashyap succeeds in punching the viewer's guts by showing 
a series of brutal police investigations, but fails to build an 
emotional climax. And this leaves the viewer a bit unsatisfied 
and also sad. The blasts that killed and injured hundreds of 
people also destroyed the lives of many whose only crime 
was that they were related to the accused. 


ANTALOON Retail's shift of its Rs 35-crore media busi- 

ness from Lowe's Insight to Carat is interesting for only 
one reason. Carat used its analytical abilities to correlate 
footfalls in Pantaloon outlets like Big Bazaar with its media 
spends to arrive at some "interesting results", says market- 
ing head Sanjeev Agrawal. That is a tough one, especially 
with a retail chain where a lot of the spends would have been 
on local media like hoardings and so on. Are media agencies 
finally beginning to move out of the rate rut? pr 

VANITA KOHLI-KHANDEKAR & SHISHIR PRASAD 
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The author is consultant 
editor of The Telegraph. 


The BJP in 
govern- 
ment, 
backed the 
promoter 
against the 
foreigner, 
but also 
against 
the Indian 
share- 
holder, 
who no 
longer 
trusts 


equity 











ashok v. desai | .— 


Nationalism ran 
amuck under BJP 








HE Indo-socialist policy on foreign 
investment was a 2X2 matrix. 
There were priority industries, and 
others; and there was foreign in- 
vestment below 40 per cent and 
above. In priority industries, all foreign invest- 
ment required government permission; in 
non-priority industries, it required permission 
only ifit exceeded 40 per cent. Control had to be 
in Indian hands. Not only were foreign sub- 
sidiaries not allowed, but the Foreign Exchange 
Regulation Act of 1973 tried to make their par- 
ents sell off those they had to Indians. The pol- 
icy, in short, was “Indians in the saddle”. 

The payments crisis of 1991 made the pol- 
icy of repelling foreign investment untenable. 
So policies were changed. First, industrial li- 
censing was abolished except in six strategic in- 
dustries. In foreign investment, the magic fig- 
ure of 40 per cent was replaced by three — 26, 
49 and 74 per cent. At 26 per cent the foreign 
partner would get a seat on the board of direc- 
tors, at 49 per cent the Indian partner would be 
in the driving seat, and at 74 per cent the Indian 
would get a place on the board. 

The government no longer prohibited for- 
eign investment over the prescribed limits, but 
asked anyone who wanted to exceed the limits 
to get the permission — not of the Directorate 
General of Technical Development as before, 
but of the new Foreign Investment Promotion 
Board. It was headed by the redoubtable Amar 
Nath Varma, PPS to the Prime Minister, and 
comprised secretaries of the relevant min- 
istries. It took decisions within three weeks of 
submission of applications; and unless there 
were special grounds, it allowed foreign stake 
over 40 per cent. It allowed the foreign compa- 
nies whom FERA had deprived of their sub- 
sidiaries to resume majority. Its positive atti- 
tude towards foreign investment did much to 
attenuate the prejudice abroad against India. 

Powerful Indian industrialists wanted to 
protect the monopoly positions they had built 
up under controls; they abominated the idea of 








foreigners coming and upsetting their apple 
cart. Could foreign investment be invited with- 
out rousing their fears and inviting their wrath? 
One was found: foreign portfolio investment 
was allowed up to 20 per cent of a company’s 
equity, as long as no single foreign entity owned 
more than 5 percent. 

The BJP made four changes to this policy 
framework it inherited. First, it played around 
with industry-specific investment limits. It thus 
gave a signal that it was open to deals. Second, it 
gave Indian industrialists a perpetual veto on 
investment in other ventures by their foreign 
ex-partners; that was the notorious Press Note 
18. It also relaxed the portfolio investment pol- 
icy: Indian companies could decide for them- 
selves up to what proportion they wanted to al- 
low foreign portfolio investment. 

Its discretionary and pro-promoter regime 
brought considerable prosperity to the BJP; 
money was one thing it was not short of in the 
general election last year. And it went far to re- 
move Indian promoters’ fear of foreign com- 
petitors' entry into India. But the BJP did one 
more thing. It made share buyback by compa- 
nies legitimate. The result was that promoters 
could use the reserves of companies to consoli- 
date their control over them. And since foreign 
portfolio investors are permitted to invest on 
the condition that they do not influence the 
management of the company, promoters of 
most major companies have become immune 
to shareholder influence. In other words, the 
management of Indian companies is not con- 
testable; the only way the management can 
change is ifthe promoter decides to sell out. 

Thus the BJB in its effort to protect the In- 
dian industrialist against foreign competitors, 
made the Indian shareholder hostage to the 
promoter. If the promoter is competent, he will 
serve the shareholder well. If he is old, stupid or 
quarrelsome, he will serve the shareholder ill. Is 
it any surprise, then, that the Indian share- 
holder distrusts the average promoter, and is 
not investing in Indian companies? B 
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ORON S. Ben-Atar is hardly 
your usual suspect when it 
comes to subversion. He is a 
genial giant from the world of 
academia, a professor of his- 
tory at Fordham University in 
New York who has written or co- 
authored several books, a researcher 
who has won prestigious fellowships. 
For all that, he has managed to under- 
mine the conventional arguments in 
today's hotly debated question of who 
owns intellectual property (IP) — 
simply by looking at the issue through 
the prism of the past. 

Ben-Atar's contention is that all de- 
veloped nations, especially the US, did 
not respect IP rights and indulged in 
rampant piracy — and he has detailed 
researches to prove this — during a cer- 
tain period in their history of industrial- 
isation. Tracing the roots of patent and 
copyright laws in early America, he says 
that during the country's industrial rev- 





Doron Ben-Atar: A free thinker, 
his book challenges the concepts 
of IP and piracy 





olution, its very prosperity was founded 
on copyright infringement, industrial 
espionage and outright theft of IP 

What could be construed as subver- 
sion is his belief that developing coun- 
tries should be allowed to do the same. 
He believes this for two reasons. One: no 
amount of regulation and policing will 


stamp out piracy. Indeed, a new study | 


validates this; it shows that losses due to 
software piracy are rampant across the 
world, but are highest in the US itself 
(see "Topping The Piracy Charts’). Two: it 
would be unfair to force developing na- 
tions to devote their scarce resources to 
protect the interests of the rich and 
powerful. He maintains that as long as 
the income disparity between rich and 
poor persists “the temptation to pirate 
would triumph over all principled devo- 
tions to an abstract notion of IP” 

And here is a radical prescription: 
leaders of developing nations should 
pay lip service to IP agreements “and 
occasionally raid a warehouse full of 
pirated CDs or prosecute a high-profile 
pirate”. Thats because US history 
teaches us that symbolic acts and talk of 
principles, accompanied by lax enforce- 
ment, are a winning combination, he 
says (see ‘Lessons For India). 

This unusual perspective on intel- 
lectual piracy comes in a riveting study 
that Ben-Atar has brought out on the 
historical intellectual piracy in the US 








and the efforts made by 
Britain to stem this out- 
flow to its former colony. 
Published some months 
ago, Trade Secrets: Intel- 
lectual Piracy And The 
Origins of American In- 
dustrial Power (Yale 


@ 


Patents & 
opyrignt 
DEBATE 


tion of machinery. 

The IP laws were ac- 
tually a smokescreen for 
a very different reality, 
says the Israel-born aca- 
demic who went to 
study in the US 25 years 
ago. The statutory re- 


University Press) has received wide- 
spread interest. Much of the buzz 
around the professors thesis has been 
occasioned by the growing competition 
to a range of American industries from | 
the giant manufacturing hub of China, | 
and to a lesser degree, India and other 
emerging economies. | 

Ben-Atar takes pains to highlight the | 
many ironies surrounding the IP issue - 
in America. At the same time that the | 
young republic was indulging in full- | 
| 


quirement of international origin- 
ality and novelty did not hinder wide- 
spread and officially sanctioned tech- 
nology piracy. In fact, most ofthe patent 
applications were for devices already 
in use, since getting a patent involved 
little more than successful completion 
of paperwork. 

But what use is the past in the cur- 
rent battle by the US and allies to im- 
pose the WTO-mandated trade related 
aspects of intellectual property rights 
(TRIPS) agreement on developing 
countries? Does history have any les- 
sons for today's IP warriors in an in- 
tensely contested arena? Ben-Atar says 
it is important to remind Americans 
of their past so that they better under- 
stand what is happening in other 
parts of the world. "Before Americans 
rush to condemn those who pirate our 
knowhow, they must not forget how the 
US became the richest and most power- 
ful nation on earth." 

Towards the closing decades of the 
18th century, the British colonies of 


[ 
] 
| 
j 
| 


scale piracy, ithad also enacted the most 
exacting patent laws which required in- 
ventions to be original and novel across - 
the world, and not just in America — | 
unlike Europe which granted patents to — 
introducers of technology in use else- | 
where. That set new standards for pro- | 
tecting IP But, shows Ben-Atar, it was a 
Janus-faced approach. Nearly every 
branch of manufacture in the US was 
founded upon imported skill and ma- 
chinery which was smuggled in because 
there were strict prohibitions in Europe, 
especially in Britain, against the emigra- 


tion of skilled artisans and the exporta- 
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means, America’s trade secrets and | America of nearly $24 billion annually. 
foundations of the American empire | produce the desired goods and services In a sharp attack two weeks ago, US 
were laid during the next 75 years as the | on their own." _ commerce secretary Donald L. Evans 
US was transformed from an under- | The latest collision between the US | told the Chinese leaders that they had to 
developed decentralised entity on the | and China on IP violations substantiate | ‘forcefully confront’ the widespread vio- 
periphery of the Atlantic economy into | his position. In recent weeks, the con- lations of IP rights in China to avoid 
the hub of industry, wealth, and power. L frontation between the two trading par- | strains on bilateral relations. While 
“Piracy,” says Ben-Atar flatly, “played a | tners has accelerated over US charges | Chery has denied the piracy charge and 
crucial role in this process." | that China's state-owned car manufac- | said that it "is one of the key state- 
So, ifthe developing worldistakinga | turer, Chery Automobile Company, had | backed automakers that depends on it- 
similar route, the US should not be | stolen the design from General Motors | self for development’, the Chinese gov- 
complaining. It is no surprise, says he, | to make its QQ model. In Decemberlast | ernment's response has been laconic. It 
that while all WTO members promise | year, GM filed a lawsuit against Chery | has advised GM to resolve the issue 
to respect international IP rights, in | Automobile for alleged piracy ofthe de- | through mediation orlegal means. 
practice, developing nations do littleto | sign ofits Chevrolet Spark, developed by That is likely to prove costly for GM, 
enforce those laws. His basic point is | its South Korean affiliate Daewoo. In | since QQ's sales are already way ahead 
of the Spark, which was launched after 
the Chinese mini-car hit the roads. And 
ment to crack down on IP theft. | ina most ironic twist, the six-year-old 
Chery — it is Chinas eighth largest au- 
tomaker with sales of around 90,000 ve- 
hicles — has just signed a deal with a 
major American car firm to export cars 
to the US. Some analysts believe it is 
Chery's deal with Visionary Vehicles (in 
which it has also committed to investing 
$200 million in the Chinese company) 
that has prompted the high-decibel 
Washington response. 
There are others who believe that 
the Ben-Atar is only too right about the 
impossibility of checking IP theft. The 
US justice department for one. It said in 
a recent report that the country was los- 
ing the battle against piracy. 
This is especially true of soft- 
ware. According to the first an- 
nual study on software piracy 
conducted in 2003 by Business 
Software Alliance (BSA) and 
IDC (the IT industry's market 
research and forecasting firm), 
the industry is losing about $30 
billion annually. The rate of 
DORON $. BEN-ATAR losses, however, are the highest 
| in Eastern Europe (71 per cent) 
compared with 53 per cent for 
the Asia-Pacific region. 
All of which, it would appear, under- 
lines the futility of enacting legislation 
to prevent the diffusion of knowledge. 
Ultimately, says Ben-Atar, devoting re- 
sources to enforcing western standards 
of intellectual property in the develop- 
ing world is not only hypocritical and 
sometimes cruel, but above all, a futile 
act. “A country’s most valuable asset 
is not yesterday's invention, but tom- 
orrow's innovation." L 


developed agricultural settlements. The 


that all efforts to protect technology are recent days, US officials have been step- 
destined to fail. "If past patterns are ping up the heat on the Chinese govern- 
going to be repeated, within a short 
time, local entrepreneurs in the devel- - According to the US commerce de- 
oping world will acquire, by whatever | partment, Chinese piracy is bleeding 
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a godsend 
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consumer 
research 
and 
marketing, 
for 
example. 
But will 
there be 
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public 
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Experiments in 





HEN we truly understand 
the mind, will we really 
need an economy?" asked 


one participant in an on- | 


line discussion on neuro- 
economics. The question popped up because, 
afew weeks ago, when the high priests of Amer- 
ican economics met in Philadelphia for the an- 
nual meeting of the American Economics As- 
sociation, one slice of their programme was 
reserved for discussing neuroeconomics. 
What is neuroeconomics? In recent years, 
neurologists and economists have been work- 
ing in university laboratories to study how the 
brain responds to various economic situations. 
They use tools like brain scans and functional 


magnetic resonance imagery (fMRI). It's stilla | 


young discipline, though some say neuroeco- 
nomics will finally force economists to take hu- 
man emotions and quirks into account, rather 
than continue with the convenient assumption 
ofrational consumers and investors. 

Paul Zak, head of the Center for Neuroeco- 
nomics Studies at Claremont Graduate Univer- 
sity in the US, has conducted an interesting 
experiment. It's a game with two players inter- 
acting anonymously on computers. Both start 
off with $10. Player 1 gets an extra $10 dollars. 
He can send some of his money to Player 2. In- 
terestingly, what he sends is tripled; so a gift of 
$6 becomes a gift of $18 to Player 2. Now, Player 
1 will be tempted to keep all the money ($20) 
and finish the game. Yet, Zak's experiments 
show that most people send half their money 
($10) to the other player (who gets $30, accord- 
ing to the rules of the game). And 75 per cent of 
those who participate as Player 2 return some 
ofthe money. So both the players are better off. 

What makes the difference is not raw eco- 
nomic calculation, but trust. Zak's teams tested 


- the participants’ blood for eight different hor- 
mones. Those who took part as Player 2 showed | 


arise in a hormone called oxytocin. The higher 
the oxytocin, the more money they returned. 
Such experiments can help economists cal- 
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culate the extent ofa particular feeling in a con- 
sumer or investor. The quest for such cardinal 
measurement, where feelings can be measured 
like heights or distances, was abandoned by 
economists more than a hundred years ago, 
though they knew that human feelings were 
the bedrock of economic decisions. “I hesitate 
to say that men will ever have the means of 
measuring the feelings of the human heart,” 
wrote W.S. Jevons at the end of the 19th century. 
What came in place of cardinal measure- 
ment was revealed preference — preferences 
are gauged from the way people behave in the 
marketplace. How many shirts do they buy ata 
particular price, for example? But this is inade- 
quate. Paul Romer, a brilliant mainstream eco- 
nomist, wrote a fine essay, Thinking And Feel- 
ing, in 2000. Here's an example he gave. There 
are two people who are offered peanuts. The 
first loves peanuts but is allergic to them. The 
second cannot stand peanuts because he once 
got sick eating them. The revealed preference is 
the same: both do not eat peanuts. But Romer 
says they Il respond differently to economic in- 
centives. The consumer who is allergic will not 
touch them even if she is paid to. The second 
consumer, on the other hand, will overcome his 
emotions if the money offered is good enough. 
Experiments in neuroeconomics will un- 
doubtedly help researchers go beyond revealed 
preference and study how the brain responds 
to economic incentives. This could be a god- 
send for some — in consumer research and 
marketing, for example. But will there be wider 
ripples in public policy? I doubt it. Each indivi- 
dual has different responses to a situation. So 
how do you aggregate these emotions for pub- 
lic policy? Can you? Human societies already 
have a wonderful institution that assumes that 
individual choice is unpredictable and yet cre- 
ates social outcomes that are by and large ben- 
eficial. That institution is called the market. 
The real challenge for neuroeconomists is 
to prove that they can read the human mind 
better than the market does. S 
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EAR 2004 didi not Eu well for finance min- 
ister P Chidambaram. First, there was the 
tsunami that crashed into the southern 
coastline and wreaked havoc. It is expected 
to cost the exchequer over Rs3 ,200 crore in 
| financial year 2004-05. Then, on 28 Decem- 
| ber, the minister was caught completely by 
| surprise when the corporate advance tax numbers came in. 

| They were way lower than Chidambaram had expected, indi- 

| cating the bureaucrats in his ministry had badly miscalcu- 

| lated India Inc’s third quarter results. The growth in direct tax 
| collections had dipped to 23.7 per cent as compared to last 
| year. It was 30.9 per cent till 16 December, when the advance 
| numbers started coming in.. 

| For the top bureaucrats in the finance ministry, it was a. 
| bad way to end the year. Despite the fact that most of the staff 
H 

| 

| 

| 

| 

| 

| 































|, take off during t that time, the minister's own staff and all the 
| secretaries — economic affairs secretary Rakesh Mohan, rev- 
enue secretary K.M. Chandrasekhar and expenditure secre- 
tary D. Swaroop — were busy atwork on 31 December, 1 Janu- 
| ary and2January. Senior officials say the finance minister was 
| furious and gave his senior team an earful. “Yes, he was quite 
upset, primarily because we didn’t expect it at all. It was like a 
| bolt outofthe blue,” says a senior ministry official. Due to bull- 
| ishexpectations earlier in the year, the ministry had revised its 
targets upwards. Now a shortfall on collections is expected. 

But the ministry has been quick to kickstart a damage- 

_ control exercise. An intensive drive to collect taxes has been 

| ordered and an action plan put in place. A quick internal 
analysis on corporate taxes done in January 2005 shows that 

| oil and banking companies have not done well, leading to 

. lower advance tax payments. However, 
non-oil companies have done well and 
sources in the ministry think they may 
be holding back some of the payments, 
for the fourth instalment. 

Ameeting of the chief commission- 
ers and commissioners of income-tax 
of the eight most important collection 
centres was convened. The top 1,000 
companies are being contacted and 
monitored by members of the Central 
Board of Direct Taxes directly to see if 
payments are in line with growth 
trends. A list of public sector undertak- 
ings is being compiled to see if they are 
complying with their responsibilities 
under Section 115 O of the Income-tax 
Act by paying tax on distributed profits. 

Despite all the efforts being put in 

to boost tax collections, it is expected 
that there may be a tax shortfall of al- 
most Rs 10,000 crore from the bud- 
geted numbers. Ministry sources say 
most of the slippage will be on account 
of excise cuts which were consciously 
given away (See ‘Customs Duty 
Exemptions’). The shortfall is likely to 
lead to problems on the revenue deficit 
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the coming 
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front, but whether that translates into a higher fiscal deficit 
will depend on expenditure and other factors. A Rs 10,000- 
crore slippage will mean only a hit of 0.3 per cent of GDP, 
which many feel can be easily made up. 


HE tax collection drive that has been kicked off is likely to 

be carried onto Budget 2005-06. The first priority on tax re- 
forms is putting in place a value-added tax. It will happen this 
April (after missing three previous deadlines). The second pri- 
ority is a "good, hard look at exemptions", according to highly 
placed ministry sources. 

Reducing the huge number of exemptions — exemption 
notifications are well over 300 — will be one way of widening 
and deepening the tax base, with schemes like one-by-six hav- 
ing outlived their utility (See ‘Filling The Coffers’). “If we are to 
move to Asean rates of taxes, we have to have an Asean system 
of exemptions; in other words, very few exemptions," says a 
top ministry official. 

This is one area where the Budget is almost certain to see 
some action. Parthasarathi Shome, adviser to the finance 
minister, had in his report in May 2001 worked out that ratio- 
nalisation of incentives for charitable trusts and non-profit or- 
ganisations will lead to an estimated savings of around Rs 
5,750 crore (for 2000-01) for the exchequer. That report also es- 
timated that collections could go up by Rs 7,700 crore if vari- 
ous savings incentives were removed (some of these have 
been done away with since). 


| 


BUDGET 2005 





à 


Therevenue department is calculating the amount lost on 
account of exemptions like Section 80-IA and 80-IB (profits 
and gains from industrial undertakings engaged in infrastruc- 
ture facility, telecommunications, industrial parks, power, 
etc.), among others. "The ministry will work out the revenue 
lost on various exemptions with a view to see which ones can 
beremoved to widen the tax base," said atop source. However, 
according to ministry sources, the finance minister's view is 
that it is better to get rid of exemptions altogether, as it is diffi- 
cult to cost them. 

The argument of those favouring tax reforms is that there 
should be no indirect subsidies as they lead to litigation and 


‘misuse; if any exemptions have to be given, they should be di- 


rect. As things stand, payments, accruals and receipts are all 
exempt under various savings schemes. The current thinking 
is to make payments and accruals exempt but to levy a tax at 
the time of receipts. 

One things is almost clear: the government is unlikely to 
increase tax collections by hiking tax rates. Service tax rates 
can, and eventually will, be increased — but not in the coming 
financial year. Other than that, income, corporate, customs 
duties and excise rates are all set to head downward. 

Income and corporate tax: The ministry is examining the 
possibility of reducing the corporate tax rate and equating it to 
the highest rate of income tax, i.e., 30 per cent. But if this hap- 
pens, it will almost certainly be accompanied by a change in 
the depreciation rate (making the entire exercise revenue- 
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- neutral). The Kelkar committee report 
- (in December 2003) had suggested 
^ bringing down the rate of corporate 
- taxes from 35 per cent to 30 per cent, 
" .. and reducing the depreciation rate from 
25 percentto 15 percent. Itremains to beseen 
- . Whether the proposals will be implemented as they 
| are. Many in the revenue department argue such an exercise 
D will not be revenue-neutral as argued by Kelkar, and that will 
E resultinalossof revenue. 

| Currently, foreign companies are being taxed ata higher 
oS rate and have been seeking to be treated on par with Indian 
firms. Revenue department sources say the dividends paid by 


a (s | foreign companies are not, as they are taken out of the coun- 
| try Soarate cut for foreign companies may not happen. - 
Minimum Alternate Tax (MAT) provisions, also, are likely 


| 2004 points out that 6,185 companies in Maharashtra, Tamil 

B Nadu and West Bengal declared dividends amounting to Rs 
2,498 crore, but did not pay any tax. “MAT provisions as they 
stand bring into the net many companies that would other- 
|, wise manage to stay out, so these are likely to continue," says a 
B tax department source. Sources point out that the Shome re- 
| porthad suggested that a minimum tax should continue to be 
levied on companies. The actual tax burden for corporates 
could, however, rise due to a reduction in the exemptions and 
incentives. 

Though the cess for education will continue, no new sur- 
charges or cess is on the cards. But the surcharge on incomes 
| above Rs 8.5 lakh — the demand for removal of which has 

T been made by CII and other industry chambers — is likely to 
remain. The basic exemption limit hiked last July will also re- 
B main.Departmentsources say the other tax slabs are being re- 

| looked at, but taxpayers in the high-income brackets are un- 
likely to see any relief in this Budget. As for how tax evaders are 
going to be tackled, see 'Plugging The Loopholes' on page 38. 

Customs duties: There is likely to bea cut in peak customs 
| dutyratefrom 20 percent to 15 percent, even though the peak 

| rate was cut in January 2004. A final decision on this is yet to be 
— taken. Again, such a cut will cost about Rs 3,000 crore, an 

| amount that can be more than made up if some of the exemp- 
| tions on customs are done away with. 
S Custom duty exemptions is one area where the loss on ac- 

y count of exemptions can easily be calculated, as the total vol- 

B ume ofimports are available. Revenue department sources 

E say the equivalent of almost 80 per cent of duty collected — or 
|, awhoppingRs 40,000 crore — is lost due to the exemptions. In 
| any publication of the customs tariffs structure of over 1,000 
— pages over 400 pages are devoted to detailing around 120 ex- 

D emptions alone. If even a third of these exemptions are done 
away with, the loss of Rs 3,000-odd crore on account ofa cut in 
peak duty rates can be more than made up. 
ct] At present, exemptions arein five categories (See 'Customs 
Duty Exemptions’). The task force on the Fiscal Responsibility 
and Budget Management (FRBM) Act suggested elimination 
of all exemptions, except those relating to goods coming un- 
der the life-saving, security and strategic interest, and relief 
and charitable purpose categories. But it may be a while 


B indianc ompanies are also taxed while the dividends ofthe | 


to remain. A Comptroller and Auditor General (CAG) report in - 
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Cut in direct tax, customs and excise 
exemptions 


Lm Rationalisation of incentives on savings 
5 | 
7 Widening the Scope of taxation on already 


taxed services 
«o 


More services in the tax net 





Announcement on utilisation of forex reserves 
for funding infrastructure projects 


" Excise cuts/rationalisation for man-made 
> fibres, telecommunications, sugar- 


Rationalisation of subsidies, including on 
petroleum products 
Chopping, cutting and clean-up of various Plan 


allocation schemes, especially in areas like 
poverty alleviation and unemployment 


What not to expect 


Any new cess, including oreo 
guarantee cess 


A hike in service tax rate 
A hike in the basic exemption limit 
‘Removal of MAT _ 


Removal of surcharge on incomes above 
Rs 8.5 lakh 


Reduction of Cenvat rate of 16% to 14% as 
demanded by many industries; the three rates 
bands of 8%, 16% and 245 likely to remain 
unchanged 


150% coprociation for in-house R&D 


Under consideration 


A change in depreciation rates if corporate 
taxes are lowered by 5% 


A further 5% cut in peak customs rate 
An accumulated earnings tax 


| Real-time role for I-T department i in mergers 
and acquisitions to prevent leakage of revenue 


Amendment in I-T/Securitisation Act to give 
priority to I-T demands over secured debts 
before debt recovery tribunals _ 

Taxation of trusts | 

Changing the method of taxation of ESOPs 
Expanding the scope of taxation of perquisites 
Tightening TDS on rent 
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Customs duty exemptions 
| € Importer-specific: government or defence purchases 










Cost of duty cuts 


| |, € Project- and purpose-specific: training, education, oil 
|. exploration, research 


` 9 Social and health sector-specific: medicines, hospital 

| equipment, donations and gifts 

® Export-related: packaging materials, advance licences, 
i ! samples, DEPB 


das not really 
levied has Dus 


om 


S XThis includes the one-by-six scheme 
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T THE finance minister’s 
pre-Budget interaction with 
economists, Shubhashish 
Gangopadhyay, head, India Research 
Organisation, suggested linking the proposed 
national rural employment guarantee to 
vocational training. 

The proposal is based on the premise that the 
supply of unskilled labour is very high and the 
wage they command very low. On the other hand, 
the demand for specific skills is very high, and 
often unmet. For instance, simple skills like 
water-proofing, fencing or scaffolding are in short 
supply in the construction sector. 

Therefore, unskilled labour has to be converted 
to skilled labour. This requires trainers and 
training infrastructure. And for their skills have to 






















OU can expect some kind 
Y of announcement on 

utilisation of the growing 
foreign exchange reserves in 
Budget 2005-06. It may spell 
out ways in which the reserves 
can be used for developing the 
country's infrastructure, as 
suggested by deputy chairman 
of the Planning Commission 
Montek Singh Ahluwalia. 

Senior finance ministry 
sources say utilisation of forex 
reserves is just a "colourful 

^2 phrase". The real question is 
W T = = whether the government wants 
i \ | 34 to raise the rupee resources as 
~ ° budgetary resources or extra- 
budgetary resources. If it is done through the 
Budget, the government will give the money to A, 
B or C, and if A, B or C want forex for import 
needs, they will go to the primary dealer and buy 
foreign exchange. If it is done the extra-budgetary 
way, the government will create a special purpose 
vehicle (SPV) that will hand out money to A, B or C 
who will, in turn, go to the primary dealer with 
their foreign exchange needs. 

For instance, the RBI could give a loan of, say, 
$10 billion at zero rate of interest to an SPV. In 
turn, an entrepreneur who wishes to import can 
go to the SPV and get a loan for his forex 
requirements at a very concessional rate. 
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Guarantee skills, not jobs 


be recognised and accepted by potential 
employers, the training will have to be certified to 
be of a minimum standard, by a credible authority. 

It is estimated that the cost per person for this 
training will work out to around Rs 5,000. For a 
comparison, the amount being annually 
committed for every unskilled labourer under the 
National Rural Employment Guarantee Programme 
(NREG) is Rs 10,000 (at Rs 100 per day for 
100 days). 

According to finance ministry sources, this was 
one of the few proposals on which the minister 
sought more information. "The proposal made 
sense since it will make the NREG programme 
more than just a dole. It can equip the NREG 
candidate with a new skillset so that he no longer 
requires the guarantee," explains an official. 


Tapping forex reserves 


Critics of the idea in the finance ministry 
argue that there are problems with the proposal. 
For one, if money is raised through the Budget, it 
will lead to a higher fiscal deficit, and will have 
implications for FMRB Act commitments. However, 
many point out that in Ahluwalia's view, a slightly 
high fiscal deficit in a developing economy may 
not be such a bad thing. A second criticism is that 
the proposal will lead to somewhat higher 
inflation as more money comes into the system. 

Also, many finance ministry officials feel lack 
of funds is not the main problem to develop 
infrastructure. They point out that government 
agencies fail to spend the amounts provided 
through Plan funds. Also, the mid-term appraisal 
of the Tenth Plan has revealed that there are 
substantial unutilised funds for projects, because 
states have failed to provide matching funds. 
Besides, World Bank and ADB loans are available 
at very low interest rates for viable projects. 

The critics also argue that the economy may 
not have the capacity to absorb the huge amount 
of funds, and there may not be enough bodies 
that can carry out huge projects. "The Jawahar Lal 
Nehru Port Trust is having problems spending the 
Rs 3,000 crore made available to it for dredging 
of a channel. Who will efficiently spend the funds 
of the magnitude proposed by the deputy 
chairman?" asks a senior finance ministry official. 
Sources say even domestic funding through banks 
has not been exploited to the full, and what is 
needed is to use existing funds more efficiently. 
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before we get there. 


Excise duties: The three excise bands of 8 per cent, 16 per | 
cent and 24 per cent are unlikely to change despite heavy lob- - 
bying by industry to bring down the 16 per cent rate to 14 per | 


cent. However, a realignment of commodities within these 
three bands is on the cards. 


processing, automobiles and leather. Anew tax regime for tex- 


where duties for inputs are higher than those for the final 
product) will also be corrected. Area-specific exemptions 
from excise duty which were extended till 31 March 2007 are 
likely to continue. 





.— BUDGET 2005 


unlikely to go up as it was increased in the 
last Budget. 

Expect not only a number of new ser- 
vices to be brought in the net, but also a 
widening of the scope of taxing for services 
that are already taxed. As of now, 71 services 
are taxed; atleast 31 more can potentiallybe _ 
included, department sources say. Seventy 
per cent of service tax revenue now comes - 
from some 10 services. And within these 10 - 
services, the Budget could bring more areas 
under the tax net. For instance, construc- . 





financial intermediaries are also not taxed 
as yet, and could come under the net. 

Educational institutions, private hospi- 
tals and nursing homes could soon find life 
more difficult. "Kindergarten schools that 
charge Rs 3 lakh for admission, or schools 
that charge a huge fee, or nursing homes - 
that are minting money — most of them got 
land at subsidised cost. There is absolutely 
no reason why these should not be in the - 
tax net," points out an official. 

Most of these institutions also remain 
out of the income-tax net. Of the 21,103 
private hospitals and nursing homes (on a 
list compiled by the CAG), as many as 


13,963, or 66 per cent, were not on the © 
| records of the income tax department. Thenumberofprivate © 
hospitals and nursing homes which did not file returns was | = 
also alarmingly high in Maharashtra (87 per cent), Bihar (84 — 0 


per cent) and Delhi (83 per cent). Of the 62,279 educational 


| institutions, the details of which were also collected bythe `: 
_ CAG, only 10,376 were found on the records of the income- | 

Excise duty cuts/rationalisation are also being considered | 
across a range of sectors like telecommunications, man-made | 
fibres, sugar, computer hardware, auto components, food - 


tax department. | 
Theservice taxrate may not go up this year, but you can ex- 
pect it to go up to 16 per cent — the basic CENVAT rate — in 


 thelongterm. 
tiles was announced last July but certain issues raised by the | 
sector will be addressed by the Budget. Inverted duties (cases - 


What is also clear is that this year, there will not be 
complete implementation of the recommendations of the 


. FRBM task force. The government intends to move to an inte- _ 
. grated goods-and-services tax regime once VAT stabilises. But 
_ that will require a Constitutional amendment and is definitely 
, along time away. 

Service tax: It is quite likely that the Budget target from ser- | 
vices tax next year will be over Rs 20,000 crore, up from - 
Rs 14,150 crore this year. The service tax rate, however, is | 


Till then, the ardous task before the finance minister 


remains cutting the pervasive exemptions and incentives. — 


Can he actually do it? Wait for three more weeks to find out. W 
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tion services are taxed, but only commer- 
cial construction. This can be widened to >. 
cover services like painting, plumbingand ^ = 
other types of services. Then, transport by — 
road is taxed, which could be extended to |... 
transport by other modes, like through a 
pipeline. Another area that could betar- ^. 
geted is banking. Revenue department . 
sources point out that banks charge con- < 
sumers almost 248 differentchargesforser- ^ 
vices rendered. "We should bechargingthe = 
banks in turn,” says an official. Various == 













The i income-tax department 
is using technology to make 
its job easier, and that of tax 
evaders tougher 


loopholes 


IN, Oltas, AIR... You may be wondering what these 
are, but not for long. Before you know, the tax eva- 
ders will find the going tougher. The income-tax 
department is initiating changes to increase the 
1 number ofassessees as well as the tax paid by each 
E pisces and plug the loopholes in the system. 
| TIN or Tax Information Network is a storehouse of infor- 
E mation housed by National Securities Depository (NSDL) for 
| the department. All bank branches collecting taxes are being 
: : D : | connected to TIN. So far, 94 per cent of banks are transmitting 
E dataonline to NSDL, and the 5-6 per cent branches which are 
B yettobecomputerised do it from the nearest bank that is on- 
— line TIN has three components: Oltas, AIR and TDS. 
| ^ Oltasoronline tax accounting system system simplifies 
~ the way taxes are paid in India. The system transmits data of 
| tax paid by an assessee, within three days, to NSDL data 
* bank From there, the data is transmitted to the income-tax 
department's regional offices where it can be accessed by 
assessing officers. This makes things easier for the assessees 





i 


— INCOME-TAX- 


and for the I-T department: de- 
positing tax becomes as simple as 
depositing cash or cheque in a 
bank, the department can recon- 
cile the data transmitted by Oltas 
with its own data and an auto- 
mated system keeps track of it 
when the actual returns are filed 
later. So, authentic and correct 
credit can be given to the taxpayer 
when he files his return. "The en- 
tire problem of bogus stamping of 
[tax] challans can be handled," ex- 
plains a senior revenue depart- 
ment official. 

AIR or annual information re- 
turn will ensure that people pay 
what is due by them. "Spending is 
the best way to assess a mans in- 
come. The AIR will give us infor- 
mation on high-value transactions 
in seven areas. This is not exhaus- 
tive but just a beginning. But once the data comes in, we will 
know how many are paying how much they should be paying. 
It will be a measure of the variance," says a ministry official. 
TIN will also help the department verify tax deducted at 
source (TDS) claims faster as returns will be filed electroni- 
cally. The number of TDS forms has also been cut from 19 to 4. 

Earlier, the department was at its wits end on how to 


tackle these problems manually. "We have 16 lakh deductors, 


3 crore deductees. How can one keep track?” asks a senior offi- 
cial. He points to examples like ICICI Bank's TDS claims that 
would come loaded in a van and lie untouched for months. 
"The documents would gather dust and no one could ever 
look at each claim. One single TDS return of the bank has 
around 36 lakh entries. Who can check this manually?" 

The problem of bogus TDS certificates will also be resolved 
to a large extent. "There would be cases where the deductor is 
genuine but fake certificates were issued. Even worse, there 
would be many cases where the company was fake and so 
were the certificates," say officials. Electronic filing of returns 
was made mandatory for corporates from January 2004; for 
government companies in the Finance Bill 2004 and for gov- 
ernment departments from 2005. As a result, 90 per cent of all 
deductors will be filing electronically. From May 2006, TDS 
certificates will be dematted (NSDL will hold the accounts) 
andassessees will be able to access their PAN accounts online. 
Once TIN is fully rolled out, the interface between tax pay- 
ers and department officials will reduce dramatically, reduc- 
ing corruption. Says a highly placed finance ministry source:" 
TIN will be an information-based intelligent assessment (sys- 
tem). It will cut face-to-face contact [between I-T officials and 
assessees]. Information will pour in and will help us judge a 
mans real income." l 
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market changes, obtain raw materials and produce more products. The combination of Intel® Itanium® 2 processor-based servers and 


SAP" software delivered enhanced performance, lower cost of ownership and the flexibility to adapt.Visit sap.com/intel to learn more. 


"Riding the New Wave, Growth Strategies for a Recovering Asia-Pacific" is a new Economist Intelligence Unit report that will help 
you gauge your growth aspirations and identify potential opportunities in the region. For a complimentary copy and to find out how 


CARD nan halm un: unnlisa una Bannsinesuamz sasmenllas urinib nnm nansa [nnim laaasmm-—büe m_ sanl isla idinan anma sums mom enl Euan m TE A Kee 


AP and che SAP inoa are trademarks in! re 


tSA 





sdepth m 


NLY a handful of peo- 
ple were aware of a 
meeting scheduled at 
the Hilton Towers' 
business centre in 
Mumbai on 20 Janu- 
ary. In all, there were 11 lawyers flanking 
the two key people who were to sign an 
agreement that would go down as the 
single largest foreign direct investment 
in India. It didn't take more than a few 
minutes for Paul Hugentobler, a senior 
member of Holcim’'s supervisory com- 
mittee, and Anil Singhvi, Gujarat Am- 
buja Cement's director, to sign on the 
dotted line of an agreement that com- 
mitted over $800 million on part of the 
Swiss multinational. 

But the few minutes of the signing 
ceremony was the culmination of six 
weeks of intense negotiations. 

It all started with a simple courtesy 
call from Singhvi. In the first week of De- 














and a 94 per cent stake in Ambuja Ce- | 
ment Eastern, a small but profitable ce- | 


ment company with assets only in the 
eastern part of India. 
Now, Holcim will first buy out the 


ACIL stake from the two AIG and GIC | 


funds for about $200 million, and then 
infuse another $600 million into AICLs 
capital to raise its stake to 67 per cent. 
ACIL will use this additional capital to 
make an open offer for ACC shares to in- 


crease its holding in the latter to 50.01 | 


per cent. When the transactions are 
complete, Holcim will have a control- 
ling stake in the second largest cement 
manufacturer (after the A.V. Birla 
groups Grasim-UltraTech combine) in 
the world's second largest market (after 
China). Gujarat Ambuja Cements will 
continue to be the third largest player 
and will also have a say in running ACIL. 
That will allow it to protect its own inter- 
ests and counter the Grasim-L&T com- 


cember last year, Singhvi asked for a | bine. All expansions of Holcim will 


meeting with Hugen- 
tobler, an old busi- 
ness acquaintance. 
Singhvi was keen to 
know about Holcim's 
plans for India. By the 
time the Christmas 
break came around, 
the talks had moved 
to a different level. 
Singhvi had proposed 
a partnership on a scale unprecedented 
in Indian corporate history. 

Singhvi says he handled the entire 
negotiations till then by himself. Re- 
markably, there was no investment 
banker involved from his side. Singhvi, 
himself a chartered accountant, had a 
strong reason for this. "Most merchant 
bankers work from deal to deal with 
scant regard to what happens after it has 
been consummated," he says. Except for 
two junior colleagues who were brought 
in towards the end, when the sheer pa- 
perwork simply got out of hand, Singhvi 
dealt directly with Hugentobler. 

The deal itself is simple. Gujarat 
Ambuja Cements has a 60 per cent 
stake in a subsidiary, Ambuja Cement 
India (ACIL); the balance is held by two 
Singapore-based private equity funds, 
AIG Asian Opportunity Fund and GIC 
Special Investments. ACIL, in turn, 
holds a 13.8 per cent stake in ACC, In- 
dia's largest single cement company, 


















come only through ACIL, whereas Gu- 
jarat Ambuja will not be restricted by the 
deal when it wants to expand itself. 

Interestingly, Singhvi also indicated 
that Gujarat Ambuja and Holcim might 
look at acquisitions in the Middle East 
together. 


OR the Indian cement industry, 

Holcim's entry is significant. For 
many years, foreign cement majors 
have looked at India as a lucrative mar- 
ket. Even Holcim (it used to be called 
Holderbank then), a third of whose 
global revenues come from developing 
markets, had a 44 per cent stake in 
Kalyanpur Cements till some years ago, 
before it sold out the entire stake at a 
nominal Re 1. 

In the last few years, the world's 
largest cement manufacturer, the 
French company Lafarge, and Ital- 
cementi had bid for nearly every ce- 
ment asset on the block in India. Local 


Cementing a 


What the biggest deal in the Indian 
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4 Narottam Sekhsaria, chairman of 


Ambuja group: Out of a tight spot 


GUJARAT AMBUJA CEMENTS 


India’ s most profitable cement company and biggest exporter of cement 


Has a strong presence in the western and northern markets in India 


-xe ameen 


Has held 13.83 per cent stake in ACC, India’s single largest nt 
company with a pan-India presence 


2003-04 sales: Rs 2,305 crore 


2003-04 profits: Rs 337 crore 
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players, however, continued to control 
over 90 per cent of the market. Holcim's 
entry promises to change that. Multina- 
tionals will now command a re- 
spectable 25 per cent of the Indian mar- 
ket, which is expected to grow at about 8 
per cent over the next few years, against 
about 5 per cent that the global industry 
is expected to grow at. 

It will also set a new benchmark for 
large cement deals in the country. Hol- 
cim paid about $108 per tonne of manu- 
facturing capacity, that too for the well- 
depreciated assets of ACC. Just a year 
back, the A.V. Birla group's Grasim paid 
$84 a tonne for L&T’s cement business. 
Says Holcim merchant banker DSP 
Merrill Lynch's joint managing director 
Rajeev Gupta: “The size, scale and speed 
of the deal indicates a growing confi- 
dence among foreign companies who 
want to invest in India.” 

But for Singhvi, the man who mas- 
terminded it, the larger significance of 











THE HOLCIM DEAL 





the deal came later. His first concern was 
to secure the interests of Gujarat Ambuja 


| Cements. When Gujarat Ambuja first ac- 


quired the ACC stake from the Tata 
group in 1999-2000, Ambuja chairman 


Narottam Sekhsaria had hoped the | 


move would deter multinationals who 
waiting to invest in the Indian market. To 
do so, Gujarat Ambuja spent about Rs 


928 crore — unusual for a company that | 
| believed in keeping its debt low. 


As the financial brain behind this 
deal, Singhvi's endgame was simple: he 


wanted to create a holding company | 


that he would capitalise separately, 
much like what MNCs like Holcim had 
done elsewhere around the world. To 
him, this seemed the most prudent op- 


debt to up our stake. Whether it was 14 
per cent or 34 per cent, it would not have 


made any material difference to my | 


control in ACC,” says Singhvi. Even a 
rough calculation shows that Gujarat 








Ambuja would have needed Rs 2,200 
crore to take its ACC stake up to 51 per 
cent. Also, according to the Securities 
Exchange and Board of India's (Sebi) 
norms, Singhvi would have been forced 
to make an open offer as soon as Gujarat 
Ambujas stake touched 15 per cent. 

So in February 2000, in a smart 
move, Singhvi moved his holdings in 
ACC to a subsidiary, ACIL, and brought 
in the two Singapore-based funds. 

For all this trouble, Gujarat Ambuja 
got two seats on the ACC board, and that 
didn't ensure much say in the affairs of 
ACC. To make matters worse, Sebi 
launched an investigation into Gujarat 
Ambujas stake after ACC investors filed 


, acase saying that the former was plan- 
tion. "We had the wherewithal to raise | 


ning to take over the operations of the 
latter (See ACC Shareholder Withdraws 
Case' on page 43). They quoted a pre- 
sentation made by Gujarat Ambuja at 
an analysts’ conference. It clubbed 
ACC's sales along with its own to claim 


new landscape 


cement industry means. By T. Surendar 
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> Markus Akermann, CEO of Holcim: 
Second coming in India 





HOLCIM 


The Switzerland-based company is the world's second largest cement 
manufacturer with a presence in over 70 countries 





A third of its sales comes from emerging markets 2 


2003 s sales: Swiss Francs 12. 6 million 
2003 profits: Swiss Francs 686 million 


Market capitalisation: $12 billon 
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that it was the biggest cement company 
in the country. Investors claimed Gu- 
jarat Ambuja had to make an open offer, 
as the presentation seemed to suggest a 
change in management. Gujarat Am- 
buja backed out and pulled the presen- 
tation off its site, saying that its interest 
was only strategic. 

Though the strategy of keeping out 
multinationals worked till then, Singhvi 
knew he had landed ina sticky situation. 
On the one hand, Gujarat Ambuja was 
the most profitable cement company in 
India and also ranked in the global top 
ten; on the other hand, Singhvi had no 
real leverage in ACC. 

How could Singhvi encash his in- 
vestment without compromising Gu- 
jarat Ambujas position in the market? 

For five years Singhvi tried his best to 
get out of the spot. Merchant bankers 
made over 100 presentations about the 
options — from raising debt from inter- 
national markets, and buying out the 
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Kumar 


Mangalam - 
Birla: His 


group's 


Grasim- 
UltraTech 
combine will 


face its 
most 


slowly hardening, a fact re- 
flected in the companies’ 
stocks moving up. ACCS 
share has gained by more 
than a third in the past year. 
Any further increase in prices 
would have made it unviable 
for a strategic investor. Even 
at the current levels, Holcim’s 


formidable 


rival yet — 
world No. 2 


Holcim 





private investors, to bringing in other 


private investors to replace the existing © 


ones, should they want to exit. But none 


would plausibly increase his stake in | 
ACC. Raising further debt was out of the 


question. And replacing one private eq- 


uity investor with another did nothing | 


to change the situation. 

Singhvi had yet another idea — he 
wanted to take ACIL public. He argued 
that many large listed companies, even 
Holcim, were just holding companies. 


They have stakes in many operating | 
companies without holding any asset. If. 


ACIL went public, the private equity par- 
ticipants would have an easy exit route. 
Besides, Singhvi could also raise fresh 
capital to make an open offer for ACC, if 
needs be. Singhvi says he kept trying un- 
til late last year. But investment bankers 


couldn't agree with the idea of taking a - 


holding company public. ^In India, the 
concept of a (publicly-listed) holding 
company without any cash flows of its 
own was still alien to investors and even 
merchant bankers," says Singhvi. Not 
many investors would appreciate the 
business model, felt the bankers. 

Sources say, around that time, pri- 
vate equity investors were losing pa- 
tience — a fact Singhvi refutes. If that 
were true, the last thing Singhvi would 
have done was to sell the ACC stake and 
pay them off. (Last week, ACC shares 
were hovering around Rs 370, a price 
that Gujarat Ambuja paid the Tatas in 
1999.) Selling a big chunk would have 
only depressed the share price and 
Singhvi would have lost money. 

The best of the rest of options before 
Singhvi was to get in a strategic investor, 
rather than a financial one. But that, too, 
had a catch. After months of lacklustre 
performance, cement prices were 





d Company . 


i Grasim + UltraTech 


- Ambuja Cement India | 


_ Jaiprakash Industries 


- Birla Corporation 


price of $108 a tonne is $20 
more than what it costs to put 
up new capacity. 

“None of the merchant 
bankers came up with the 
idea. It’s something you can 
do only when you run a business,” says 
Singhvi. It wasn't surprising when he de- 
cided to search for a strategic partner 
without a merchant banker's help. "We 
didn't want to select our partner from a 
beauty parade," he says. 

Singhvi had three choices — world 
No.1 Lafarge, No. 2 Holcim, and Cemex. 
Of the three, Cemex tended to prefer 
outright acquisitions. Lafarge's record on 
partnerships in Asia had been patchy. 
Besides, apart from its acquisitions of 
Tata Steel's cement division and Ray- 
mond’s 2-million-tonne plant, Lafarge 
hadn't exactly got a grip of the Indian 
market. In December last, the Lafarge 
CEO announced in Kolkata his firm was 
planning a big investment. That turned 
out to be $2-million investment in a 20- 
million-tonne grinding unit. 

On the other hand, in early 2004, 
Holcim's top management had reiter- 





ated that much of its future growth 
would come from Asia. But how much 
would Holcim sink into India? The 
question was pertinent especially be- 
cause its first experience in the Kalyan- 
pur plant had gone sour. Singhvi de- 
cided to find out for himself. The rest, as 
they say, is history. 


UJARAT Ambuja couldn't have bar- 

gained for anything better. It isn't as 
if Gujarat Ambuja would stand to gain 
any fresh investments directly, or would 
recoup its investments in ACIL. In fact, 
Gujarat Ambujas stock price fell 4.9 per 
cent the day the deal was announced. 

But when the whole transaction goes 
through, Gujarat Ambuja will hold a 
higher stake in ACC than it had started 
with. Gujarat Ambuja held 60 per cent in 
ACIL, which in turn held 13.8 per cent 
stake in ACC. So, Gujarat Ambuja effec- 
tively held 8.3 per cent in ACC. Once 
ACILS stake reaches 50.01 per cent, Gu- 
jarat Ambujas 33 per cent stake in the re- 
structured capital of ACIL will effectively 
give it a 16.5 per cent stake in ACC. And 
all that at no extra investment of its own. 
As a merchant banker puts it: "Singhvi 
gets to have the cake and eat it, too." 

For Holcim, too, the deal would be 
good. If its open offer for ACC is success- 
ful and it gains control, it will regain the 
world's No. 1 cement makers slot after 
nearly four years. The 20 million tonnes 
of combined capacity of ACC and Am- 
buja Cement Eastern will take its global 
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total to 165 million tonnes, ahead of La- 
farge’s 154 million tonnes. 

There were other reasons why Hol- 
cim paid a premium in the Indian deal. 
After five years in India, Lafarge has a ca- 
pacity of 6 million tonnes and has its 
presence confined largely to the eastern 
parts ofthe country. Italcementi's acqui- 
sition of Zuari Cement's 1.6-million- 
tonne business is too small even by In- 
dian standards. Holcim, with ACC, will 
have a pan-Indian presence with an es- 
tablished distribution network and a 
strong brand. Since ACC’s plants came 
up earlier, its locations are better than 
most of its competitors’. 

Of course, competitors are quick to 
point out it will be tough for Holcim to 
recover its investment in the short run. 
First, Holcim paid $108, whereas it takes 
just about $80 a tonne to put up new ca- 
pacity. Holcim could incur a loss when 
its competitors start selling cheaper 
during abad patch ofthe business cycle. 
Then again, cement sells for less than 
$80 a tonne in India today. Unless prices 
go up substantially, it would be long be- 
fore Holcim books any return on its in- 
vestments. But DSP Merrill Lynch's se- 
nior vice-president Promeet Ghosh 
explains the multinational’s approach. 
"Holcim is looking at an investment 
horizon of 20-25 years, and so it doesnt 
pay too much attention to short-term 
fluctuations," says Ghosh. 

The effect of such a lucrative deal is 
already being felt. Merchant bankers 


like DSP Merrill Lynch's Gupta are being | 
inundated with calls from small manu- | 


facturers looking to hawk their assets. “I 
will sell my assets tomorrow if you can 
get me the same price Holcim paid for 
ACC," said one, whose firm has a few 
million tonnes of capacity. 


in the short term, with Lafarge and Ital- 
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cementi possibly upping the ante, there 
may not be any industry-redefining deal 
forsome time to come. Says Grasim's ex- 
ecutive director D.D. Rathi: "Expect no 
big changes right away. In the longrun, a 


| strong player like Holcim will force the 


_ industry to perform better." 
Even if there is some consolidation | 


That's what Singhvi, too, is hoping 


' for. He expects the partnership to yield 


significant benefits, particularly in new 
systems and processes. After the current 
increase in energy prices, Holcim has 
done alot of research and implemented 
new solutions to make its processes 
more efficient. The Swiss multinational 
is also well known for its IT solutions 
that run cement plants. 

Cement being a local business, Hol- 
cim has allowed Gujarat Ambuja's top 
management to continue running 
ACIL. "With a two-thirds representation 
on the ACIL board, they know that they 
have the option to change the operating 
team if things don't go according to 
plan," says Singhvi. (Holcim also has a 
call option to buy out Gujarat Ambuja's 
stake in ACIL after 1 January 2008.) 

But for now, basking in the warm af- 
terglow of a mega deal, the last thing the 
two parties would be worrying about is 
what could go wrong. 


Pr 000 s in TUE 


“We have to 
rethink the whole 
nature of work” 


WHEN Robert C. Pozen was in high 
school, he dreamt of becoming a pro 
basketball player. But a game against a 
Connecticut team that had a five-feet- 
eight-inches-tall Calvin Murphy 
changed all that. Pozen's coach told 
him: “I want you to guard Murphy 
wherever he goes. If he goes to the water 
cooler during time out, you go to the 
water cooler..." Pozen played the best 
defence of his life — Murphy still 
scored 56 points! That's when Pozen 
chose to develop his intellectual capital 
rather than his athletic skills. 

Murphy, the highest-scoring college 
player of his time, went on to play pro 
ball, and was even inducted into the 
Basketball Hall of Fame. Pozen, mean- 
while, went to Harvard and Yale Law 
School, and has since traversed 
interesting terrain. He was an associate 
general counsel to Securities and Ex- 
change Commission (SEC), the US 
market regulator. He has also had a 
long, productive stint with Fidelity, 
authored a text book on mutual funds, 
and served on George W. Bush's Com- 
mission to strengthen social security 
(the US has a $3.8 -trillion deficit over 
the next 75 years) in 2001 and 2002. 
BW's Vikas Dhoot recently met Pozen, 
who is now the chairman of MFS 
y l Investment Management, the oldest 

Interview with S / à ' à | mutual fund in the US. 
ROBERT POZEN, p | 
chairman, 


MFS Investment 
Management 
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Wi Let's start with the most morbid 
topic. How will the global pensions 
crisis affect markets and economies? 
There are opportunities in the next 20 
years for many countries to bite the bul- 





HEMANT MISHRA 


BUSINESSWORLD 44 7 FEBRUARY 2005 





RITIRO 


let and do something about it. Coun- 
tries like Hong Kong have done a very 
nice job with their providence scheme. 
Sweden has gone for a form of longevity 
indexing combined with personal ac- 
counts. Countries like Italy have strug- 
gled; Germany has very, very modest re- 
forms and is still struggling. Secondly, 
sometimes it is assumed that as soon as 
people retire, they immediately take all 


their money out of the market. I think | 
that's just plain wrong. Some workers | 


will take small amounts out over time, 
others will keep the money and transfer 
itto the next generation. 


88 How will Pay As You Go (PAYG) 
schemes impact developing countries 
and some of the OECD countries? 

PAYG schemes are very dangerous. 
Given the demography, even in some 
developed countries, with fertility rates 
going down dramatically, it’s important 
to shift to some sort of funded systems. 
The best funded systems combine DB 
(defined benefits) and DC (defined con- 


tributions). There should be a floor for | 
lower wage workers, but some opportu- | 
nity for higher earners to take a risk and | 
get a higher return. 1 am not in favour of | 


social security systems where people 
can invest wherever they want. They 


should be confined to diversified funds. 


that are good long-term investments. 
A 8 India and China are going to see a 
joom in the working age population. In 
the US, by 2010, even the oldest baby- 
boomers will turn 65. What do you 
make of this demographic dichotomy? 
China has a lot of workers, but they are 
guaranteeing that there won't be eno- 
ugh workers to support the population 
that is retiring because of the one-child- 
per-family policy. So, China could land 
up with one of the most difficult prob- 
lems. When I was in China some years 
ago, I suggested they kill two birds with 
one stone by transferring large blocks of 
their publicly owned companies, where 
the government is still the majority 
owner, to a pension trust which would 
be administered by an international 
panel, and over 30 or 40 years would be 
asked to maximise value. So that would 
provide a funding mechanism for pen- 
sions, and improve corporate govern- 
ance in these companies as they get out 
of government control. In the US, you 





; have an opportunity till 2011, when the 
| first baby-boomers retire. If president 
| Bush wants to do something on this and 
| whether he can get a consensus is diffi- 
cult to predict. Politicians aren't exactly 
the most courageous group of people. 





| Bi Isa DB-DC combination the most 

| viable solution for the pension crisis? 

| Iput together a proposal in the Ameri- 
| can Economic Review, in which you pro- 
| tect the wages of everyone with $25,000 
; and lower, and you gradually slow the 
| growth of assets of higher earners. You 
' could take that sort of system which re- 
|! duces the long-term liability of social se- 
curity by about 50 per cent (which in the 
US is $2 trillion). You could combine 


_ cally would appeal to people who are 
|! worried for people with lower wages, 


| which is what social security is all about. | 
: How much of a defined benefit do : 


| people like Bill Gates need? 


i 

| Bi The latest IMF World Economic 

| Outlook says that as dependency ratios ` 
| (retirees:workers ratio) rise in countries, 

| theres likely to be a GDP shrinkage... 

| Again, I think they are making certain 
| assumptions that may not be true. As I 
| get into my sixties, there won't be too 
many people driving behind us. So we 
| 

i 

| 


may be encouraged to work longer. We - 
| will be given flexible hours. People will 


_ see us for the wise and mature, sagely 


|! people that we are. The effective retire- | 
; ment age has been falling for the last 50 | tn s 
| mal regulation for hedge funds. They — 
tradingin NYSE. We need tounderstand 


years, In the last five years, it’s started to 
| come back up. Maybe because of the 
dotcom bust, people felt they didn't 
have enough for retirement. But it's 


wantto totally retire and just play golf, or 
totally work. We have to rethink the wh- 
ole nature of work. Secondly, countries 
with good healthcare systems have a big 
advantage, (considering) the problems 
of having workers over 60. I think there 
are a lot of possibilities here... people 
over 60 are the heaviest users of the Net, 
they invest more, and are good savers. 





88 Could it in some way affect the flows 
of capital to developing economies like 
China and India? 

The flow of capital to China and India is 
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that with the personal account system - 
for the higher earners. At least in princi- | 
| ple, this seems like a system that politi- 1 


partly because alot ofpeople dont really | 








probably more heavily influenced by 
what the risk-free rate is in Bank of Eng- 
land and the US treasury. With treasury 
bonds at such low interest rates, the rel- 


ative appeal of emerging market bonds ^ 


and stocks has been higher. Emerging - 


markets have become less risky than - - 


they were 10 years ago. Countries are 
developing reserves, improving bank- _ 
ingsystems, becoming more transpar- —_ 
ent. In the short term, ofcourse, arisein _ 


| interest rates will hurt the bond market. 





Bi What do you think of the blitz 
launched by New York attorney-general 
Eliot Spitzer against US mutual funds? 


i It's an unfortunate dynamic. We have a 


politically motivated official running for 


governor who is going after companies 


and finding wrongdoing. But then, he is 


asking for unbelievable penalties. Take EMEN 


Putnam Investments; they caused $10 - 


millionofdamagebutwereaskedtopay. .— 
$100 million. Usually there's some rela- — 
tion between the actual amount of coding 


damage and the fines. Historically, in 
the US, the ratio has been 3 times the 


| damage caused. But that is now totally 
| out of the window. Secondly, the way 


this is being conducted is really offen- 
sive. Spitzer announced that he was no 
longer going to negotiate with Putnam's 
parent company unless they threw its 


| CEO out. I don't know if that's an appro- 


priate role for an enforcer. 





8 The SEC has started regulating hedge 
funds in some way. Is that also a fallout 
of their role in the mutual fund scams? 
SEC has, for the first time, brought mini- 


alot more about what they are doing. . 


88 Now that Spitzer is training his guns 

on the insurance industry, are US | 
mutual funds breathing easier? 
We are very happy that Mr Spitzer has | 
found a focus otherwise. I think he | 
might want to look at the plastic indus- — 
try. And maybe agriculture. There are 
many areas that I think he should focus 
on, outside of financial services. He 
would find it very fruitful. EL.) 
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State Feature 








The sunshine state of India has embarked on an ambitious plan to make the state top investment destination in 
Eastern India. And it seems it will make it. 


tor -friendly destination. With a stable environment,abundant 

electric power at competitive tariff for new industries, plenty 
of natural as well as human resources, excellent communication facili- 
ties, well connected roadways, ports and other infrastructural facili- 
ties and to support that a Government responsive to the process of 
industrialization. 


Boost To Industry 

Though Orissa have been bestowed with huge mineral resources but 
unfortunately exploitation of the resources have not been done opti- 
mally so far. However “now with the pre- 
vailing steep prices in the Steel Industry 
things are looking up. Our Government 
have been very industry friendly and 
also the new policies initiated towards 
large scale industries and extension of 
concession to entry taxes have really 
positively affected industrialization of 
the state”, says Mr. Biswabhushan 
Harichandan. Hon'ble Minister of Indus- 
try, Govt of Orissa. Orissa Government 
has hammered out several steel pacts that 
are estimated to bring in Rs 23000 crore 
worth of investments for projects across 
the state. The latest entries are Action shoes, whose subsidiary 
Action Ispat and Power Other prominent investors include Aarti 
Steel, Bhushan Steel & Strips, SCAW Industries, OCL India, 
AML Steel and Power Ltd, Monnet Ispat, Aryan Ispat and 
Power, Agrim Steel Industries and Sree Metaliks. The last of all 
were the steel Major Tata Steel who signed an MOU for setting up a 
Greenfield project of 6 miilion tonne capacity at Duburi which will be 
completed in two phases. With all these development Duburi will soon 
emerge as the largest steel city of India. 


O rissa is confidently moving into a safe and increasingly inves 





Mr. Biswabhushan Harichandan 
Hon'ble Minister of Industry, 
Govt of Orissa 





drawing : ard stage and started making reasonable production at a 
reasonablecondition", says Mr. S.K. Sarna, Joint MD, NINL. The plant 








jo tly promoted by MMTC, Industrial Promotion and Invest- 
ation of Rr and MECON. Last 4 months the 

'Ofitand he gives credit to his people. 
Ir. Sar a is that the steel prices are 
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fluctuating and what is required is setting up of steel melting shop and 
rolling mill for production of items like billets, bars and wire rods. The 
cost involved for which is Rs 1100 crore to Rs 1400 crore. MMTC is not 
allowed to invest more and the State Government is not in a position to 
putin so much of fund. Thus MMTC is now looking for strategic partner 
with whom they can raise the adequate fund for the necessary invest- 
ment. For many steel giants who are vying for expansion NINL is a very 
attractive proposition as it is already a profit making unit and hence 
already several group have envinced interest to take over NINL. Cur- 
rently NINL is looking to expand their production from 1 million tonne 
to2 million tonne with a strategic partner. According to the Company's 
Executive Director Mr. C.K. Poddar “what is required now is the har- 
mony of thought and action to see our dream 
through". 


OMC - Exploiting Mineral Resources 

Orissa has always been rich in mineral re- 
sources which have been a major factor to 
its growth all these years. The Orissa Min- 
ing Corporation have taken to exploit the 
mineral resources to their optimum by 
opening new mines and optimally utilizing 
the existing mines. OMCs impressive 
growth over the decades is hinged on its phi- 
losophy and commitment towards quality 
and value addition. The Corporation's turn over has increased manifold 
over the years through optimum utilization of its resources, cost con- 
trolling measures, computerized inventory 
management, energy audit, asset up-grada- 
tion and implementation of quality circles. 
Of late OMC has taken up scientific mine 
planning. OMC is implementing 
ERP(Enterprise Resource Planning) with the 
assistance of IIM, Bangalore. With ERP, there 
will be symbiosis between different sections 
of OMC through Local Area 
Networking(LAN) and Wide Area 
Networking(WAN). OMC is one of the few 
mining companies in the world today imple- 
menting SAP R-3as the ERP product. OMC ha already achieved ISO 
9001:2000 certification for Daitri Iron Ore Project & Chrome Ore 


Beneficiation plantat Kaliapani. =+- 
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Starting its India operations in 1998 
with Orissa Power Generation 
Corporation (OPGC) in the Ib Valley 
area of the state, AES Corporation, US, 
the global Power Utilities company has 
travelled a long circuitous way in the 
process of India’s experiments with 
Power Sector Reforms. 






ursuant to its economic liberalization in the 

early nineties India opened up its significant 

infrastructure sector of power for private 

investment. Foreign private players who landed 
here with sparks in their eyes, contrarily, found their 
fingers burnt badly. For, they struggled to set up IPPs 
failing to understand and adapt to local business 
requirements. But, it has been a different story for AES 
in Orissa, which stayed back, determined to negotiate the 
murky waters of the process of reform in the country. Six 
bright years’ of AES in the state could well be considered 
as an explanation to the current beeline of private investors 
to a power surplus Orissa. 





“We see India as a growth area. 


Srinivas Rao, Business Leader, AES India, & 
MD, OPGC, takes a break to speak about the 
company’s business in India and its aims. 


What has been the AES 
experience in Orissa? 


Positively, it has overcome a lot 
of cynicism about the success 
of this joint venture. And, 
OPGC has risen to become the 
highest dividend paying 
corporate of the state. I won't 
say the journey has been smooth 
but as strategic partner AES has 
stuck to its policies well in the 
face of impediments in the 





Srinivas Rao 
Business Leader, AES India, Reform process, so far. 


What are the distinct differences that 
AES has brought to OPGC? 


In fact, the basic objective was to make a difference by 
bringing in commercial and operational efficiency to the 
organisation. The result shows it has achieved it pretty 
well. Moreover, OPGC has emerged as a lesson in industrial 
safety and environment management. 


Where would you put the prospect of business in the 
power sector of the state? 


47 


PROMOTIONS 


Interestingly, as early as 1995, when more advanced states 
were taking hesitant steps to open up this crucial segment 
of infrastructure, Orissa came out with its Electricity 
Reform Act. The international bid to disinvest OPGC 
effected AES Corporation's participation as the state's 
strategic partner. 


AES experience 


The company brought along 
its experience of successful 
operations in multicultural 
destinations around the world 
and its technical and 
managerial expertise. With 
businesses in 27 countries — 
114 Power Facilities with over 
45,000 MW of capacity and 
17 distributions facilities — 
AES has already demonstrated 
how competition in the electric 
sector could provide lower 
cost and more reliable electricity supplies. 





Haresh Jaishinghani 
VP, Generation, AES-Asia 


Transit to a brighter phase 


As part of reform and restructuring undertaken by the 
state, 49% of the equity shares in Orissa Power Generation 
Corporation, until a wholly owned Govt. Company, were 
divested to AES Corporation in 1998. As per the contract, 
the later was entrusted with the responsibilities of day- 
to-day management and the plant operations. 


The AES joint venture with the Govt. of Orissa in OPGC's 


Orissa is, strategically very well located and it has got 
ideal fuel resources. See, the state is surplus in power at 
present. What it requires is the transmission network to 
be built to transmit power to deficit states as well. Of 
course, the govt. must be true to the contracts. For instance, 
the proposed disinvest by Orissa Govt. of another 2% in 
favour of the Strategic Investor by 2001 depending on 
the success of the disinvestments program has still not 
been implemented. But then, it's still an evolving market. 


Don't you think reform in distribution has devetoped 
clay-feet in a state that led the restructuring of the 
sector in India? 


The distribution business world over is very complicated 
and Orissa was the first privatisation case in India. There 
were certain problems in the inherent design of the structure 
with understated T & D losses and overstated assets that 
never allowed the distribution companies to come out of 
the perpetual loss cycle. Though our experience with 
CESCO (Central Electricity Supply Company, Orissa) 
has run into rough weathers, we want to resolve the issue 
amicably. We propose to have a negotiated settlement 
with govt., come back and run the CESCO given an 
opportunity. 

Distribution has been a significant feature in AES's 
global business. Does distribution play in the company's 
mind as it explores markets in India? 


Yes, it is. We are exploring states with regulatory discipline 
and commitment to reform. Though structurally it is a 
difficult market, we see India as a growth area. 











State Feature 


2x210 MW Ib Valley Thermal Project has been a success 
from the word go. The net cash flow to the state exchequer 
through disinvestments was Rs 603 crore representing a 
premium of 150% for the 49% equity stake. Further, from 
a paltry net profit of Rs. 24 crore in 1995-96, Rs. 105 
crore in 1996-97 and Rs. 66 crore in 1997-98, it made à 
big jump to 131.22 (2001-02), 197.35 (2002-03) and 
147.00 (2003-04) crore. OPGC has also been able to pay 
out more than Rs. 400 crore as dividends to the govt. since 
its divestment. And it's the highest dividend paying 
corporation in Orissa at present. 


The joint effort with AES India saw OPGC perform 
consistently at High Plant Load Factor (PLF). As 
Srinivas Rao, Business Leader, AES India and MD, OPGC, 
would put it straight, "Earlier plants which used to have 
around 6894 average PLF (1997-98), now have come close 
to 8695, So, there is big jump in the performance and the 
resources are utilized optimally.” 


Clean, Safe and Reliable power 


In the field of industrial safety OPGC's achievements 
would be worth emulating in the country. It has achieved 
3 million man-hours without any loss-time accidents in 
generating Clean, Safe and Reliable power at an affordable 
tariff. OPGC, currently sells electricity at Rs. 1.34 per 
KW at 86% PLF, one of the cheapest i in the country among 
thermal power stations. 


Post-reform, AES has successfully introduced to OPGC 
the right commercial culture and stringent discipline and 


PROMOTIONS 





safety consciousness in plant operations in a socially 
responsible way. The sprawling plant township is 
surrounded by natural landscape and abundant greenery. 
Recognitions like Green Tech Foundation Gold for 
environmental excellence, the ISO 14001 certification by 
BVQI and the meritorious awards from Ministry of Power, 
Govt. of India, are some feathers on its caps. It's now 
moving towards maximizing ash utilization to further 
improve environment. 


The next stride 


Currently, OPGC is set to achieve the targeted capacity 
addition of 2x250 MW by 2007-08 with coordinated effort 
from Govt. of Orissa. Haresh Jaishinghani, VP, Generation, 
AES -Asia, expects, “ The reform process must reach its 
logical conclusion of majority divestment by the state 
govt. as envisaged initially, to bring more operational 
flexibility and financial efficiency." In view of a projected 
demand for about 40,000 MW power in India in next 3- 
4 years, he says, “The Company has already shown interest 
in generation venture at Anpara C in Uttar Pradesh as it 
fits with our overall strategy of low tariff.” 


AES 1s hopeful of improved regulatory and policy support 
from the Govt. of India. As Mr Rao tells, “ It has been 
our persistent belief in the potential of Indian power sector 
that has encouraged us to do business here over the last 
decade. The Current Electricity Act of 2003 has reinforced 
our belief." May be there is light at the end of the tunnel 
for both the stakeholders Ml 


RECORD PLACEMENT AT KIIT : | 
Students of KHT, Deemed University, no longer search for jobs. With 400 students of - 
2005 batch already placed in the blue chip companies and 100 more expected to be 
placed by the next month, a target of 100 percent placement seems to be a thing of the 
past for KIIT-DU. In the last six months, corporate giants like Infosys, Wipro, Usha 


Comm India, Satyam, Cognizant Technologies Solution, Kanbay Software, TCS, 
L&T Infotech, Tata Telecom, Jataayu Software, Sasken Communication, 
accenture, Crompton Greaves and many others have visited KIIT-DU. In a matter of 
pride I-Gate has selected 20 students. Major non-IT players are also queuing up. The 
campus visit of Gamman India is a pointer. the company has selected 25 students 
from Electrical, Mechanical and Civil streams. This also holds for students of the 
IBAT School of Management. 





Corporates visiting for 2005 
Graduates: Accenture, Avaya 
Global, Cognizant, Crompton 
Greaves, Gammon, IGATE, 
Infosys, L&T, MBT, Satyam, 
TCS, Wipro and many more... 


KIIT-DU is the first in the 
country and one ofthe few in the 
globe to have an integrated 
converged wireless network for 
data, voice and video with 
wireless laptops (IBM/HP) to all 
student and VPN technology. 
which links various campuses of 
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HEN I was twelve, my 
mother was operated 
upon for cataract. I was 
happy for her, happy that 
she would be able to see 
clearly again, happy that she would read and 
embroider. But shortly after she was operated 
upon, for reasons I did not understand, she de- 
veloped corneal ulcer. Overnight, she perma- 
nently and totally lost her eyesight. She was in 
her early fifties then, and for the next 35 years of 
her life I saw how blind people live. 

In the process, I learnt to respect people 
with disabilities. It is something that doesn't 
come easily to Indians, and comes far less easily 
to people in business. One reason is our popu- 
lation, and the low price we attach to life itself. 
Did you know, for instance, that a whopping 12 
per cent of Indians live with some form of dis- 
ability? That is 120 million Indians— enough to 
have a voice of their own, enough to cry foul 
when they are treated with indifference and, of- 
tentimes, outright cruelty. For the most part, we 
are not sensitised as children; so if there is a 
lame boy in class, you can be sure he will grow 
up with a disgusting nickname. Such acts of 
insensitivity are usually associated with lack of 
education. But, this probably has nothing to do 
with education. It has to do with pervasive 
insensitivity, and lack of inclusion. 

Take this example: I opened a magazine to 
see a motorcycle advertisement from the house 
of Bajaj. The format was that ofan eye examina- 
tion chart, followed by a short copy which ends 
with the words: ‘Now, only a blind man will buy 
any other bike.’ I was aghast. Are we trying to 
say that blind people are dumb, and that only 
people who can see (as the advertisement sug- 
gests) can make an intelligent choice? 

I was so upset about the advertisement that 
I told my wife Susmita about it. She explained 
the context to me. Apparently, Hero Honda has 
been running an advertisement that shows a 
blind man purchasing a motorcycle for his son. 
He asks for a particular model by name, insist- 





advertising 


ing that his son must get only that bike. Nothing 
crass about it. Except that I could question the 
centrality of bringing in a person with a disabil- 
ity to make an advertising point. Why not a 
lame person, why not a deaf person, why nota 
bald person, why not the advertising agency 
executive who thought about the creative? Why 
only a blind person? 

For a moment, let us suspend judgment on 
creativity gone wrong. After all, people can 
say: I have the money to pay for the advertise- 
ment. So, I decide what disability best sells my 
products. Someone else can say: Article 19 of 
the Constitution gives me the Freedom of 
Speech. So, I am within my rights to do what I 
want. After all, there are 9 million Indians 
who (fortunately) will not be able to see the ad- 
vertisement and tell us that there surely are bet- 
ter ways to sell a good product like a Hero 
Honda motorcycle. 

What completely baffles me in all this is why 
the house of Bajaj had to jump into the fray with 
something downright offensive, in a show of 
competitive advertising that is below the dig- 
nity of a market leader. It speaks badly of the 
management of the agency that cleared the 
advertising line. It speaks worse of the client 
who cleared it without thinking about the 
cruelty in the so-called creativity. Probably it 
was a product manager with an MBA from a 
reputed institution that does not teach the 
basics of social sensitivity as an essential 
ingredient of marketing. Perhaps the top 
management of Bajaj Auto has norms of dele- 
gation, so they can turn a blind eye when oper- 
ating people clear offensive advertising like 
this. Or, should we question whether top man- 
agement must indeed be held accountable for 
its failure to lay down guidelines impacting cor- 
porate communication? 

Leadership is about inclusion and sensitiv- 
ity. I know those in the top management aren't 
the ones who write copy or clear marketing cru- 
sades. But they can set the norms, so that the 
organisation does not stoop low to conquer. Bi 
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VER the past month, reams have been written 
about the crisis facing the Andaman and Nicobar 
islands. However, an important point has been 
missed. Even if the tsunami hadn't lashed it, this 
sun-soaked, rain-drenched archipelago, recom- 
mended by Lonely Planet for its “unique fauna, 
lush forests, white sandy beaches and exquisite 
coral”, would have faced a bleak future. 

Unlike the tsunami, this is a man-made disaster. Over the 
past 54 years, the population on the islands has soared. Rising 
from just 30,000 in 1951 to a staggering 480,000 now. As the 
population has grown, the island's water problem has wors- 
ened. Today, households in Port Blair get water once every two 
days, for 30 minutes. Three summers ago, water supplies ran 
so low that the local administration, the largest employer by 
far in this Union Territory, took the unprecedented step of 
granting mass leave to its staff, hoping they would return to 
the mainland, leaving more water for those who stayed back. 

In the middle of December, I spent a week in the An- 
damans. What I found was that the ills of the islands went be- 
yond a simple water shortage. In this third most biodiverse re- 
gion in the country after the Himalayas and the Western 
Ghats, forests are receding, fish catches are falling, croplands 
are going barren faster. As for the tribals, the less said, the bet- 
ter. It is simplistic to blame all on overpopulation. Ultimately, 
the islands are in trouble because of poor development. 

In the weeks and months ahead, the local administration 
will rebuild the islands. This is, perhaps, a second chance. A 
chance when old mistakes must not be repeated. 





E Andamans have historically been sparsely populated. 
In the beginning, there were only the native aborigines. 
Even after the British colonised the islands in 1858, the popu- 
lation did not surge immediately. The 1901 Census counted 
24,649 people there. By 1941, there were just about 9,000 
more. During the Second World War, Japan annexed the is- 
lands. After Independence, aware of the islands' strategic 
value, the Indian government began settling mainlanders in 
the islands. And the population started expanding fast. 
The government gave land to ex-servicemen and emi- 
grants from East Pakistan. To help in administration, it ex- 
ported bureaucrats and clerks from the mainland. Mind you, 
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it was not easy to lure people to 
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not, the isles are two to four 
sea-tossed days away from the 
mainland. The government 
had to dole out goodies. Trans- 
port to the islands was sub- 
sidised. Education and health- 
care were free. The settlers were 
promised that in an emergency 
they would be airlifted to the 
mainland, gratis. Around the 
same time, local contractors 
brought in cheaper migrant 
labourers. Most of them never 
went back because it made 
economic sense for them. 

While waiting to board the 
MV Akbar, one of the ships ply- 
ing between Kolkata and Port 
Blair, I chatted with a fellow 
passenger, an electrician from 
Behrampore in West Bengal. 
He had been working in the is- 
lands for 10 years. At Blair, he 
was making Rs 180 a day. Back 
home, he could make about 
Rs 70. Once on the islands, 
many such labourers would get 
themselves registered as locals 
and eventually hunker down. 

By 1961, the population had 
reached 63,548. Three decades 
later, it had increased more 
than four times to 280,661. And 
then, in the last decade, it 
moved into overdrive. A senior 
official at the Planning Com- 
missions Island Development 
Authority (IDA) pegs the is- 
lands’ population at 480,000 
now. In effect, the influx that happened over three decades 
earlier happened in just one decade. And this overloaded 
mass is huddled into just 38 of the 500 islands dotting this 
lazily-curving archipelago. 

The local administration says there aren't as many people 
on the island. We'll come to that contradiction later. 

The administration has a reason to fret about the number 
— alot hinges on it. In the mid-1980s, the IDA, whose recom- 
mendations weigh in when the Union government gives out 
the subsidies, pegged the archipelagos carrying capacity at 
450,000. (The carrying capacity of a land mass estimates the 
supply of resources like water and cropland, and divides that 
by the desired per capita consumption to arrive at a sustain- 
able population.) And the IDA suggested that the build-up be 
gradual. “The islands were supposed to hit that number by 
2011," says the IDA official. 

The islands have crossed that mark seven years in 
advance. And its impact on the land has been jarring. 
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N 2004, three students, Reshmi Nair from Kolkata's Indian 

Institute of Social Welfare and Business Management, and 
Venkat Ramanujam Ramani and Yachna Srivastava from 
Mumbai's Tata Institute of Social Sciences (TISS) studied the 
impact of human habitation on Neil, a small island 37 km 
north-east of Blair. 

Till 1967, Neil was uninhabited, covered by virgin forest. 
That year, the first settlers arrived. Seeing the size of the island, 
the administration settled just 98 families of about 650 people 
here. But then, when the settlers were left to themselves, they 
pulled their relatives from the mainland. The 2001 Census 
counted 2,868 people on the islands, but the local police out- 
post estimated the population even higher, at 4,450. 
Whichever the correct number, they were living on a land no 
larger than that capable of housing 650. 

With most of these people involved in agriculture, the set- 
tlers’ villages and cropland grew to cover 1,216 hectares out of 
the island's 1,890 hectares, up from 750 in 1967. Continuous 


severely damaged by illegal sand 
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This ravaged part underscores the tale 
cultivation robbed the land of its nutrients. Farming, the stu- 
dents found, was no longer possible without fertilisers. Due to 
demand for more farmland, forests were cut down. Since it 
was the forests that recharged the groundwater, the two nat- 
ural streams and the groundwater in the island dried up. Con- 
tractors dredged up from among the most extensive and 
diverse coral reefs in the country and used it in road construc- 
tion. "Since fishes are found in the highest density in the shal- 
lows, around the corals, their numbers dwindled. So the fish- 
ermens catch has fallen," says Sarang Kulkarni, a marine 
biologist studying corals on the islands. 

This story is being repeated on every inhabited island in 
the archipelago. A couple of years ago, while conducting a sur- 
vey on the islands' biodiversity, Samir Acharya, the chain- 
smoking, cynical convenor of the leading local NGO, SANE 
(Saving Andaman and Nicobar Ecology), was surprised when 
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he couldn't find any rice field that was over 25-30 years old. 
With the soil of their older fields spent, farmers had hacked 
out new ones from the forest. 

Overpopulation isn't the only thing to be blamed here; 
other factors are at play. The first is inappropriate develop- 
ment coloured by a continental mindset. The other is the hi- 
jacking of development goals by corruption and petty politics. 

At first, farmers started growing vegetables and paddy; 
both made heavy demands that the tropical soil couldnt bear. 
Itsonly nowthat farmers on Neil have started switching to less 
water-intensive crops like areca nuts and coconuts. 

The mainlanders' mindset also favoured big projects — 
like dams and building materials better suited for the main- 
land. Concrete trumped timber as the chief construction ma- 
terial on the islands. Both were terrible calls. The first, because 
this area lies on a faultline. The second, because concrete 
needs sand, which in this case, was dug up from the local 
beaches. And that triggered another unhappy chain reaction. 

To see the impact of the sand mining, I travelled one noon 
to the gateway of the Mahatma Gandhi Marine National Park 
in Wandoor, one and a half hours west of Blair. At first glance, 
the beach here will score high on any parameter. The colours 
are striking. The sand is an impossi- 
ble shade of white. The exposed 
corals are dark enough to pass for 
rocks. At regular intervals lie tree 
trunks, bleached white by a long ex- 
posure to sun and tide. The sky itself 
is a rich blue. In the distance, dark 
green islands float on an azure sea. 
Wandoor is a rhapsodic vision of a 
tropical paradise. 

But first impressions can mis- 
lead. The story this beach in South 
Andaman had to tell was more cau- 





Exotica (like the mud volcano 
below) draws tourists to the 
isles. But there's rich bio- 
diversity too, as researchers 
like Sarang Kulkarni remind us 





tionary than hymnal to nature. Right till the 1990s, sand was 
trucked away from here for use in construction. That resulted 
in unintended effects. The first to go were the trees. Washing 
higher up the shore, the waves toppled them. When the waves 
also threatened the beachfront road, the administration 
erected a wall — using, ironically, sand from the same beach. 
But this stopped the waves from depositing the sediments 
they carried, sand particles and the like, at the end of their 
glide up the beach. These particles drifted down, settled on 
the corals, and killed them. The fish population fell. Local fish- 
ermen are now sailing out for 3-4 hours to net their daily catch; 
earlier they used to catch all they wanted within 30 minutes. 

By the way, this sand should not even be used for construc- 
tion. Unlike sand from the mainland, the one from these is- 
lands is just 45 per cent silica. The rest is crushed coral, 
seashells and the like. Also, being saline, it corrodes the steel 
scaffolding of buildings. No wonder buildings in the An- 
damans die within an average of 30 years of construction. 

But the starkest example of mainland thinking is the An- 
daman Trunk Road (ATR). The ATR' 340-odd kilometres con- 
nect four islands — winding northwards from South An- 
daman, it links Baratang, Middle Andaman and North 
Andaman. Before it came up, locals 
used to rely on steamers. It was an 
imperfect arrangement, insist the 
ATR's supporters. According to 
them, the road connects the towns 
regardless of the weather. 

Early one morning, I took a bus 
ride on the most disputed stretch of 
the ATR — the part connecting Blair 
and Baratang. This is the stretch that 
cuts through the Jarawa Tribal Re- 
serve. The only primary forest in the 
South Andaman, primeval dense 
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The authorities 
are spending 
close to Rs 450 
crore to solve the 
islands’ acute 
water crisis. But 
their plans have 
overlooked 
cheaper 
alternatives like 
this diggi — a 
traditional 
solution for 
storing rainwater 


tropical forests that have been never logged, was inside the | 


Jarawa Reserve. Till we reached the reserve, signs of mankind 


were never too far away. We passed farmlands, secondary 
forests, and new buildings of cement. 


The ATR is where the debate on development gets inter- | 
| and Wandoor show, islands are very fragile. Given their finite 
| resources, everything exists in a delicate equilibrium. When 
| that is disrupted, the results are quick to show. When the 


esting. At Baratang, thanks to the road, an unorganised 
tourism industry had cropped up. A few dozen shacks were 
selling cigarettes, food and coconuts. Tamil migrants were 
running tours to the local beach, a local ‘mud volcano’, and 
limestone caves. It was a good business, the driver informed. 
He and his brothers were earning Rs 100 a day. 


On the islands, development has involved tradeoffs. The | 
| stocks of soil quality, forestland, etc. are maintained even in 


road had been good for these Tamil immigrants, but cata- 
strophic for the Jarawas and their jungle. Jarawa youngsters 
have begun begging by the roadside for biscuits, alcohol, 
gutka and other stuff. Eventually, worried about the impact of 
the road, Acharya and Kalpvriksh, a Pune-based NGO cam- 
paigning for the rights of native dwellers, filed a public interest 
litigation. In May 2002, the Supreme Court instructed the 
Union Territory government to close down this stretch of the 
ATR within three months. It's, of course, still open. 

Two years after the ruling, the territory s government ap- 
pealed to the court to reconsider the order. V.V. Bhat, chief sec- 





retary, Andaman and Nicobar, says: "That petition is yet to | 


come up for hearing. In the meantime, we have set regulations 
in place to regulate the traffic. Traffic is now allowed to run only 
between certain times of the day and vehicles run as convoys.” 

Its not clear how the territory's government avoided im- 
plementing the order in the two intervening years. I am not 


even sure if the road is needed. A couple of years ago, another | 


TISS student, Richa Dhanju, studied the traffic on the ATR. She 
found two things. One, most of the locals still preferred the 
steamers, as they were cheaper and faster. Two, nearly 65 per 
cent of the people using the road were bureaucrats and 


tourists. During the recent relief operations, supplies were | 
| the issue of overpopulation. 


despatched by boats because the road had cracked. Bad 
weather or not, there haven't been any accidents with the 
steamers in all these years, comments Acharya of SANE. 

In the bus, a tourist is not convinced of overpopulation in 
the islands. How can there be overpopulation in an area with 
so much forest? True, we are too anthropocentric in our out- 
look and insist on man’s primacy over the rest of the natural 
kingdom. Having to choose between the livelihood of a family 
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and the extinction of, say, a turtle species, is a no-brainer for 
some. And that same logic seemingly extends to tug-of-land 
between the settlers and the so-called uncivilised local tribes- 
men and the areas flora and fauna. 

Yet, excessive anthropocentrism might be fatal. As Neil 


tsunami struck, the islands fringed with intact corals and 
mangroves were not as severely affected as the ones without. 
This fragility makes the need for sustainable development all 
the more important. How does one ensure that the threshold 


the face of rising numbers and affluence? 

Its not that the government, which employs 86 per cent of 
those working in the organised sector, isn't fighting the perils 
of unplanned development at its own doorstep. The per capita 


| economic output of this Union Territory has stagnated — 
| what (at Rs 12,901) was twice the national average in 1981-82, 


was just 20 per cent higher (at Rs 15,703) in 2001-02. A visit to 
the Employment Exchange at Blair revealed that between 
3,000 and 4,000 people submit their resumes every year. Of 


| them, just 600-700 land a job. 


To address unemployment, the government has identified 


| three industries it wants to boost — tourism, high-value agri- 


culture and fisheries. The first two of these three, ironically, are 
going to be hobbled by the water shortage. 

The water problem, the Andaman Public Works Depart- 
ment (APWD) told me, would be fixed once the height of the 
dam on Dhanikari Creek was upped by 5 metres. The forest 
cover, the administration insisted, was still 86 per cent. Aerial 
photographs by the National Remote Sensing Agency, how- 
ever, suggest that it's much lower. But to the island authorities, 


| what we see is apparently not what they have. 


But the authorities were at their dodgiest when quizzed on 


BEGAN to understand why, when, a few days after coming 

to Blair, I met the former BJP MP from the islands, Bishnu 
Pada Ray. According to him, there is no need to curb migration 
yet. He said: “Migrants are not coming to the islands any more; 
people are leaving.” He added that the islands could easily ac- 
commodate another 100,000. 
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Oddly, Census numbers support Ray. The 2001 Census 
counted 356,152 people on the islands. The IDA number was a 
good third higher. Other data supported the IDA view. The 
local office ofthe Shipping Corporation agreed that their ships 
were always coming in full, and going out half empty. Num- 
bers from the port authority corroborated this. 

To resolve the matter, I called the local civil supplies 
department. How many people had their names on ration 
cards in 2001? About 370,000, said the department. Every set- 
tler doesn't have a ration card. Migrant workers won't get ra- 
tion cards. The actual population, thus, was bound to be even 
higher than 370,000. It was just what the three students had 
found at Neil. There, too, the Census numbers were lower than 
what the local police maintained. 

There is a lot of political opposition to stopping the influx. 
So much so that it has derailed a Supreme Court order. As a 
part of the same 2002 ruling on the ATR, the Court had ordered 
the administration to introduce an inner line permit regime. 
But migration continues unabated to this day. 

The reasons aren't too difficult to fathom. Both Ray and the 





current MP, Manoranjan Bhakta of the Congress, hail from 
Bengal. They account for roughly equal amounts of vote. It is 
the DMK that decides the MP. And so, the three parties en- 
courage migration from West Bengal and Tamil Nadu. 

On this overloaded archipelago, development has been 
evolving by chance, as the stepchild of decisions made for pri- 
vate gain. Take the water problem. To resolve it, the APWD 
plans to raise the Dhanikari dam's height. By doing that, said 
G.C. Khattar, chief engineer of the APWD, water needs for the 
next 10-15 years would be met. On a longer term, the APWD 
plans to build a giant wall at Flat Bay, where a creek meets the 
sea. Overtime, this would become an artificial fresh water lake 
in the sea. The cost for raising the dam's height: Rs 100 crore; 
that for the Flat Bay scheme: Rs 350 crore. 

There was a cheaper alternative the APWD wasn't consid- 
ering. The islands get rainfall around the year — from the 
south-west and the north-east monsoons. On my way back 
from Wandoor, I stopped at a diggi, a traditional rainwater 
harvesting structure. Its water was clean. In contrast, the water 
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being piped by the APWD to my guesthouse was rust brown in 
colour. And yet, the organisation had not even studied the po- 
tential for rainwater harvesting in the islands. 

It's now clear that a large quake will decimate even the 
stoutest of sea walls. In the days after the tsunami, the islands 
were rocked by aftershocks ranging between 5.5 to 6 on the 
Richter scale. In Nicobar, ironically, this brought down the re- 
maining concrete structures; the wood structures survived. 

Developmentis for the long term; but the logic driving it in 
the Andamans has been short-term. The results have been 
predictable. Musharraf Ahmed, an auto-rickshaw driver, re- 
members the summer of 2002 vividly. That year, the rains 
came late and water levels behind the Dhanikari dam dwin- 
dled. For two months that year, Ahmed's family got 6-8 buck- 
ets of water — once every three days. 


ACK in Delhi, I met M.N. Murty, professor at the Institute 

of Economic Growth. He wasn't too worried about the wa- 
ter situation. Answers could be found, he said. What con- 
cerned him more was the outlook for sustainable develop- 
ment. Is it possible to make people better 
off while ensuring that the threshold 
stocks of resources are maintained? 

The islands are just a metaphor for a 
larger issue. The outlook for sustainable 
developmentis dim across India. As pop- 
ulation is rising, everyone is placing more 
demands on the land. And short-sighted 
development is as much of a concern on 
the mainland. All this hasn't come about 
for want of proper regulation. India, said 
Murty, has comprehensive legislation 
encouraging sustainability. Yet, we are 
unable to make much headway. That's 
partly because monitoring and enforce- 
ment costs are very high, and partly be- 
cause of corruption. Tax disincentives 
push companies towards cleaner tech- 
nology. They can either pay a tax for pol- 
luting, or install cleaner technology. But 
corruption offers another alternative. Formal regulation 
founders between the two. 

A tiny ray of hope comes from informal regulation. Local 
communities are getting active — protesting, lobbying, filing 
PILs. This is also visible in the islands. Four months ago, a forest 
department team went to Mannarghat, a village in South An- 
daman, to harvest wood. The villagers did not let them. This is 
our water resource, they said, you cannot touch the forest. 

But even that can only go a distance. The administration 
needs to act on the wisdom that's staring them in the face and 
the orders it has been handed. 

Iremember the first island I saw as MV Akbar neared the 
Andamans. Densely forested, it seemed to be hanging low 
over the sea. On one side, a flat lick of land jutted out, much 
lower than the rest of the island. On it grew three palms. It 
made a striking silhouette. On that darkening evening, as the 
islands floated by, they seemed small and fragile. I hope we 
remember that. 

Inlife, we don't always get a second chance. a 
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tial investments in some mega projects in the next few 


(à HE banking industry in India is poised to make substan- 


years. This means more changes for the industry, with 
tremendous potential for growth. Although resource mobiliza- 
tion and lending have been rather steady in the retail segment, 
there has been a visible decline in NRI deposits due to the reduc- 
tion in interest rate and the proposed income tax on NRI in- 
come. Reforms and prudential norms are already in place and the 
banking industry is already compliant with the new require- 
ments. India is a huge retail market and the investment aware- 
ness level at the rural and semi-urban centers has been increas- 
ing steadily. Incidentally, public sector banks and old genera- 
tion private banks have been pioneering work in this regard. 
Investments in agriculture and infrastructure could become the 
future of banking industry in the country. With technology 
contributing significantly in cutting the hassles relating to time 
and distance, the whole country should shrink into a Global 
Village. Businessworld spoke to some of the captains of the 
industry about their observations. Here is what they have to say: 


Working on trust 

The Catholic Syrian Bank Ltd, (CSB) came in to existence Eighty- 
Two years ago at Thrissur, which in later years acquired the unique 
distinction of being a center with the highest concentration of banks 
in theSouth. The founder directors of the bank were people of emi- 
nence known for their foresight, integrity and initiative. The policy 
they laid down has been consistently upheld by the successive genera- 
tions who guided the destiny of the institution. The bank proposes to 
increase the branch network to 350 branches/extension counters by 
Dec2005. | 

Acknowledging the importance of technology in today's business 
environment, the Bank has embarked on computerization program, 
termed "Business Intelligence System" which envisages 
connectivity through Virtual Private Network between all CSB 
branches, and provides related State-of-the art services like fast clear- 
ing, any branch banking, Internet Banking, and generation of power- 
ful Management Information Systems which will provide vital statis- 
tics in taking executive decisions. " Our core strength is our over 
eight decades of trust and presence which has enabled us to grow in 
size. On the technology front, CSB is guided by the policy of a "Bank 
with a Bank, and not with a branch. For better customer service and 
faster clearance of inter bank transactions, real time gross settlement 
system has been made operational," says N.R.Achan, Chairman, CSB 
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Achan said, "Apart from our growth in the conventional business 
practices, the pace of industrial growth in the semi urban and rural 
areas has generated scope for more business. Small scale industries 
have gained prominence in the recent times and there by increased 
employment opportunities. With nearly 60% of our banks operating 
in these areas, and the success of our social banking strategies, we 
expect to out beat others in this segment. In order to make life of 
people easy we have also introduced Kissan credit cards and loans for 
agriculturists against gold at subsidized rate of interest." 


The precise character of CSB's 
growth path indicates its adaptabil- 
ity to come out stronger, using the 
emerging opportunities. The bank 
has expanded and diversified into 
many areas in recent years. 

As a corporate agent of Birla 
Sun Life, CSB has sourced policies 
with an annualized premium of 
Rs.533 Lakh against the budget of 500 
Lakh and in this fiscal the same is 
expected to touch Rs 1,500 Lakh. Tie- 
ups have been made with Franklin 
Templeton, Prudential ICICI, 
Sundaram, and HDFC Asset man- 





N.R. Achan, Chairman 
The Catholic Syrian Bank Ltd. 


agement companies, SBI Mutual Fund. CSB also issues international 
‘Cash Passport,’ a prepaid card in US Dollars to withdraw money from 
any VISA ATM all over the world. The bank is now poised for big 
breakthrough in its business expansion with a vision of 10,000 Crs by 


the next fiscal year he added. 


Bankers with touch of humanity 

"Vision without action is merely a dream. Action without Vision 
just passes time, Vision with action changes the world," says, 
S.C.Gupta, CMD, IOB, the man behind Global success of Indian Over- 
seas Bank. He believes firmly that successful Corporate Governance 
can be obtained through corporate excellence, which is possible only 
if the organization carries with it the people behind it. 
“Ihave always felt that leadership and teamwork are the two most 
vital but most neglected facets of management. Leadership is all about 
motivating the team. During my long banking career I have found 
two common traits. Every human being wants recognition. Secondly, 
warmth begets warmth and sets into motion a chain reaction of an 
elevated level of motivation and performance. I have successfully 


YEARS OF 
TOTAL BANKING 
P oam 


We have always changed ahead 
of times to remain young and fresh 


pgradation of technology to a Centralised Core Banking Solution 


Four Years Back 


was one such step - One of the first banks to do so 





| |. We offer: 
| Multi-city cheques payable at 240 








centres in 130 cities/towns | 
e Networked On-line ATMs 
e A Global ATM-Cum-Debit Card which 
.. could be used at over 8 lakh ATMs and 
70 lakh merchant establishments all | 
over the world 
e Internet Banking 





e Mobile Banking 
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Regd.Office: Thrissur, Kerala. 


A Bane For ARR Seasons 


Blending tradition with technology 
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tested this doctrine through out my career and firmly believe that 
nothing can beat the Human Touch. My tools to put IOB on top were - 
communication, care, confidence building." -S.C.Gupta, 

IOB has reported a net profit of 
Rs. 161.21 Crs, thus depicting a 
growth of 13.50% in the third quar- 
ter, the nine month period, the net 
profit stands at Rs 494 Crs .The bank 
withstood adverse market condi- 
tions and the operating profit dur- 
ing the nine month period stands at 
Rs. 997.46 Crs. The net interest in- 
come of the bank has gone up by 18% 
to Rs.1, 377 Crs. The capital adequacy 
hasimproved to 13.90% from 12.49%. 
The gross NPA of the bank declined 
to 5.61% from 7.40%, while the net 
NPAalso declined to 1.57% as against 2.85% in this period. The global 
deposits increased to Rs.43169 crs from Rs. 21293 Crs (an increase of 
Rs.4041 Crs in9 months). The total agriculture lending has increased 
to Rs 623 Crores in the last nine months and IOB has added over 74,000 
accounts for loans in this segment alone and are on the verge of achiev- 
ing the Finance Ministry's target by March 2005. Keeping in line with 
the technology advancements in the banking industry, IOB is all set 
to implement core-banking solutions shortly wherein 600 branches 
would be covered in two phases of 300 branches each. The solution 
was developed in-house at a cost of Rs 30 Crs. " Asset liability man- 
agement on month to month basis and sustained credit growth has 
helped us maintain good profit levels even in the adverse times. IOB 
has enough resources for the next seven years and the bank is com- 
fortably placed, despite enormous pressure on profitability. We will 
continue to focus on increasing savings and current account depos- 
its. There is more success ahead for us in the time to come," he added. 





S.C. Gupta, CMD 
Indian Overseas Bank 


Growing with time 

Tamilnad Mercantile Bank Ltd (TMB), established way back in 1921 
in the port city of Tuticorin is one of the few private sector banks, 
which has successfully faced the metamorphosis in the banking in- 
dustry of the country. It has grown from strength to strength and 
carries its success to the 84" year of its operation. This bank has un- 
derstood the impact of Technological Revolution and the Market 
Dynamics sweeping the banking Industry and has adapted itself to 
the emerging changes from time to time. Its operating profit stands 
at Rs.169.89 crores, which has increased by 25.18% and the net 
profit of the bank stands at Rs.80.68 crores with an increase of 26.52%. 


: PROMOTIONS 





Capital adequacy ratio of TMB stood at 21.07% as against last fis- 
cal year (18.54%) much above the stipulated level of 9% and the highest 
among the Indian banks. The Net NPA Level declined to 5% from 8.70% 
by continuous thrust on recovery, Return on Net worth increased from 
17.49 76 to 18.47 %. Foreign Exchange Turnover exceeds Rs.2600 crores 
and return on assets increased from 1.35 % to 1.59 %. Business per 
Branch is Rs. 37.43 crore, profit per employee increased from Rs.2.88 
lacs to Rs.3,69 lacs said Radha Krishnan, Chairman, TMB. 

TMBisa fully computerized bank with Core Banking Solution and 
has networked 170 branches out of 171 branches. According to inter- 
nal sources, TMB service charges are comparatively moderate. 52 ru- 
ral branches to participate inthe | 
agri-related activities meeting the 
aspirations of farming & rural com- 
munities 

TMB believes that Organiza- 
tional effectiveness and develop- 
ment would dependent on satisfac- 
tory relationship established be- 
tween the customers and the Bank and 
hence TMB is entirely customer-cen- 
tered institution. They believe in 
HRM policies, which would lead to 
unleashing the full potential of the 
human capital of the Bank, and there- 
fore this is a top priority area. The 
Bank, in consultation with the entire workforce finalized a Vision state- 
ment reflecting the aspirations of the organization and its people. TMB, 
believes that the Commitment to this shared Vision and translating it 
into reality would enable the Bank to be a Strong and Vibrant Organi- 
zation with an adequate market share of the business available in the 
industry. The motto of TMB is to be a progressive bank with strong 
brand equity, enhancing value for all the stakeholders through excel- 
lence in performance and good governance. The future plans for the 
bank according to Radha Krishnan includes e-banking solutions, 
Corporate Insurance Agency, Insurance linked banking products. 


Yee. 





Radha Krishnan, Chairman 
Tamilnad Mercantile Bank Ltd. 
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Allow us to return the favour 


As an existing customer or even a prospective customer, you can benefit 


from the winning features of our range of loans. 
Highly affordable, these loans offer you flexibility, long tenures and total transparency. 
Find out more by visiting the nearest branch, today! 


Home Loan | Car Loan | Education Loan 


Two-wheeler Loan | Overdraft against Property | Consumer Durable Loan 


Personal Loan | Advance against Securities | Marriage Loan 
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PROMOTIONS 





These days the domestic banking sector is in the news. The in- 
dustry is witnessing a lot of activities with the public sector banks 
announcing their second round of initial public offers, mergers 
‘and consolidation are quickly becoming the order of the day, 74 per 

cent foreign direct investment has been permitted, private sector 
banks planning overseas offering so on and so forth. 
Amongst all these noises, one bank to watch out for is the old pri- 
vate sector warhorse - The Bank of Rajasthan. It is systematically 
taking rapid strides to emerge as a player with a pan India banking 
presence from just being a regional outfit with a presence in the 
state which is a part of its name. Not that it has gone unnoticed. 

For decades, Bank of Rajasthan was a player with more than 
half of its 300 odd branches in 
Rajasthan. When the present pro- 
moter and Chairman, Pravin 
Kumar Tayal entered the scene, 
post takeover of the bank, the 
state of affairs were precarious. 

In a span of five years since 
the takeover, Mr P K Tayal 
through his dynamic vision has 
turnaround a bank, which was 
virtually on the verge of collapse 
in 1998, And from a loss-making 
bank, ithas been transformed into 
one of the fastest growing bank. 
Says Mr PK Tayal, chairman, 
Bank Of Rajasthan, "today we have a professional 
management set-up with the day-to-day affairs of the bank being 
looked by the managing director & CEO. The Board of Directors 
has a rich and varied experience in management, banking and 
finance." 

Bank of Rajasthan wants to maintain a lifelong relationship 
with customers and be a premier private sector bank, practicing 
highest standards of professionalism and services. It has recently 
signed noted film personality Hema Malini, Member of Parliament 
as Brand Ambassador to help it in its endeavour of creating a pan 
India presence. 

Retail banking is one area where it is aggressively marketing 
aseries of products. The bank is also concentrating on increasing 
its non-interest income and is offering services such as Demat, 


P K Tayal, Chairman 
Bank of Rajasthan 
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instant foreign money transfer, distribution of life and non- life, 
mutual fund, Stamp franking, Cash Management, Gold Card and 
shortly planning to provide Financial Advisory Services to inves- 
tors and entrepreneurs. Riding on its strong technology platform, 
Bank of Rajasthan will soon start providing state of the art technol- 
ogy-enabled services like Telebanking, Smart Card, Internet Bank- 
ing etc. during the current fiscal. 

Bank of Rajasthan has recently opened new regional offices in 
Bangalore, Chandigarh and Kolkata. It has opened new branches in 
theState of Haryana, Maharashtra, West Bengal, Rajasthan, Orissa, 
Utterpradesh, Madhya Pradesh, Assam, Chattisgarh, Punjab and 
Delhi. 

Retail banking will be a major thrust area in its business strat- 
egy. Here it has a series of retail banking products in the form of 
housing loan, consumer loan, vehicle loan and retail trade loan 
offered at competitive rates. Bank of Rajasthan has launched Any- 
where Banking programme through Online Banking at more than 
205 offices in 108 cities covering 15 States and 2 Union Territories. 
In the next three years all our branches will offer "Anywhere Bank- 
ing” facility. 

Currently it has 53 ATMs, which is proposed to be taken to 100 
in the next two years. Bank of Rajasthan also has ATM sharing ar- 
rangement with Corporation Bank, UTI bank and with Visa Inter- 
national. This gives its customers access to 10,000 ATMs across the 
country. 

"We have ambitious plans for branch expansion and bringing 
the branch network to 600 offices in the next three years, spread all 
over the country, increase net worth to more than Rs 1,800 crores, 
start our own Insurance subsidiary, Mutual funds, Depository and 
Foreign Exchange services at all our major branches and to make 
all the branches online," says Tayal. 

The grand design is to make the Bank a "Financial Super Mar- 
ket" where all the financial products would be made available to its 
clients and the public at large from one place. "We aim to be a bank 
with Rs 40,000 crore of total business and Rs. 500 crore in net prof- 
its by the year 2009," says Tayal. 


For more details contact: 

Bank of Rajasthan Ltd 

Mr. P.K Jain Asstt. General Manager (PR) 
Tel: 30400034 Cell -9321048636 


DISCOVER 


E-ADGE 


BANKING 


WITH TMB 





VISION 


“ To be a progressive bank with a strong 









brand equity, enhancing value for all the | 


stake holders through excellence in | 






performance and good governance”. 


Financial parameters as on 31.3.2004 
* Capital Adequacy Ratio @ 21.07% 
(Highestamong Indian Commercial Banks) 
€ Net Profit Rs. 80.68 crore 
(an increase of 26.5296 from previous year) 
è Total Business crossed Rs. 6500 crore 
e Profit per employee Rs. 3.69 lakhs 
e Business per employee Rs. 292 lakhs 
e Business per branch Rs. 37.43 crore 
e Netowned funds Rs. 476 crore 
e Netinterest margin 4.2496 
e Return on Assets 1.5996 
e Rated by "Business Today" as No.1 in Tier | 
capital and No.2 in Capital Adequacy Ratio 
among all the banks in India, symbolising 
financial strength, stability and safety . 








Moving with the times, be it... 


e Deposit schemes 
e Loan products 
* Forex Business 
* IT initiatives 
e New way of doing banking 
TMB has always been in the forefront. 


e 170 branches out of 171 branches fully 
networked and offer any branch / multicity 
banking 


© ANY ic MONEY TRNSFER 
(RTGS) 


Fast Track money transfer within 2 hours to any 
other bank branches who are RTGS members 


e "At par" collection / Drawing arrangements with 
IDBI Bank Ltd. and HDFC Bank Ltd. 


€ TMB VISA - SB account with auto sweep Fixed 
Deposit 


e Innovative deposit schemes to maximize 
interest earning at high rate of interest (earn 796 
p.a. for 2 years to 3 years period) 


€ Upto 1% additional interest for Senior Citizens 
€ ATMs for convenience 


è Host of Loan products like TMB Car, TMB 
Education, TMB Two Wheeler, TMB Home, TMB 
Rental, TMB Doctor, TMB Traders, TMB Mahalir, 
TMB Tractor to suit every segment 


All these, transact with No Hurry-Transact till 4.30 p.m. 





ger, 


É TAMILNAD MERCANTILE BANK LTD. 


Regd . office : 57, V.E Road, Thoothukudi 628 002 
Contact our nearest Branch or Visit us at www.tnmbonline . com 


Customer Oriented & Committedto Excellence 
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Discover CSB's 
friendly personal 
loan scheme with 
simple formalities. 
A good friend at 
times of financial 
needs. Thats why 
=- wecallthe scheme 
"Casy MITHRA" 


AMOUNT 
MINIMUM Rs. 50,000 
MAXIMUM Rs. 25,00,000 





Amalgamation of Tradition and Technology 


The South Indian Bank (TSIB) at Trissur 
is a renowned name in Kerala and has a pub- 
lic trust and tradition of over 76 years. Trans- 
lating the vision of the founding fathers as 
its corporate mission, the bank has during its 
76 year long journey has been able to present 
itself as a vibrant, fast growing, service ori- 
ented and trendsettingfinan- — . 
cial intermediary. At present 
the bank has 421 branches, 52 
Extension Counters and 114 
ATMs covering 16 states/ 
Union Territories. South In- 
dian Bank has always 
changed much ahead of times 
to remain young and fresh. 

There has been a steady 
increase in the number of 
branches, Extension 
Counters and ATM centers. 
As the ATM network is con- 
cerned, they have concrete plan to integrate 
with a national switch shortly with a view to 
share the facility with other banks. Anywhere 
Banking’ facility through a centralized core 
banking solution is now available at 240 out- 
lets. The latest techno based products of the 
bank include Global-ATM-cum- debit card 
that could be used at over 8 lakhs ATMs and 
70 lacs merchant establishments all over the 
world, Internet banking and mobile banking. 
SIB's Core Banking Solution in technology 
partnership with Infosys now covers about 
85% of their total business. 

“We are endeavoring to set up a Repre- 
sentative Office in UAE and efforts are on in 
this direction. During this financial year we 
are planning to open 9 more branches and 20 
new branches at potential centers during the 
next year. We may, perhaps, look at enhanc- 
ing our capital base during the next fiscal; so 
as to fall-in line with the capital adequacy re- 
quirements under Basel II accord. Our plan 
is to attain a net worth of around Rs.1, 000 
crores by 31.3.2006 says A.Sethu Madhavan, 
Chairman, TSIB. A writer & novelist of repute, 
Madhavan has won the," Sahitya Academy 
Award," twice. 

South Indian Bank has succeeded in cul- 
tivating strong service brand equity and be- 
lieves in blending tradition with technology, 
which had helped them obtain top rating in 
the "quality of service segment", among all 
private banks in India by Outlook Money- 
Survey. This bank's mission for short term is 
to achieve all-round business growth through 
a national network of branches, optimum 
capital base as per RBI requirements, strong 


64 





A.Sethu Madhavan, Chairman 
The South Indian Bank 


asset base and commensurate profits and their 
long-term vision is to become the most pre- 
ferred, fast growing. 

" SIB's motto has always been blending 
tradition with technology' which implies a 
'healthy mix of technology-backed products 
and personalized services. Our intention is 

s» Not to convert the Bank asa 
hi-tech Bank but to grow on 
the set traditional values. 
While continuing ourempha- 
sis on personalized cus- 
tomer service, which has 
been our forte all these 
years, our aim will be to le- 
verage technology for im- 
proving the overall quality 
of service, increasing in- 
come and cutting costs. As 
nearly eight decades old 
Bank, we are enjoying enor- 
mous goodwill and patronage among the cus- 
tomers and investors alike, we plan to con- 
centrate on our niche market operations with 
an eye on well-measured expansion of net- 
work into hitherto uncovered areas in the 
north. Our desire is to make the Bank one with 
a regional origin and national presence. I ear- 
nestly hope that by using the various tools at 
our command, we will be in a position to add 
value to our services in a significant way in 
the coming years,"Sethu Madavan said. 













Make a move towards 
Bank OfaRajg STER) 
for aneasy lean ^! 
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Bank of Rajasthan offers you financial liquidity against mortgage of your property in the form of house, flat, office premises. 
* Loans to individuals, partnership firms, companies etc. * Loan amounts ranging from Rs. 2 lacs to Rs. 100 lacs* * Competitive interest rates with 
option of fixed and floating rates * Repayment tenures of 


up to 96 months * Easy repayment terms and no prepayment p= =n B ANK OF R AJ ASTH AN 


s 
penalty * Easy documentation j 
x D A R E T O D R E A M 


For details please visit our nearest branch or log on our website 
www.bankofrajasthan.com 


* Conditions apply. Nationwide network of 407 outlets. 61 years of solid performance. 








The Bank of Rajasthan Ltd. e Corp. Office: Raghuvanshi Mills Compound, 11/12, Senapati Bapat Marg, Lower Parel (W), 
Mumbai - 400 013. e Central Office: C-3, Sardar Patel Marg, C-Scheme, Jaipur - 302001. e Regd. Office: C.T. Udaipur. 






BROWSING 
Jalaj Dani 
VP, International 
Asian Paints 


IAM reading two books now. The 
first is FROM GLOBAL TO META- 
NATIONAL by Jose Santos, Yves L. 
Doz and Peter Williamson. It is a 
book on how companies can win in 
the knowledge economy and how or- 
ganisations have evolved over a cer- 
tain timeframe from multinational to 
multi-domestic to metanational. 

The other book is CHINA: The 
Race To Market by Jonathan Story. It 
tells you what Chinas transformation 
means for business, markets and the 
new world order. Globalisation is a 
journey we have embarked upon and 
I believe these books offer interesting 
insights. I mostly read books that talk 
about newideasin management. Bi 


ALERT 


Mirza Ghalib: 
A Biographical Scenario 


By Gulzar 
(Rupa & Co) 


IF you missed Mirza 
Ghalib, the eponymous 
TV serial on Urdu's 
greatest poet, this book 
should make up for it. 
Gulzar’s Mirza Ghalib is 
almost visual in its por- 
trayal of the turbulent 
life and times of this extraordinary 
man — not surprising since it is 
based on the serial. Gulzar, a pas- 
slonate admirer of Ghalib, pays due 
homage to this poet by stringing to- 
gether dozens of couplets in their 
context — a great boon for those 
who cannot read or understand 
Urdu, because the meanings are 
also appended. Don't miss It. z 








BIBEK DEBROY 


HE issue is simple enough. 
Rural non-farm sector (RNFS) 
employment is a key to poverty 
reduction in rural areas. With- 
out this, surplus agricultural 
labour cannot be absorbed. 
Other countries in the world have done 
it. Why can't we? 

Stated thus, the problem is no differ- 
ent from the one the United Progressive 
Alliance government confronts. The 
book contains 31 papers — papers that 
vary enormously in quality — which are 
divided into six sections: international 
experience, pattern and dynamics of 
growth, disadvantaged groups, state 
and micro-level experiences, sectoral 
scenarios and policies, programmes 
and institutions. 

The international ex- 
perience documented in 
this volume includes 
China and Thailand 
(C.H. Hanumantha Rao), 
China (Kamal Narayan 
Kabra) and Latin Amer- 
ica (Peter Lanjouw and 
Felicity Proctor). Cross- 
country generalisations 
are always difficult, and 





SELECTION 


Publishing for 
the heartland 


ODAY we are talking about the chal- 

lenge of going global. But when Dina 
N. Malhotra wanted to usher in the pa- 
perback revolution in India, the chal- 
lenge before him was different: going 
national. At a time when print runs of 
books were a mere 500 or 1,000, Mal- 
hotra dared to think big, drawing inspi- 
ration from the paperback revolutions 
in Europe. To achieve the economies of 
scale that would make paperbacks suc- 
cessful, Malhotra had to think innova- 
tively about reaching the potential read- 
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The woes 














as such the policy lessons one draws are 
not profound: invest in physical and so- 
cial infrastructure. Improve skills. Up- 
grade product quality. Decentralise 
(China). Look towards services, in addi- 
tion to manufacturing (Latin America). 
The segment on pattern and dy- 
namics of growth has five papers . One 
can quibble about what the NSS 1999- 
2000 shows on poverty ratios (Sen and 
Jha). But beyond that, certain conclu- 
sions are unambiguous. RNFS growth 
slackened in the 1990s, although there 
are regional variations (often due to 
variations in the tertiary sector) and bi- 
ases against more vulnerable groups 
(Kundu, Sarangi and Das). Sheila 
Bhalla's paper is the richest here, be- 
cause of her detailed analysis of four 
major rural and unorganised segments: 
manufacturing, trade, 


RURAL TRANSFOR- 
MATION IN INDIA 
Ihe Role of Non-Farm 
Sector 


Edited By Rohini Nayyar 
and Alakh N. Sharma 


Institute for Human 


Development 


Pages: 536; price: Rs 950 


ers in small town and rural India, and 
cheaply too. And he had to do it without 
compromising on the quality of produc- 
tion. Dare To Publish, Malhotra's autobi- 
ography, is invaluable in detailing the 
spirit behind Hind Pocket Books which 
changed the face of Indian publishing. 
Malhotra's background was just 
right. His father Rajpal was a renowned 


DARE TO 
PUBLISH 


By Dina N. 
Malhotra 
Clarion Books 


Pages: 251; 
price: Rs 295 
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services and transport, and 
storage and communications, 

The segment on the access 
of disadvantaged groups to 
RNFS should probably have 
been spliced with the one on 
pattern and dynamics of 
growth instead of being carried 
as a separate section. To add to 
what can be called empirical papers, 
one now has eight papers on state and 
micro-level experiences and four on 
specific sectors (rural timber, hand- 
looms, khadi and livestock). 

Having established this boxful of 
woes, what does one do to remedy the 
matter? That, after all, is the policy ques- 
tion and that takes us to the eight papers 
in the policies, programmes and institu- 
tions segment. However, some of the 
other papers also address policy issues, 
Increase public investments (Sen and 
Jha). Create organisational reforms in fi- 
nance and technology, land use, infra- 
structure (Alagh). Establish decen- 
tralised growth through urban centres 
(Alagh), although Kundu, Sarangi and 
Das suggest this hasn't helped the cause 
of RNFS much. 

The concluding chapter by Papola 
and Alakh Sharma is meant to be a sum- 
mary of the policy agenda. This includes 
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| especially since his Arya Samaji father 


fell to a Muslim bigot's knife for publish- - 


ing a. book on Prophet Mohammed, and 
his association with the Jan Sangh. 
But if you don't make that mistake, 


the book will give you a rare glimpse of | || | 
i (Then there is the favourite Indian what 
_ if what if there was no Partition?) © horro 
In this book, 12 historians deal with | fest in 1945 
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India. before petty-minded politicians 
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ROHINI NAYYAR is adviser on rural development 
to the Planning Commission and the national 
coordinator for human developments reports. 
She is a founder-member of the Institute for 
Human Development 


ALAKH N. SHARMA is director of the Institute for 
Human Development and editor of the Indian 
Journal of Labour Economics. 


moving from subsidies to development 
of rural infrastructure, marketing infor- 
mation and marketing channels, indus- 
trial clusters, access to capital, co-oper- 
atives and associations, technology 
access, skill development, regulatory 
structures and so on. There should be 
no disagreement with this diagnosis. 
However, the more important ques- 
tion still remains. Who will do this and 
how? At least three papers show that 
such desirable objectives haven't been 
attained in the past. What will constitute 
the difference in the future? Unfortu- 


nately, the thrust of most (though not | 


all) papers is on public intervention, 
with all its attendant leakages. 

Let us not forget that every vear, we 
spend more than Rs 70,000 crore from 
the Central budget alone in the name of 
rural development. As N.C. Saxena, a 
former Planning Commission secretary, 
famously put it, converting them into 
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money orders sent to BPL (below the 

poverty line) households would have 

solved a large chunk of the poverty 
problem. Yes, there are anecdotal and 

successful instances of micro-finance 

working (D. Rajasekhar) along with oth- 

ers on self-help groups (Binayak Rath), 

training and capacity building (C. Up- 

endranath), and entrepreneurship and 

technology (Dinesh Awasthi). But after 
reading all the papers, one is left with a 

sense of dissatisfaction. The book clea- 

rly has got a handle on the problem but 

not on the solution. 

Given the complexity and hetero- 
geneity of rural India, this is perhaps in- 
evitable, Had it been otherwise, the UPA 
government would have implemented 
the Common Minimum Programme 
overnight instead of grappling with the 
problem. Another reason for this could 
be that this volume is a collection of 
seminar papers. 

The book would have been richer 
had there been a paper that picked one 
particular region (or district) and sug- 
gested specifics instead of generalities. 
However, that's not what seminar pa- 
pers are usually about. 

Bibek Debroy is director, Raj jiv Gandhi 
Institute for Contemporary Studies 
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INANCE minister Palaniappan Chidambaram 
presented a lacklustre Budget for 1996-97, fol- 
lowed by a Dream Budget (1997-98). In 2004- 
05, he produced yet another lacklustre Budget 
but could claim that he did not get enough 
time since it was presented just seven weeks after the 
United Progressive Alliance (UPA) came to power. 

That argument won't wash in 2005-06. If he goes back 
and reads his Dream Budget speech for 1997-98 while 
preparing this year’s speech, the finance minister would 
feel a sense of déja vu. At that time, he had said: “The 
foundation of the Budget remains the Common Mini- 
mum Programme.” That can be replaced with the com- 
pulsions of the National Common Minimum Programme 
(NCMP) this time. 

In 1997-98, he had said: 
“From another point of view, 
however, the tax-to-GDP ratio 
for the Central government, 
which currently is only around 
10.5 per cent, needs to increase 
to sustain the needs of public 
investment and social sector 
expenditure.” The UPA consti- 
tuents would stand up and ap- 
plaud that. However, while the 
tax-to-GDP ratio should incre- 
ase, what will distinguish Chi- 
dambaram in February 2005 
from Chidambaram in Febru- 
ary 1997 ishowhe seeks to aug- 
ment tax revenues. One 
shouldn't forget that the pres- 
ent Prime Minister was a vehe- 
ment critic of the slashed tax rates in the dream Budget. 





The macroeconomic environment is benign enough. | 


Notwithstanding oil price increases and an indifferent 
monsoon, GDP growth in 2004-05 is likely to be around 
6.5 per cent and annualised inflation not more than 6 per 
cent. Export growth is chugging along at 15-20 per cent in 
dollar terms and forex reserves are spilling over at $130 
billion. Despite the Reserve Bank of India governor Y.V. 
Reddy’s inclination to tax foreign portfolio inflows and 
Planning Commission deputy chairman Montek Singh 
Ahluwalia’s temptation to use forex to fund infrastructure, 
there is threat of rupee appreciation. 

However, the real concern is about the deficits, and the 
targets of the Fiscal Responsibility and Budget Manage- 
ment (FRBM) Act. Admittedly, the deadline for eliminat- 
ing the revenue deficit is 2008-09, but there should be 
some indication of credible steps being taken to achieve 
this goal. In all probability, Chidambaram will have 
missed the revenue deficit to GDP target of 2.5 per cent 





The real concern is about the 
deficits, and the targets of the 
Fiscal Responsibility and 
Budget Management Act 








and the fiscal deficit target of 4.4 per cent in 2004-05. This 
is despite of a favourable real GDP growth — though per- 
| haps notas high as Budget estimates anticipated — and a 
conservative disinvestment target having been met. 

When he took over this time around, Chidambaram 
described himself as an investment minister. The 
question then is what are his best policy options for stim- 
ulating investments, given the signs that private invest- 
ment is recovering? The answer doesnt lie in grandiose 
policy announcements made through the Budget. Altho- 
ugh reformers cheer whenever a finance minister makes 
such announcements, these are rarely the purview of 
North Block alone. Remember Chidambarams stymied 
attempt to open up FDI in three sectors in the 2004-05 
Budget? It is doubtful if he will 
revive the creditable action 
taken reports (ATR) on earlier 
Budget promises. Were he to 
do this, we would discover that 
few of the 2004-05 promises 
have been fulfilled. 

Industry would have lob- 
bied for special fiscal conces- 
sions to trigger investments in 
specific sectors anyway. How- 
ever, the best policy instru- 
ment for triggering invest- 
ments is a stable tax policy and 
removal of discretion and ex- 
emptions. Before his depar- 
ture, Vijay Kelkar set out the 
roadmap for this, arguing that 
deficit reduction targets 
should be front-loaded. With 
the rupee likely to appreciate, Chidambaram may find it 
difficult to reduce peak import duties on manufactured 
items. But quite a bit of cleaning up and rationalisation is 
possible on import duties. Ditto for domestic indirect 
taxes, although if the White Paper on VAT is any indi- 
cation, such rationalisation is not contemplated now. Be- 
sides, the Left will throw a fit if the corporate tax rate is re- 
duced or if exemptions on personal income taxes are 
scrapped. 

Chidambaram will, therefore, not do what he should: 
overhaul of the tax system. Instead, he will settle for 
tinkering with it. There might even be a voluntary 
disclosure of concealed income scheme, ostensibly de- 
signed to increase the tax-to-GDP ratio. One might have 
had fewer worries on this score had there been a credible 
plan to improve accountability and transparency of gov- 
ernment expenditure. 

Will Chidambaram's new dream banish old night- 
mares? Let us wait — and hope. fA 
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BOTH BS MOTORING AND CNBC-TV18 AUTOCAR AWARDS HAVE DECLARED 
THE GETZ, CAR OF THE YEAR 2005. NOW IT’S SURE TO GETZ YOU, TWICE OVER. 





ce: The Business Standard Motoring Monthly, January 2005 and CNBC-TV18 Autocar Auto Awards. 2005 WWW.HYUNDAI.CO.IN/GETZ 





* EUROPE'S CAR OF THE YEAR, 2002. * AUSTRALIA'S BEST SMALL CAR, 2003. * U.K.'S MOST RELIABLE CAR, 2004. 


atures and specifications as stated above, may not be a part of standard equipment and are subject to change without prior notice 


IUFACTURING UNIT AND REGISTERED OFFICE: SRIPERAMBADUR, TAMIL NADU. TEL: 04111-500000 MARKETING AND SALES HEAD OFFICE AND NORTH REGIONAL OFFICE: DELHI, TEL: 011 51678800 
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And you thought an HP Photosmart 2608 All-in-One only gave brilliant photos? Actually there's more to it. As an 


answer to all your needs, it offers you a host of imaging and advanced photo printing solutions with its powerful fax 


and versatile scan and copy functions. Which means, you not just print true-to-life photos but also explore unlimited 


possibilities like manage-edit-share from one single machine! With so many advantages to go with, it's like 


having your own photo studio. So, go ahead and get ready to add that everlasting touch to your cherished moments 


with an HP Photosmart 2608 All-in-One. 


= 
HP PHOTOSMART 


7260 PHOTO PRINTER 





Rs. 5,999* 


* Up to 4800-optimised dpi colour’ 

e HP PhotoREt 4 colour layering technology 
with 6-ink printing’ 

) * Borderless 4" x 6" photo printing 

Dial *$e * As fast as 36 secs” (4" x 6" photo) 

" * Multi-slot memory card reader" 

HP print 


* Convenient front-mounted USB 
connectivity 


cartridges 


3030 4499 * HP Photo & Imaging software 


doorstep deliver y 





HP Care Pack : Rs.1,960/- 





HP PSC 1350 
ALLIN-ONE 








Rs. 7,499* 


* Up to 4800-optimised dpi colour' 
* HP PhotoREt 4 colour layering technology 
with optional 6-ink colour printing’ 


* Up to 17/12 ppm (BIk/Clr)" 
* Up to 600 x 2400 dpi optical resolution/ 
up to 36-bit colour scan 


* Copy without PC 
* 4" x 6" borderless photo printing’ 
* Multi-slot memory card reader’ 








HP PHOTOSMART 
2608 ALLIN-ONE 





Rs. 14,999* 


* Up to 4800-optimised dpi colour" 

* HP PhotoREt 4 colour layering technology 
with optional 6-ink colour printing’ 

* Up to 30/20 ppm (BIk/Clr)" 

* 33.6 kbps fax modem 

* Up to 60-page memory fax" 


* Up to 2400 x 4800 dpi optical 
resolution/up to 48-bit colour scan 


* A4/4" x 6" borderless photo printing’ 
* 2.5" colour LCD, video action printing" 


* Multi-slot memory card reader’ 
and PictBridge 


* Networkable/Bluetooth? option* 





HP Care Pack : Rs.1,600/- 
To extend warranty to 3 years, buy HP Care Pack at above list price. 


Unit level replacement warranty. 539 cities support helpline, 99 cities service centers. 


CALL 3030 4499 or 1600 444 999 
E-MAIL in.contact@hp.com 








HP Care Pack : Rs. 1,960/- 
U ) 
“Est street price, taxes extra. 'Up to 4800 x 1200-optimised dpi colour when printing from a computer & 1200-input dpi. "Optional 6-ink colour printing available with purchase of HP 58 Photo Inkjet Print Cartridge; not included, sold seperately, "Print and 
copy speeds may vary according to the complexity of the document and type of output ‘Based on standard ITU-T Test image #1 at standard resolution. More complicated pages or higher resolution will take longer and use more memory. *When using 4" H t 
x 6.5" 4R-size HP Colourfast Glossy Photo Paper. "Print a 9-frame action sequence from your digital video clips. "Supports Compacttiash™, Smart Media™, Memory Stick", Secure Digital™/MultiMediaCard™ and xD-Picture Card™, "Using optional inven 
HP bt300 Bluetooth® Wireless Printer Adapter; not included sold separately Supports camera phones with Bluetooth wireless technology. Visit www.hp.com/support/bluetooth for a list of compatible devices. "When using 4° x 6.5' 4R-size HP 
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Rely on us 


a TAN eee Pee pee jt 45231 Y a ant dos SR E D: 
MORON: Sc TIER 
E ge Po Aic Le " NEREA WS a rr 


Overseas Travel Care Policy 
Personal Accident Policy 
Commercial Care Policy 


Office Package Policy 


Industry Care Policy and many more. 


$ 


Reliance 


General Insurance 
Company Limited 


Registered Office : Maker Chambers IV, 3rd Floor, 222, Nariman Point, Mumbai - 400 021. ® 022-3032 5000. . 
Corporate Office : N.K.M. International House, 178, Backbay Reclamation, Mumbai - 400 020. € 022-3021 6900. 
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Insurance is the subject matter of solicitation 
































Q Your cover story on infra- 
structure hit the nail on the 
head, except for one point. 
I don't know if your estimate 
of Rs 2,760,000 crore 

(needed to bring India's 
infrastructure up to speed) 
was large enough. 

If ‘roads’ means crude pathways for 
transportation, then India has miles of them. Yet, a road is a road 
with dignity only if it has clear markings, pedestrian space, effective 
maintenance, is co-ordinated with rails, air and ports, is linked with a 
drainage system... I could go on. To truly change this country and make 
it successful, we need to redefine what we think of as infrastructure. 
Deepth Dinesan, via email 








RAJIV BAJAJ RESPONDS 
Pathetic is how I would rate the article, 
‘Of Insensitive Advertising’ (BW, 7 Feb- 
ruary) by Mr S. Bagchi. a 
Pathetic because it is he who insen- 
sitively generalises that "respecting 
people with disabilities does not come 
easily to Indians". 
Pathetic because even more insen- 
sitively he generalises that "respect for 
people with disabilities comes far less 


we never make the same mistake twice. 
All Mr Bagchi had to do was to call or to 
write to me; that way, I am certain that 
we would have both been far more 
appreciative of each other's position. 

Now, all that he has achieved is to 
deride and drag every Indian child, 
businessman and citizen at large into 
the gutter that he perceives Bajaj to be 
in. It would appear that some people 
would stop at nothing to get their 





easily to people in business". weekly column done. 

Pathetic because he assumes on Rajiv Bajaj, joint MD, Bajaj Auto 
behalf of all Indians that “we attach a | 
low price to life itself". Subroto Bagchi replies: 

Pathetic because entirely out of Thank you, Mr Bajaj, for withdrawing 
context, he is critical of our children, your advertisement. 


insisting that: “If there is a lame boy in E 
class, you can be sure he will grow up VAT'S THE WAY 


with a disgusting nickname.” The VAT is a positive step. However, to 

Pathetic because this uncalled for, be a true reform, the tax rate must be 
holier than thou barrage was appar- less than 12.5 per cent, and the Tax 
ently provoked by a single Bajaj adver- | Information Network must be used 
tisement that stirred memories from effectively. Otherwise, many businesses 
his traumatic childhood. , will be unduly harassed, yet again. 


We inadvertently released an insen- | R.N. Lakhotia, New Delhi - 
sitive advertisement, the responsibility u 
for which lies neither with our product | CORRIGENDUM 


manager nor with our agency. It lies In Alternate Endings' (BW, 7 February), 
with me, for I, in hindsight, should the details of the book being reviewed 
have been more aware of the poten- were not given. The title is What Might 
tially wider interpretations. I have since | Have Been, the editor is Andrew Rob- 
withdrawn this communication and erts and the publisher is Weidenfeld & 
have never hesitated to apologise for Nicolson. We regret the error. 
the damage already done. 

When one tries to do newthingsin | ^77 ^03 
double time, sometimes one makes a liben | 

, editor@bworldmail.com l 


mistake. We make sure we learn, and a AMA A AD CERE B 
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Silicon Valley: The techno entrepreneur's ultimate 
frontier. The habitat has been a breeding ground for 
enterprising ideas for long. It provides the right stimuli, 
exposure, environment, opportunities, and interactions, 
which has nurtured individuals who have pioneered 
path breaking technologies, generating billions of dollars 
of wealth on the way. 


At NirmaLabs, we are recreating the same ecosystem, 
rignt here in India. Our approach is to nurture 
enterprising individuals like you, because we believe 


that the right environment can catapult you to. 


unimaginable heights. 
Our three-phased program is 
designed to transform you into a 
Global Techno Entrepreneur. 


a Grooming & Teaming 


During the first phase, you will be groomed* and 
encouraged to form teams. Grooming is designed to 
identify and germinate an enterprising idea by inculcating 
a detailed understanding of hi-tech markets, emerging 
technologies, and the mechanics of high-growth 
businesses. 


=p Incubation 


The second phase involves incubation of the project 
based on the selected idea, wherein it will get the 
opportunity to evolve and develop the value proposition 
and transform it into a fundable enterprise, by interacting 
with mentors, torchbearers, and venture capitalists. 
NirmaLabs will provide sustenance to each team 
member and invest a seed capital to the tune of Rs. 20 
lacs in the project. 


=} Growth 


The next phase is a spin-off of the project as a start-up 
company, with the project team holding 80% equity. 
NirmaLabs will then be involved in further growth of the 
company by continually providing it with opportunities 
for strategic networking, reality checks, and exploring 
new horizons. 


In a nutshell, within a period of six months, you have 
the opportunity to be on your way to become a Global 
Techno Entrepreneur. 





r roadshow near your city, 
.nirmalabs.org 


Last date to receive applications Aprii 1 1, 2005 
Second batch commences from June 2, 2005 


Nirma 


Where aspirations become reality 


NirmaLabs is a not-for-profit, Section 25 Company set up 
by Nirma Education and Research Foundation, with a 
corpus of over Rs. 5 crore. NirmaLabs is housed at the 
Nirma University campus, which has Technology, 
Pharmacy and Management institutes. The Department of 
Science and Technology, Govt. of India, has decided to 
support NirmaLabs as one of their Technology Business 
incubators. 


NirmaLabs, Nirma University Campus, Gandhinagar-Sarkhej Highway, Ahmedabad 382 481, India. 
Ph: (02717) 241900-04 Fax: (02717) 241916. www.nirmalabs.org 
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As they fight to keep down costs, global auto majors are offshoring their engineering and design work — and 
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contracts. How big is the opportunity, and who are the players? Howis it different from other opportunities? 
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By raising the telecom FDI and EPF interest rates, the PM 
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The opportunity 


OMPETITION in the global auto industry is 

fierce. Most models sell for wafer thin margins. 

Model life cycles have become extremely short. 

Meanwhile, design and development costs have 

spiralled over the years. These days, it could cost 
up to a billion dollars to develop a new car platform. 


Combine those factors and you realise why the prime goal for 
every automaker in the world today is finding new ways of 
cutting costs. It is precisely that quest which is throwing up a 
brand new opportunity — engineering design outsourcing — 
for India, points out senior assistant editor M. Anand in our 
cover story this week. “Several companies in Bangalore and 
Chennai have bagged prestigious engineering design orders. 
Now the challenge is to dramatically increase the volume of 
work coming to the country,” 
says Anand. Traditional product 
development hubs like the US, 
Europe and Japan are now keen 
on building an India 
component into their design 
strategy, he says. 


Businessworld 


Meanwhile, the UPA 
government is trying to ensure 
that the rural poor are guaran- 
teed a minimum 100 days of 
employment every year. 
Associate editor Latha Jishnu took a close look at the National 
Rural Employment Guarantee Bill that was introduced in 
Parliament in the winter session. Her conclusion: it’s 
extremely narrow in its scope and a highly watered down 
version of what was originally proposed. Special corres- 
pondent Avinash Celestine checked out the lessons from 
Maharashtra, which originally implemented the employment 
guarantee scheme. This BW special report is on page 26. 





At the time of going to press, the government had just 
announced that the interest rate on the EPF will be 9.5 per 
cent, effective retrospectively from 2002-03. In a recent cover 
story on the provident fund mess, we had pointed out that 
the main problem with the scheme was simply the fact that 
politicians wanted to promise an interest rate that was much 
higher than the fund' returns. The latest announcement 
shows that at least when it comes to the EPE the UPA 
government is no different from its predecessor! 


(Dye 
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PROSENJIT DATTA, EXECUTIVE EDITOR 
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THE GOVERNMENT 
Common minimum pacifism 


DILEEP PRAKASH 


My Left foot 


BOUT 2,500 company-man- 
aged provident funds cur- 





rently earn returns of 7 per 
cent or less. The Employees’ Provi- 
dent Fund Organisation (EPFO) earns 
about 8 per cent. Yet, both will have 
to pay 9.5 per cent this year. In what 
is a first in the EPFO’s 53-year his- 
tory, the finance ministry will pay for 
the shortfall in its earnings, close to 
Rs 700 crore. Company PF trustees, 
on the other hand, have gone into a 
tizzy as any shortfalls in their earnings 
have to be borne by the company. 
Days before the rate hike, as if to 
soften the coming blow, the ministry 
decided to allow PFs to invest up to 
15 per cent of their new funds in the 
stockmarket. 

Now, with the rate hike, provident 
fund trustees will be forced to take a 
higher risk, whether they like it or not. 
Though the idea, to push long-term 
PF money into the stockmarket, is 
sound and a long-pending demand, 
the problem is that all the onus of in- 
vestment choices has been left to 
the trustees — so they can even in- 
vest in Z category junk stocks. With 
markets already so high, unscrupu- 
lous intermediaries could lead PFs on 
to a road to hell. The trend of liberali- 
sation of investment norms without 
putting in the right checks and bal- 
ances continues. E 

VIKAS DHOOT 


IT was a fine balancing act that Prime Minister 
Manmohan Singh and finance minister P Chidamba- 
ram performed last week. At one shot, they hiked the 
foreign direct investment (FDI) limit in telecom from 
49 per cent to 74 per cent. But they ensured that 
the Left parties could not complain too much as the 
interest rate on Employees Provident Fund (EPF) was 
hiked from 8.5 per cent to 9.5 per cent. The hike in 
the EPF rate has taken the wind out of the Left par- 
ties opposition to the hike in telecom FDI. As a Left 
party official says: "The biggest worry for us is the 
perception that the policy has our approval. We will 
strongly oppose the hike in telecom FDI." But for 


now, the proposal has got the green signal. 


Over the hurdle 


T is one proposal that has made 

it to many Cabinet meetings right 

from the NDA government days. 
But it was simply not cleared. The 
hike in telecom FDI to 74 per cent 
has come with a series of riders to 
ensure that it will not affect the 
security concerns of the country. 

But for now, the biggest gainers 
will be the GSM-based mobile service 
providers. Right now, SingTel has a 
5.95 per cent stake in Bharti Tele- 
Ventures, and Singapore Technolo- 
gies and Telemedia (STT) has a 47 
per cent stake in Idea Cellular. The 
hike could see increased investment 
by these companies into their Indian 
operations. The immediate change 
could be in Hutchison, which is plan- 
ning to bring all its circles under a 
single company. 

The rise in FDI could also see the 
next round of consolidation in the 
telecom sector. Obviously, the focus 
will be on the smaller mobile opera- 
tors like Aircel and Spice Telecom. 
Says Deepak Kapoor, partner at 
PricewaterhouseCoopers: “ This 
move will bring the bigger global tele- 
com players into the country." Al- 
ready, the likes of Vodafone and 
Japan's KDDI are scouting the Indian 
market. Therefore, get ready for the 
next round of consolidation in the 
telecom sector. id 
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O facilitate consolidation of 

banks, the finance ministry is 

considering a suggestion to 

let "all categories of banks”, as 
opposed to only PSU banks now, carry 
forward and set off accumulated losses 
and unabsorbed depreciation in the 
event of a merger. 

This is among measures to streng- 
then banks that were discussed at a 
meeting on 28 January between finance 
minister P Chidambaram and the chair- 
men of PSU banks. To help banks attract 
funds, the ministry is also looking at ex- 
tending tax exemptions under Section 
88(xiv)a ofthe Income-tax Act (IT Act) to 
infrastructure bonds issued by banks, as 
well as classifying agriculture, housing, 
hotels, hospitals, and tourism facilitat- 
ing investments as infrastructure. 

Banks, meanwhile, sought permis- 


PHARMACEUTICALS 


Excise excess? 


ROM January, the pharma indus- 
try has been paying excise duty 
on a drugs maximum retail price 
(MRP) instead of on first sale (the price 
at which the marketer buys from a con- 
tract producer or sells self-produced 
drugs to the wholesaler). This should 
jack up excise revenues. But, says S.R. 
Vaidya, president of the All India Small 
Drug Manufacturers’ Association: 
“Companies are rushing to move their 
units to excise-free zones.” He predicts a 
10-fold rise by end-2005 in the number 
of units in one such zone: Baddi, Hi- 
machal Pradesh. Changing the excise 
norms and retaining such zones in HP 
Jammu & Kashmir, Jharkhand and Ut- 
taranchal will divert investment from 
traditional bastions like Gujarat, Maha- 
rashtra and Andhra Pradesh, he feels. 
Vaidya says that the small-scale 
makes about half the Rs 25,000-crore of 
drugs sold in India by large companies. 
They will be hit badly when business 
moves out. The solution: lobbies sug- 
gest reducing excise duty to 8 per cent 
from 16 per cent and increasing abate- 
ment (part of the retail price that is de- 
ducted to allow for margins, logistics 
cost, etc., before computing the excise) 
to about 55 per cent from 35 per cent. li 
GAURI KAMATH 


BANKING 


Booster capsules 


sion to deduct prelimi- 
nary expenditure for pro- 
ject expansion, including 
that on public issues, 
from earnings. Compa- 
nies are allowed to make 
this deduction at present. 
Department of Econo- 
mic Affairs sources said 
the suggestions of bank 
CEOs are under consid- 
eration for the Budget. 
For asset reconstruction companies 
(ARCs) to help banks reduce non-per- 
forming assets, it is critical for them to 
be able to mobilise resources for buying 





happen. When James Kilts (R) 

walked into Gillette in 2000, insid- 
ers at the Boston-based consumer 
product firm say they knew their com- 
pany would be up for grabs 
some day. Kilts had a formida- 
ble reputation as a turnaround 
artiste, having turned around 
Kraft in his last assignment 
and also had it sold off. Gillette 
had strong brands, equally 
able marketing, but was opera- 
tionally very inefficient and 
also lacked a crucial weapon: 
scale. “If most companies in 
the consumer packaged goods 
(CPG) industry had an inven- 
tory of 80-90 days, Gillette op- 
erated at 120 days,” says a former 
UK-based Gillette employee. 

So how will the Gillette acquisition 
help P&G? One, P&G can move into 
higher margin, higher growth, health 
and beauty products, thereby reducing 
exposure to detergents and toilet pa- 
per where price competition is fierce. 
Two, P&G will look to leverage 
Gillette’s strengths in product innova- 
tion. Three, the additional scale will al- 
low more room for investment in inno- 
vation, as well as help utilise sales 
infrastructure across the world. Four, it 
will help combat retailer power as 


T was a selloff that was waiting to 





bad debts. Since ARCs are 
in the nascent stage in In- 
dia, it is necessary to de- 
velop a market for im- 
paired assets by providing 
tax incentives to ARCs 
and those who invest in 
them. So, it has been pro- 
posed that tax incentives 
enjoyed by mutual funds 
should be extended to 
trusts set up by ARCs un- 
der Section 10(23)(D) of the IT Act. 
Since foreign institutional investors 
(FIIs) are capable of bringing in the big 
money ARCs need, the meeting also ex- 


DINESH KRISHNAN 





THE GILLETTE BUYOUT 


P&G leapfrogs 
to the front 





more brands means more clout. 
During an earnings conference call 
on 28 January, P&G’s president and 
CEO A.G. Lafley (L) put a lot of empha- 
sis on the need for scale. “Consumer 
products is in the end a scale busi- 
ness; scale drives margin growth and 
the opportunity to reinvest. The more 
scale a company can create and lever- 
age, the more opportunities there are 
to keep growing margins and to keep 
investing in brands and innovation. 
The more we can reinvest in branding 
and innovation that really delights con- 
sumers, the more we can grow. The 
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plored the possibility of creating a regu- 
latory environment to induce FIIs to in- 
vest in ARCs. Bankers said that to help 
proliferation of ARCs, capital contribu- 
tion by banks towards ARC's initial capi- 

tal should be treated as expenditure. 
The finance ministry is also consid- 
ering aligning the rules governing NPA 
provisioning with accounting treatment 
according to the suggestion of the 
Kelkar committee. At present, provi- 
sioning requirements under Prudential 
norms fixed by the Reserve Bank of In- 
dia diverge significantly from tax breaks 
given to provisions for NPAs under the 
IT Act. Ministry sources said since ade- 
quate provisioning would strengthen 
their balance sheets, banks should be 
encouraged to provide more than the 
minimum levels stipulated by the RBI.B 
ANJULI BHARGAVA 


more we grow, the greater the margin, 
the greater the scale.” 


Yet the world’s largest CPG firm 


may still fall short on one count: in 
challenging the might of retail behe- 


moth Wal-Mart. There is little 
reason for the $270-billion 
Wal-Mart to be quaking in its 
boots at the prospect of a 
$60-billion P&G, believes Lon- 
don Business School’s profes- 
sor of marketing, Nirmalya Ku- 
mar. “The problem is that at 
the large retailers, category 
management systems are in 
place. Decisions are made 
category by category. Just be- 
cause P&G is strong in razors 
is not going to help much in 


whether they get better prices and 
shelf pace in categories in which they 
are weak. In the new retail world, you 
earn the shelf space via sales, and 
that is not going to change. Wal-Mart 
does not negotiate prices with P&G as 
a whole, but product-by-product. 
There may be some minor positive im- 
pact, but more negotiating power vis- 
a-vis global retailers is not going to 
amount to much.” The next couple of 
years will show whether the P&G- 
Gillette combine can alter the balance 
of power in the retail-CPG industry. E 
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HE year 2003-04 was a cham- 

pagne year for the Indian econ- 
omy. There was a smart recovery in 
growth, consumer confidence, eq- 
uity prices and corporate activity. 
There was some truth in that now- 
maligned ad slogan: India Shining. 

The latest data released by the 
govemment shows that 2003-04 
was an even better year than is as- 
sumed. The economy grew at 8.5 
per cent, and not 8.2 per cent as 
was claimed. This higher growth rate 
is largely because of an upward revi- 
sion in the data on farm output, 
which means that rural areas did 
even better than urban areas. 

And there's more. Per capita in- 
comes rose by a handsome 7.1 per 
cent in 2003-04. Consumer de- 
mand too rose in tandem. And 
what's best, the rise in consumer 
spending did not come at the cost 
of savings. Gross domestic savings 
at current prices were 28 per cent, 
perhaps the highest-ever savings 
rate in India's history. Both private 
and corporate savings went up 
"while the public sector reduced its 
decline in savings considerably", 
says a government release. 

So India's consumption boom is 
riding on higher incomes rather than 
lower savings. That is good news. 


As 


HE outsourcing debate seems to 

have died a natural death in the 
US. Yet, a new study by Mary Amiti 
and Shang-Jin Wei in Finance & De- 
velopment (a quarterly published by 
the International Monetary Fund) 
encourages us to revisit the issue. 

Did you know that India is a 
large outsourcer of business ser- 
vices? As a percentage of our GDP 
we buy more business services than 
the US, UK or China. Did you know 
that the biggest importers of com- 
puter and information services are 
small countries like Luxembourg 


(1.06 per cent of GDP), Guyana 











SE] IDEAS 


by Niranjan Rajadhyaksha 


(0.91 per cent) and Belgium (0.43 
per cent)? Or that countries like An- 
gola (44.50 per cent), Mozambique 
(34.74 per cent) and Congo (21.55 
per cent) spend large slices of their 
national income on buying all sorts 


of business services from the world? i 


The US had a net surplus from 


outsourcing in 2003-04 — its earn- | 


ings from the sale of services to the 
rest of the world was far more than 
its spending on buying such ser- 
vices. Other countries with similar 
surpluses include the UK, Hong 
Kong, India, Singapore and Switzer- 
land. Those with big deficits include 
Japan, Angola, Indonesia, Ireland 
and Germany. (Notice: Ireland, the 
original home of the BPO industry, 
has an "outsourcing deficit".) 

It's ironical: the stern opposition 
to outsourcing seems to have come 
from the wrong set of countries. 


5S 


CONOMIST Brad Setser offers 
some interesting advice for 
those who are trying to make sense 






| 


of the global economy. "My nomina- i 


tion for the single number that best 
captures the state of the world 


economy — and a key risk going for- © 
ward: The annual increase in central | 


banks' dollar reserves. It is not ex- 


actly a number that Wall Street ana- | 


lysts breathlessly track, in part be- 
cause it is not reported by any 
national statistical agency. But, to 
my mind, it tells us more about the 


current global economy than almost 


any other number that comes to 
mind," he says. 

The increase in central bank 
holdings of dollars, says Setser, 
shows what part of the US current 
account deficit is being financed by 
central banks and how much by pri- 


vate markets. For the record: the US | 


had a current account deficit of 
$530 billion last year. Of this $486 
billion was financed by foreign 
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central banks. m! 





CORPORATE CAPSULES 


ITC stumped 


ARELY months after the 
B Supreme Court ruled in favour of 

tobacco major ITC in a 17-year- 
old excise case involving Rs 803 crore, 
the Central government has issued an 
ordinance that overrules the apex 
court's verdict and asks the company to 
fork out the sum to the authorities. 

The ordinance rewrites excise laws 
retrospectively and makes pre-emptive 
provisions to avert any legal action from 
ITC. “No court shall enforce any decree 
or order directing 
the refund of any 


such duties . 
levied...,” the ordi- : 
nance says. 


ITC, which was 
expecting a refund +f 
of the Rs 350 crore it : 
has already paid, is. : 
weighing its op- 
tions. Legal eagles 
feel that apart from 
the verdict itself, a more fundamental is- 
sue can be challenged and that is taking 
away the right to appeal. 

The Rs 12,000-crore giant, led by 
chairman Y.C. Deveshwar, is backed by 
different sections of the industry, which 
say the ordinance could set a bad prece- 
dent for corporate India. Bi 

PALLAVI ROY 
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Bharti buys Comsat 


HARTI Tele-Ventures is eyeing other 

telecom businesses. Its 100 per cent 
subsidiary Bharti Infotel will pick up 
C. Max Infocom and its wholly-owned 
subsidiary Comsat Max. The all cash 
deal valued at Rs 33 crore will make 
Bharti the second-largest VSAT operator 
in India with 8,500 VSATs with hubs in 
Delhi, Mumbai and Bangalore. Hughes 
Escorts Communications with 10,000 
VSATs leads the market. 

The merger is likely to give Bharti 
economies of scale, a wider clientele 
and access to Comsat's 4,300 VSATs and 
data centre. Airtel Enterprise Services 
CEO Rajiv Sharma says data services 
and VSATS, will be an area of growth, 
particularly in India and Indonesia. Wi 
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THE ROYAL COUP IN NEPAL 


Gyanendra flaunts his options 


India’s status as a regional power may depend on how it tackles the current crisis 


EPALESE king Gyanen- 
dra’s extraordinary an- 
nulment of democracy 
last week is a strong re- 
buff to India and shat- 
ters New Delhi's carefully crafted Nepal 
policy. Ever since the king fired his first 
salvo against democracy in 2002, when 
he dissolved Parliament and dismissed 
Sher Bahadur Deuba’s popularly elected 
government, India has been trying to 
contain his spiralling ambitions to as- 
sume administrative and political con- 
trol of his tiny kingdom. 

As the events demonstrated, the ef- 
forts failed and New Delhi's pique over 
king Gyanendra's snub was evident in 
the critical statement the Manmohan 
Singh government issued after the royal 
coup and in the decision to seek a post- 
ponement of the forth- 
coming Saarc summit in 
Dhaka, Bangladesh, so 
that the association is not 
used by the king to legit- 
imise his action. 

Having expressed its 
anger, New Delhi is now 
faced with the more seri- 
ous challenge of putting 
together a credible Nepal 
policy that will stave off 
the crisis that's brewing in 
the Himalayan kingdom as Maoist 
insurgents push inexorably to- 
wards Kathmandu and revolution- 
ary power. A Maoist takeover in 
Nepal will not only hit India's geo- 
strategic ambitions as a regional 
power, it will also have serious im- 
plications for India's internal secu- 
rity situation, already bedevilled by 
Maoist and Naxalite activity in 
states like Bihar, Jharkhand, 
Andhra Pradesh and Orissa. 

Nepal expert and professor for 
South Asian Studies in Jawaharlal 
Nehru University, S.D. Muni, 
stresses the need for a radical shift 
in India’s Nepal policy. For too long, 
he says, India has supported the & 


















monarchy while paying lip service to 
democracy. At the same time, it has re- 
fused to recognise the growing influ- 
ence of the Maoist groups, preferring to 
side with the king and the Royal Nepal 
Army to crush the insurgency, rather 
than negotiate to accommodate the 
movement's demands, some of which 
legitimately seek empowerment and 
development for the weaker sections. 
He suggests the following: 

li India should distance itself from the 
king, not just through statements but in 
action, which could include tightening 
the economic screws on Nepal and cut- 
ting off military supplies for the 
Nepalese army against the Maoists; 

li it should immediately start engaging 
with the Maoist groups in an effort to 
draw them into the political main- 


Posters of the cancelled 


Gyanendra (L) 
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Saarc summit with pictures 
of the Nepal PM lie on the 
road in Dhaka. Nepal’s king 





stream; and, 

li It should try and get the political par- 
ties and the Maoist groups together to 
prepare for a soft landing for the latter. 

These are bold measures and the 
consequences are evident. The monar- 
chy would have to go, or at best settle for 
a titular role. And this is something 
Nepal's kings cannot accept. Even Gya- 
nendras father, the popular king Ma- 
hendra, refused to let democracy take 
root in Nepal and in December 1960, he 
used the army to oust and throw in jail 
the then prime minister B.P Koirala and 
his entire council of ministers. 

Clearly, India will have to do some 
creative thinking to come up with an ef- 
fective strategy to harmonise the con- 
flicting forces that are threatening to 
tear Nepal apart. Unfortunately, over 
the years, New Delhi has lost vital 
strategic space in the kingdom, first 
to China and, more recently, to the 
US and the UK, both of which have 
been actively seeking to gain a toe- 
hold in Nepal. 

Muni, for instance, believes that 
Gyanendra was audacious enough 
to do away with even the sem- 
blance of democracy, despite In- 
dias warnings, because he is confi- 
dent of covert American support for 
his actions. Demonstrating a 
shrewd political mind, the king has 
been playing the China card to keep 
the US, the UK and even India on 
his side. And nothing demonstrates 
this more clearly than his recent de- 
cision to close down the Dalai 
Lamas office in Kathmandu. It was 
a signal to the Americans and India 
that he has other options. 

Last week's developments are 
the Manmohan Singh govern- 
ments first big diplomatic test. The 
coming months will demonstrate 
whether India has the stomach to 
be a regional power before it can 
stake its claim to becoming a global 
power in the 21st century. E 
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V m PHARMACEUTICALS 


Psychotropic threat 





Codeine 
Alprazolam 
Dextropropoxyphene 
Chlordiazepoxide 
Diazepam 
Phenobarbital 
Buprenorphine 
Nitrazepam 
oom 
TOTAL | 


Figures have been vere off 


HE pharmaceutical industry 
and trade have warned of a 
countrywide shortage of 
some anti-depressants and 
painkillers. The reason: a stand-off be- 
tween the government and the pharma 
trade on a 20-year old law. Wholesalers 
say they have stopped stocking medi- 
cines — tranquilisers, anti-depressants 
and strong pain-relievers that are given 
..., fOcancer patients as well as some cough 
\/ syrups — that are listed under this law. 
^ The Narcotic Drugs and Psy- 
chotropic Substances Act (NDPS), 1985, 
governs these drugs since they can be 
abused. A drug like alprazolam, for in- 
stance, curbs anxiety, but also gives a 
high. (There are 20 other drugs in this 
list.) Oflate, the Narcotics Control Bu- 
X 7 reau (NCB), receiving complaints of 
" narcotics smuggling from India, has 
















perwork "may not be insisted upon" for 
drugs manufactured under a valid drug a. 
licence. An amendment of the rules has. 
been pending since then. Companies : 
dont appear to have insisted on this ei- 
ther. For two decades, this ad hoc situa- 
tion continued until the NCB raids. _ 
Now, the trade is in an uncomfort-. 
able position. Even though a large ma- 
jority might be innocent, they appear 
guilty. They can be harassed. Desperate 
companies, says Shinde, are even coerc- 
ing stockists to backdate signatures on 
these forms. Stockists and chemists in 
. Mumbai told BW that they had been in- 
structed by their lobbies to stop stock- | 
-ing these drugs to avoid the NCB. ; 
Sales of major companies in thi j 
business — like Cipla, Sun, Wockhardt, 
Ranbaxy, and Torrent — have been hit, | 
say their spokespersons."Thisproblem |. - 
will continue indefinitely and will cause ^ . 
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serious problems,” says the spokesper- 
cracked down on a number of alleged | son for Ahmedabad-based Torrent, 
drug traffickers. This has sparked fear | which sells alprazolam. 





among even bona fide traders. 

The NDPS Act requires buyers and 
sellers to store for two years the detailed 
proof of every transaction involving 
these drugs. Anyone who fails to ac- 
count for trade in these medicines can 
be jailed for 90 days without bail. But the 
trade has flouted this rule. With just rea- 
son, says J.S. Shinde, general secretary 
of the All India Organisation of 
Chemists and Druggists (AIOCD). 

“The rules are obsolete and imprac- 
tical and itis not possible to comply with 
the paperwork.” Shinde says given the 
huge volumes that traders handle, the 
rule would require a stockist to fill some 
3,000 forms a day. In 1986, Shinde says, 
the Ministry of Finance (that adminis- 
tered the Act) also agreed that this pa- 


Food and Drugs Administration 
Commissioner of Maharashtra A. Ra- 
makrishna says: “The government is 
seized of the problem. But till now there 
have been no complaints from con- 
sumers here.” Ramakrishna suggests 
that these drugs should be taken out of 
the NDPS and put under the more be- 
nign Drugs and Cosmetics Act, 1945, oe 
regulating other medicines. That will BT 
please the trade too. A 

The situation holds a mirror to gov- S 
ernment inconsistency and the result- ` 
ing practices in the pharma industry ~ 
and trade. In this case, mentally illand 
cancer patients that need these drugs = ~ 
urgently might be stranded without ~ 
medicines as a result. " 
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LOSE on the heels of acquir- 
ing a 100 per cent stake from 





Contact Centre at Belfast, Ire- 
land, HCL BPO, headed by Shiv Nadar, is 
. setto buy a500-seat call centre, Answer- 
Call Direct, at Armagh, south of Belfast. 
The deal, to be inked soon, will streng- 
then HCLs offering from Ireland, and 
-= also add three clients to its portfolio. 





British Telecom at the Apollo | 
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Prior to AnswerCall, HCL C B 


BPO had 1,600 people in Ireland. 
That will now go up to about 


1,800, making it one of the largest call | 


centre players there. 


The company has been expanding | 


fast and can now claim multiple lan- 


guage capability and better voice work | 


handling from its Ireland centres. How- 


ever, with 36 clients and 5,000 employ- | 





INDIAN OIL-OIL INDIA 


First time lucky 


for the newly-formed Indian Oil 
Corporation (IOC)-Oil India (OIL) 
combine. In the first foray abroad, it has 
/ beenawarded an 18.4 per cent stake in 
. the onshore Block 086 in the Sirte basin 
\/ of Libya. The Libyan national oil com- 
. pany will hold the balance 81.6 per cent 
stake. Libya currently has the largest oil 
reserves in Africa. 
This is the first offering of oil blocks 
by Libya after the lifting of US sanctions 
that were imposed in 1986. 
Not surprisingly, 11 of 
the 15 Libyan blocks 
on offer went to US 
companies Occi- 
dental Petroleum, 
Chevron Texaco 
and Amerada 
Hess Internatio- 
nal. Other success- 
ful bidders are from 
Australia, Algeria, India, 


Ae [: has been a case of first time lucky 









Brazil, Indonesia, and Canada. More 
than 120 companies had applied for the 
auction acreage, which covers 126,646 
sq. km. Of the 15 blocks, nine are on- 
shore (in Ghadames, Sirte, Cyrenaica 
and Murzuk basins) and six offshore. 
OIL will be the operator of the 7,087 
sq. km block. If oil is proven, Libya will 
fund half of the exploration and devel- 
opment costs. The combine will get 18.4 
per cent production with the rest going 
to the Libyan national oil company. 
This could be just the beginning for 
IOC, which has been eyeing overseas 
exploration for quite some time. The 
biggest advantage with the entry of IOC 
is that there will now be three Indian oil 
companies (IOC, ONGC Videsh and Re- 
liance) in the race for equity oil globally, 
quite like the Chinese. After this success, 
the IOC-OIL combine is looking to bid 
for four of the 40 more blocks that will be 
on offer in Libya. a 
ANUP JAYARAM 
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ees in India, a bigger challenge will be to 
manage client relationships. It has al- 
ready lost 11 clients. The company says 
it ended the relationships as they were 

not sending work beyond the pilots. 
Started in 1999, AnswerCall went 
into receivership last year after losing a 
major contract. It provides telemarket- 
ing, sales, inbound customer service 
and help desk services. The three new 
clients that will come to HCL fold post 
acquisition include a media company, 
Independent News & Media, Manches- 
ter Airport and TV Shop, a television 
sales channel. Both the Apollo Con- 
tact Centre and AnswerCall are 100 
per cent voice handling facilities. 
In India HCL BPO runs con- 





/ 


P tact centres in Noida, Bangalore 


8U22 


and Chennai. High attrition 
(50-55 per cent in some voice 
processes) has forced it to reduce voice 
| work in India and increase the non- 
voice component. At present, 58 per 
cent of the work in India is voice-based. 
HCL BPO plans to bring this down to 40 
| percentinthenextcoupleofyears. Wi 
SHELLEY SINGH 








USFDA ON STEM CELL R&D 


Milestone ahead 


HE US-based StemCell Inc.'s 
T first study for clinical trials in 

phase | has been deferred by 
the US Food & Drug Administration 
(USFDA) pending additional infor- 
mation from the company. 

The trial aimed to investigate 
the safety of a neural cell therapy 
product called HuCNS to fight Bat- 
ten disease, a neural cell disorder 
that begins in childhood and is of- 
ten fatal. This could be the first ap- 
proval given by USFDA to use a pu- 
rified composition of human neural 
stem cells as a therapeutic agent. 

Application of stem cell in ther- 
apy has been questioned if the 
stem cells have been grown with 
mouse feeder cells. StemCell 
claims not to be using embryonic 
stem cells or mouse feeder cells in 
preparing therapeutic stem cells. lil 
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INTERVIEW/MARVIN TRAUB 


Indian 
partners 
a must 


The last time Marvin Traub was in India, 
in 2001, Indias retail revolution was in 
its infancy. Back after four years, the for- 
mer chairman of Bloomingdales is 
amazed to see the changes. The shopping 
complexes have mushroomed, retailers 





are more ambitious, the market itself is | 


more sophisticated and enjoying a rising 
purchasing power. In a meeting last week 
with retail consultant Devangshu Dutta 
and BW' M. Rajshekhar, Traub spoke 
about how the global retail community 
perceives India, and more. Excerpts: 


B How are global retailers looking at In- 
dia today? 

Among the Europeans, interest levels 
are high. Carrefour and Metro are al- 
ready used to expanding globally. De- 
benhams and Marks & Spencer are in- 
terested too. Even the global fashion 
brands like Vuitton and Hugo Boss are 
beginning to dip their feet in this mar- 
ket. For the US retailers, India is not yet a 
priority. I don't think most of them know 
about the changes here. But then none 
of America’s major department stores 
are very global. Gap expanded, but then 
pulled back. Victoria's Secret is limited 
too. There aren't many American brands 
here either. What has been holding 
them all backis not foreign direct invest- 
ment, but the feeling that India is diffi- 





cult and not a great market. 


| a Retailers here fear that a Wal-Mart or 


a Tesco will simply swamp the market. Is 
that concern justified? 
Throwing cash at a market doesn't cre- 


| ate a retail business. And any country 
| that says rupee in fourteen local lan- 


guages, has various local laws and nu- 
merous regions and districts is really 
many countries, not one. And that is 
why you need Indian partners — to tell 
Delhi from Hyderabad. 


"à Any parallels between the way the US 
market developed between the fifties and 
sixties and the growth here? 

In the late fifties, US retailing moved 
from downtown to the suburbs. Today, 


| looking at Gurgaon and Noida, I think 





we are seeing a similar movement. In 
the US, the car was an important reason 
for the growth of suburbs. And reading 


| the BW issue with the cover story on 


Ratan Tata, I was thinking about that 
Rs 1 lakh car. It will certainly accelerate 
that trend towards the suburbs. 


3 Globally, department stores are under 


, pressure. How do you see them doing in 
| the years ahead? 





Due to consolidation, we will see fewer 
but stronger department stores. Also, I 
think department stores should rede- 
fine themselves as retailers. Have you 


| heard of a new speciality retailer called 


Linens & Things? That is a business the 
department stores could have owned. 
They need to rethink their role. 


DINESH KRISHNAN 
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X highways. Every day 
, the ports handle 9,079 





~_ 6 million passengers. 


—, fessor of economics at 
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yvy to predict economic 


TRANSPORTATION SERVICES OUTPUT INDEX 


Ahead ofthe curve 


VERY year 1 
million trucks 
carry goods 
along India's 












tonnes of cargo and 
Mumbai's trains carry 


Says Kajal Lahiri, pro- 
the State University of 
these and more can be : 
Jun 00 
portation services 


output index (TSOD 


cycles. "It is like mea- 


_/ suring the blood flow in a human body,” 





'. he says. “It's a pathological test." 


The TSOI tries to capture the health 


: ofthe economy through the movement 


of goods and people. It traces the activ- 


.; ity on highways, airways, waterways, oil 
... pipelines, railway lines and passenger 


transit systems after weighting them ap- 
propriately. The TSOI is already being 


Wi industrial Production 


| 
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Tracking the cycles 


The graph shows how the transportation 
index foreshadowed the US recession 
as is evident by the marked dip. 


| | i 
Nov 01 Dec 02 Jun 04 


ll Employment $ Sales 


Mar 01 





Bi income Bi Transport services output index (Total) 


published officially in the US every 
month. In fact, when the US govern- 
ment commissioned Lahiri to develop 
his concept into a working model, the 
biggest problem was getting the neces- 
sary data on time. As a monthly index, it 
would lose all currency if published late. 

Lahiri thinks the TSOI can predict 
the way the economy will go better than 
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indices that use industrial data. Unlike 
earlier, industry does not contribute a 
major part to a country's GDP any more. 
Services often do. So indicators based 
on industrial data reflect an older reality, 


while TSOI, which directly or indirectly 


incorporates services, mirrors the pre- 
sent situation better. 

Second, the TSOI is predictive and 
lets one into a cycle far before the pur- 
chase part, which is what a lot of other 
indices track. That's because transport 
of freight is usually connected with in- 
ventory movements. Says Lahiri: "Pro- 
ducers order their raw materials much 
before the actual product is made and 
shipped. Those raw materials have to be 
moved. So it predates what you observe 
later." In fact, US TSOI dipped in 1999, 
foreshadowing the recession in the US 
in 2001. (See “Tracking the cycles’) 

If getting the data to create the TSOI 
was so difficult in a country like the US, 
can the index work in India? "Actually, it 
would do quite well," says Lahiri. He 
says most truck operators have data on 
fleet movements and that will have to be 
collated. Data on railway freights can be 
had from Indian Railways, while ports 
can provide shipping data. As for trans- 
port by non-traditional modes, he feels 


he MED 


ADOBE 


Building for mobiles 


HE $1.2-billion 
San Jose-based 
Adobe Systems 


is going mobile. Its 
newly appointed presi- 
dent & COO Shantanu 
Narayen has plans to 
take all kinds of Adobe 
applications, like Pho- 
toshop, Acrobat 
Reader, etc., on the mo- 
bile phone. That is 
where Adobe expects 
growth to come from. 
Adobe is not new to applications for 
mobile devices — the Reader for the 
Palm is already in place. Right now, it is 
looking at applications that allow users 
to fill PDF forms using a mobile phone. 

One ofits pilot projects in Germany 
allows pictures to be touched up on the 
mobile phone itself before they are 
shared. Says Narayen: “We are looking 
at bringing in higher-end services on 





| 
| 





the phone." Among 
other applications is 
the Photoshop that al- 
lows phones to send 
photos as e-mail 
attachments. 

Narayen is also 
looking at providing 
solutions for various 
governments that are 
trying to go online. Al- 
ready, in the US there 
is the Government Pa- 
per Elimination Act. 
Japan has the e-Government Acceler- 


, ated Programme. In India, too, there are 


state governments that are focusing on 
reducing paperwork. If Narayen has his 
way, over the next year or so, Adobe will 
be there not just for PDF documents, 
but for filling all kinds of government 
documents online and also sharing im- 


| ages on the mobile. I 
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M&A LEAGUE TABLES 


A change of order 


The top 10 dealmakers of 2004 


Ernst & Young Flee Sex ——— 
DSP Merrill Lynch UE Ue 


Citigroup 


ICICI Securities 


Ambit Corporate Finance - Dr 


Kotak Mahindra Capital Company — | 


Morgan Stanley 


HSBC 
Enam Financial Consultants _ 


PricewaterhouseCoopers. 


Figures are values of deals ($ mn) Source: Bloomberg 


NVESTMENT bankers are expected 
to be trusted advisers. At least this is 
what most of them claim to be. Ap- 


parently not when it comes to keeping | 


scores. In that department they still be- 
have as if they are playing a schoolboys' 
cricket match — fudging scores to get 








ahead. The Bloomberg M&A 
league tables for deals done in 
India is a proof of this. When 
BW did a story on the top deal- 
makers for 2004 (See ‘Cham- 
pagne Year’, BW, 24 January 
2005) at the top of the table was 
Citigroup, followed by Ernst & 
Young and DSP Merrill Lynch. 
Bloomberg has revised that 
pecking order, now with Ernst 
& Young at the top spot and 
ICICI Securities, which was not 
even in the top 10 in the earlier 
list, coming in at number four. 
Why was the list revised? 
Bloomberg's Florence Huang says: “It 
was mainly due to an adviser submit- 
ting false information and not adm 
itting on a very large transaction. 
We later found out about it and revised 
the tables.” LI 
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Turnaround time 





Can the public utility service get this shine back? 


RANSPORT departments of 
various states have been try- 
ing to find ways to run them 
profitably. The latest in the list 
is Delhi Transport Corporation (DTC). 
With accumulated losses of more than 
Rs 800 crore since 1996, the corporation 
is trying to script its turnaround story, 
thanks to a concerted effort to bring op- 
erational efficiencies and channelise re- 
sources into revenue-raising initiatives. 

The organisation was handed over 
to the Delhi government in 1996 with a 
clean slate. “Given the government's 
support we hope to achieve an opera- 
tional break-even in a year and a half,” 
said a senior DTC official. 

To run it viably, he says, DTC has 
asked the government for compensa- 
tion for concessional passes and plying 
. uneconomical routes, periodical review 
of fares, permission to charge terminal 
fees from private vehicles, and for funds 
to either absorb or provide VRS to its 





2,000 surplus staff. 
According to DTC, 
these four account for 
an annual deficit of Rs 
202.5 crore. 

State transport 
minister Haroon 
Yusuf told BW: “DTC, 
being a government 
organisation, has to 
cater to the uneco- 
nomical routes... and 
there’s been no pro- 
posal regarding de- 
mand for funds to ab- 
sorb the surplus staff. Other matters are 
under consideration.” 

Recently, DTC offered incentives to 
its employees depending on how much 
they reduce the cost-earnings gap. 
Apart from driving up revenues, the ini- 
tiative seems to be raising the drooping 
morale of its ageing workforce. 

The corporation also plans to gener- 
ate more revenues from advertising 
both on its bus stops as well as inside 
buses. The revival plan also includes 
product diversification and utilisation 
of its properties for commercial use. 

State-run transport departments in 


DINESH KRISHNAN 


| states of Madhya Pradesh (MSRTC), 


Mumbai (BEST) and Karnataka 
(KSRTC) have been toying with the idea 
of commercialising their properties and 
expanding the scope of advertising rev- 
enues. However, many of these plans 
have yet to turn into actions. Will DTC's 
case be any different? 
RAJESH KUMAR SINGH 


INDIABULLS 
Getting personal 


QUITY-TRADING firm 
IndiaBulls is charting out 

into the personal loan 
business. Farallon Capital 
Management, a private equity firm 
that owns 2.5 per cent of 
IndiaBulls, has paid Rs 88 crore 
for a 33 per cent of Indiabulls 
Credit Services, the personal 
finance subsidiary. There are plans 
to set-up 40 new offices in 
Mumbai and Delhi. 

IndiaBulls is entering a very 
crowded market. Many banks like 
HDFC and ABN Amro, and finance 
companies have been trying to 
peddle these unsecured loans 
that usually attract lower interest 
rates borrowings on a credit card. 

IndiaBulls, however, says it will 
focus on a “near prime” market, a 
step below what the banks focus 
on — people earning Rs 7,000- 
30,000 a month, but who don't 
have access to bank finance. Ac- 
cording to RBI, while the overall 
lending has increased, the lending 
to this section of consumers has 
fallen. “So in that sense it is a 
unique opportunity for us,” says 
Gagan Banga, director, IndiaBulls. 
“We plan to replicate the model 
that we did across retail broking.” 
Given the risk-profile of its target 
group, IndiaBulls plans to keep 
processes in tight control and un- 
dertake all processes in-house. M 
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The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. He can be 
reached at omkar. 
goswami@cergindia.com. 
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INANCE minister P. Chidambaram 
knows the challenges that face the 
economy and exchequer better than 
most. The first challenge is mana- 
ging expectations. When he presen- 
ted the UPA government's first Budget last year, 
Chidambaram said it was a hasty exercise, fash- 
ioned in less than 40 days of assuming office. 
He made it quite clear that real fiscal reforms 
will be in his second Budget. Since Chidam- 
baram is equated with ‘dream Budgets, each fi- 
nancial newspaper and chamber of commerce 
has begun publishing its grand laundry list. But 
the numbers just don't add up. If all wishes were 
to be granted, the exchequer would be broke 
beyond redemption. The faster people realise 
this, the better it will be for their expectations. 

Other than managing sky-high expecta- 
tions, what are the finance minister's fiscal 
challenges? To my mind, there are five... 

ll How to use fiscal instruments to kick-start 
physical infrastructure, without which the 
country will find it impossible to maintain a 
long-term annual growth rate of 7 per cent. 

@ How to curtail non-Plan expenditure, espe- 
cially when many of the populist coalition part- 
ners are interested only in greater spending. 

ll How to increase Plan expenditure, especially 
where these build the country’s capital stock for 
future growth. 

lll How to clean up the tax regime, so that we 
have greater transparency, more incentive 
compatibility, greater competitiveness and sig- 
nificantly lesser exemptions, and to do so with- 
out unduly alienating existing beneficiaries. 

ll How to raise revenues without increasing tax 
rates in an environment where revenues are 
falling short of targets, and where the Left op- 
poses any form of significant divestment. 

This week, I will focus on infrastructure. Ac- 
cording to a study that we (at CERG) are doing, 
the investments needed for road, power, tele- 
com, railways, ports and airports up to 2010-11 
amount to Rs 1,914,300 crore. Against this, the 
most optimistic estimate of government finan- 

















cing is Rs 1,360,100 crore. Thus, there will be a 
minimum financing gap of Rs 550,000 crore 
which has to be met through private sector and 
other non-governmental financing. What 
could the FM do to facilitate such funding? 
First, long-term growth in infrastructure 
requires a wide and deep market for 15- and 20- 
year bonds. So, the FM might consider giving 
100 per cent tax exemption to those investing in 
15- or 20-year infrastructure paper that can be 
issued by infrastructure companies or financial 
institutions like IDBI or ICICI Bank. If nece- 
ssary, there can be a cap; for instance, no indi- 
vidual can invest more than Rs10 lakh per year. 
Second, Section 80IA of the Income-Tax Act 
states that for specified infrastructure projects, 
profits for the first 10 years is tax free, and for the 
next five the tax liability is 50 per cent of what it 
would have been. But there are two problems. 
Most infrastructure projects don't make profits 
in the first 10 years; so the fiscal benefits are not 
worth anything. Moreover, the Minimum Alter- 
nate Tax (MAT) of 7.5 per cent of book profit 
overrides this provision, taking away whatever 
little benefit that remains. The FM should seri- 
ously consider scrapping MAT for infrastruc- 
ture companies — at least for the first 15 or 20 
years of infrastructure projects. It might even 
make sense to replace 80IA by indefinite carry- 
forward of accumulated losses (as suggested by 
the Kelkar Committee), which would give more 
substantive fiscal impetus for infrastructure. 
Third, the FM might consider introducing 
ring-fenced cesses likea Re 1.50 cess perlitre on 
diesel and petrol that goes to the Central Road 
Fund. This will prevent the levies from disap- 
pearing in the Consolidated Fund of India, and 
will also create quasi-equity for authorities like 
airports and ports to leverage long-term debt. 
Fiscal incentives for infrastructure are nec- 
essary, not sufficient, for kick-starting the sec- 
tor. The cost to the exchequer won't be that 
great; in any event, it ought to be greatly out- 
weighed by the benefits to the economy. In the 
next issue, I will focus on expenditure. il 
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MARTYA Sen calls it cause for 
jubilation. Giving some of the 
poorest people in the country 
a reliable source of income 
=) through 100 days of guaran- 
! $3 teed employment can be an 
enormously important instrument for 
improving their well-being, says the 
Nobel laureate. 

His reason is simple: India has one of 
the highest rates of basic undernourish- 
mentin the world, and that deprivation, 
along with other consequences of 
poverty, calls for a response from the 
government which, he says, has always 
been under-active in the social sector. 
Now, he sees positive signs of change. 

The immediate cause for Sen's ela- 
tion is the National Rural Employment 
Guarantee (NREG) Bill. The Bill, intro- 
duced in the Lok Sabha at the fag end of 
the winter session, guarantees 100 days 
of employment in a financial year to 
poor households whose adult members 
volunteer to do unskilled manual work. 
If applicants are not given work within 
15 days, the state will have to provide a 
daily unemployment wage. 

Sen, however, is almost alone in his 
jubilation. The NREG Bill has turned 
into the most controversial piece of leg- 
islation attempted by the United Pro- 
gressive Alliance government, and even 
those who proposed an employment 


guarantee in the first place are unhappy 
with it. This includes development 
economist Jean Dreze, a Sen associate, 
who has been campaigning for the past 
two years for such a law. 

The employment guarantee is a 
corollary of the right-to-food campaign 
that Dreze and several high-profile ac- 
tivists launched four years ago in a sea- 
son of hunger deaths. 

Subsequently, the draft of a full- 


fledged Employment Guarantee Act | 


(EGA) was proposed by Sonia Gandhi's 


National Advisory Council (NAC), of | 


which Dreze is a leading light. For him, 
the Bill is an ordinary employment 
scheme in a legal wrap, "a travesty of the 
NAC draft”. 

The big disappointment for Dreze 
and fellow campaigners, like Magsaysay 
Award winner Aruna Roy of the Right to 
Information movement, is the dilution 
of many of their proposals. The EGA is 
not universal; it is restricted to those ar- 
eas that will be notified by the Central 
government. This is in sharp contrast to 
the Maharashtra EGS (Employment 
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Guarantee Scheme). The NAC draft had 
proposed that the Act should be gradu- 
ally extended to the whole of rural India 
within five years. 

They also worry that the ‘targeting’ 
— the Bill specifically mentions poor 
households, which in government par- 


| lance means BPL (below the poverty 


line) families — will limit the scope of 
the scheme. “This defeats the basic 
principle of universal entitlement and 
‘self selection’,” says Dreze. 

The government, however, is deter- 
mined to tread cautiously, and cites “the 
experience gained under the Maha- 
rashtra EGS” for its calibrated approach. 
The proposed legislation, it claims, is a 
pioneering endeavour, and considering 


| thescale of the programme that is being 


contemplated, it “has to be necessarily 
implemented in phases”. It hopes to 
cover all the rural areas of the country, 
“subject to the economic capacity of the 
Central and state governments" but sets 
no time frame for achieving this goal. 
Ranged against the scheme are sev- 
eral leading economists of the growth- 
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The Employment Guarantee Act is a 
diluted version of the original proposal. 
Will it be effective? By Latha Jishnu 


is-enough school who believe the EGA 


is unnecessary. Surjit Bhalla of O[x]us | 


Research, for one, insists the EGA is “an- 
other instance of ideology masquerad- 
ing as science". 


Saying it was important to establish | 
| should attempt to create durable assets 


the facts, Bhalla claims the poor are con- 
centrated in just 10-11 districts and “we 
have elaborate information on how 


poor they are" A better alternative | 


would be to give them cash directly so as 
to minimise leakages and avoid incur- 
ring costs on running the scheme. 
Bhalla, who loses no opportunity to 
attack the EGA, says it is important to 
discuss the Act because it is “the most 
important planning initiative of the new 


government, the flagship of its new | 


agenda of ushering in reforms with a 
human face”. His contention is that 
funds would only accrue to the politi- 
cians and bureaucrats in "this scheme of 
digging Keynesian pits"; for the poor 
there will be no additional employment. 

The furious debate over the guaran- 
tee and what itis intended to do (act as a 








durable assets) has compelled the gov- 
ernment to refer the Bill to the standing 


EMPLOYMENT GUARANTEE 


Sangli collector Manisha Patankar- 
Mhaiskar has used the EGS atmost 
exclusively for water harvesting 
projects in this drougfit-prone district 





, completed) and not a daily wage. And 


committee of Parliament on rural devel- | 


opment. Also, a group of ministers has 
been set up to examine the Bill. 
Ideally, the employment guarantee 





while providing employment, says | 


Manisha Patankar-Mhaiskar, the dis- 
trict collector of Sangli, whose imple- 
mentation of EGS in the drought-prone 


district of Maharashtra has been widely | 


acclaimed. She calls the NREG Bill “a 
good beginning” and welcomes its fo- 
cus on water conservation schemes. 
The other priority is rural connectivity 
through building of roads. 

The Sangli collector has, in the past 
18 months, channelled almost all the 
EGS funds into water and conservation 
harvesting schemes (Rs 66.83 crore out 
of a total expenditure of Rs 71.7 crore) 


and provided, at the peak of the | 
drought, employment to 72,000 people. | 


| Of these, 60 per cent were women. 


One reason why the EGS is success- 


safety net, reduce poverty or create | fulis that it pays a piece rate (for work 
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the flexibilities introduced in the 
scheme "allows us to focus on the 
schemes that strengthen the livelihood 
resource base of the people," says 
Patankar-Mhaiskar. 

But then, the Maharashtra EGS is a 
more open-ended scheme and is gener- 
ously funded by a professional tax that is 
levied by the state government. In the 
case of the EGA, funding could become 
a stumbling block. 

Envisaged initially as an entirely 
Centre-funded guarantee, the Bill has 
transferred some of the burden to the 
states. Under the current provisions, 
states are expected to bear the cost of 
unemployment allowance; one-fourth 
of the material costs of the scheme, in- 
cluding payment of wages to skilled and 
semi-skilled workers; and the adminis- 
trative expenses. All of which the states 
are likely to oppose. 

According to Dreze's calculation, a 
full EGA would cost 1-1.5 per cent of the 
GDP. However, the scheme envisaged 
by the NREG Bill might amount to 
around Rs 20,000 crore, according to 
one estimate. 

Sen says a proper assessment of the 
provisions and modalities involved is 
critical to the EGA’s success. And he war- 
ns that "the penalty of failure, if it were to 
occur, could be extremely high." 


in 


HARISH YAMGAR 
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wm N HIS new Budget, finance minis- 
T ter P Chidambaram is expected to 
ZU set aside money for the National 
>> Rural Employment Guarantee 
i ? Scheme (NREGS). This will allow 
23 Indians from the poorest 150 
districts in the country to demand work 
from the government if they can't find 
any other means of livelihood. One per- 
son in every poor family will get 100 
days of work a year at the agricultural 
wage rate of the state. 

The employment scheme, its sup- 
porters believe, will provide social 
security to millions and directly attack 
rural poverty. But it has stirred a hornet's 
nest. Its critics point out that the costs 
involved (estimated between Rs 10,000 
crore and Rs 40,000 crore per year) 
could set India on the path to financial 
ruin. Meanwhile, the scheme's archi- 
tects — economist Jean Dreze and 
Magsaysay awardee Aruna Roy among 
them — have sharply 
criticised the Delhi bu- 
reaucracy for watering 
down the scheme. 

Dreze and his col- 
leagues had a real-life ex- 
ample to fall back on, 
when they began draft- 
ing the Employment Guarantee Bill. For 
30 years now, Maharashtras unique 
Employment Guarantee Scheme (EGS) 
has been studied around the world. It 
has had its share of controversy, espe- 
cially allegations of corruption and leak- 
age. Still, the Maharashtra model re- 
mains one of the few success stories of 
its kind in Independent India — a piece 
of social security legislation that has 
largely achieved what it set out to do, 
though not all of it. But the academics 
and other experts who've worked on the 
EGS for years are today criticising the 
Maharashtra government itself. And 
these criticisms are echoes of what peo- 
ple like Dreze have to say against the 
Union government on the NREGS. 

Says M.D. Sathe, a former member 
of Maharashtra' state planning board: 
“At the same time that the Union gov- 
ernment is thinking of extending this 
scheme across the country, the Maha- 
rashtra government itself does not have 
its heart in the programme.” 

BW travelled to the dusty districts in 
interior Maharashtra to see how the 
EGS functions. We spoke to farm 














How effective has Maharashtra's 
pioneering employment scheme 
been in reducing poverty? Does it 
need reform? By Avinash Celestine 


The 





Original 
uarantee 


labourers, bureaucrats and academics. 
The lessons learnt by Maharashtra can 
help clarify many of the more con- 
tentious points in the national debate. 
What is the impact of such schemes on 
poverty? Are they an invitation to cor- 
ruption? What assets have been created 
in rural Maharashtra? And why, when 
the scheme is admired the world over, is 
it in trouble in its home state? 
Read on. 


BOUT 85 km outside the city of So- 
lapur lies the village of Ekhatpur, in 
the heart of Maharashtra's dry belt. Of 
the Rs 1,050 crore that the state govern- 
ment spent on the Employment Guar- 
antee Scheme in 2003-04 (a drought 
year), Solapur district consumed the 
biggest chunk (Rs 139 crore) with San- 
gola sub-division, where Ekhatpur lies, 
consuming a large proportion of that. 
Sadashiv Madne owns about six 
acres of land just outside Ekhatpur. It 
takes only a few seconds though, to rea- 
lise what the problem is — dig down a 
few inches and you hit hard rock. “All the 
land here is like this," says Madne. "The 
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EGS has been the main source of 
livelihood for my family for the past 
10 years.” He and his wife work on it 
almost throughout the year, everyday 
from about seven in the morning to 1.30 
in the afternoon, earning about Rs 100 
per day to support their three children 
and his parents. When the state govern- 
ment reduced the piece rates on the 
EGS worksites by as much as 40 per cent 





in August last year (no change was made 
in the minimum wage), he was hit hard. 

When BW met him, he was on his 
way along with his fellow workers 
to meet the local MLA to lobby for a 
return to the earlier wages. Last year, at 
the height of the drought, there were 
30,000 workers across the sub-division 
on EGS works. 


In Sangola, attendance at EGS sites | 


HE Employment Guarantee Scheme was born in the aftermath of the dev- 

astating drought that struck Maharashtra and the rest of the country in 
1972-73. The concept of creating public works by using unemployed rural 
workers was developed and refined by a politician, V.S. Page. 

Right from the start, the aim was two-fold: provide work to those within a 
certain area who couldn't find work elsewhere, and use their labour to create 
public assets like roads, bunds, small and medium irrigation projects, storage 
tanks and also for soil conservation and afforestation. According to the Act, 
passed by the Maharashtra legislature in the late 1970s, if at least 50 workers 
went to the local administration asking for work, the government must provide 
them with it in an area close to where they lived. If the govemment couldn't, it 
had to provide unemployment benefits to the workers (though that has never 


actually happened). 


Over and above a minimum wage for a day's work, wages were paid ac- 
cording to the work done. Perhaps most importantly, the government imposed 
a special tax — the professional tax on the salaried class — whose entire pro- 
ceeds were to be used only for the scheme, with the govemment required to 


provide an additional matching grant of an equal amount. 
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peaks between February and June. It 
drops between June and November be- 
cause many of the workers get employ- 
ment in the nearby sugar cane farms 
and factories. This year, however, be- 
cause of the failure of the sugar cane 
crop, 11 out of 17 factories in Sangola are 
closed and attendance at the EGS has 
begun earlier than normal. 

For Madne, and millions of others 
like him across Maharashtra for the last 
30 years, the scheme has proved to be a 
lifeline, not just an abstract promise on 
paper. The EGS is an important reason 
why, in a state where agricultural pro- 
ductivity is well below the national aver- 
age (See '... Maharashtra’s Farmers Have 
Been Less Productive) and where 
around 58 per cent of the population 
derives its income from agriculture, 
rural poverty has actually fallen faster 
than it has elsewhere in India (See ‘Rural 
Poverty More Than All India Average...’). 

Yet, Maharashtra has a poverty rate 
of 25 per cent (marginally below the na- 
tional average in 1999-2000, though the 
data for that year isn't strictly compara- 
ble with previous years). And the very 
fact that Madne has earned his liveli- 
hood from EGS for over a decade also 
brings out its limitations. The original 
aim of its founders was that the scheme 
would create so many public income- 
generating assets over time that the de- 
mand for work under the scheme would 
actually fall. “The scheme was supposed 
to be self-liquidating,” Sathe points out. 

For instance, in 2003-04, around 
Rs 247 crore was spent on road 
construction under the EGS. “However, 
the problem with these roads is that 
they are kuchcha roads,” says N.Y. Sakte, 
tehsildar of Sangola. “When the rains 
come, they simply get washed away.” 
Sarathi Acharya of the Institute for De- 
velopment Studies (IDS) at Jaipur, 
points out an oft-made criticism of pro- 
jects like EGS: “Because the Employ- 
ment Guarantee Scheme is demand- 
driven (work is allocated only when 
there is a demand for it), projects some- 
times remain unfinished when labour- 
ers move away. The assets they create 
fall into disrepair." Adds Acharya: "Some 
evaluations have shown that 80 per cent 
ofassets built under EGS have remained 
incomplete and the risk-adjusted return 
on capital on the completed assets is 
just about 1-1.5 per cent." 
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fe 

So the EGS has become little more 
than a drought relief scheme. The assets 
created are of poor quality and tend to 
provide little long-term benefit to local 
communities. Says Acharya: “You can- 
not have asset creation on a demand- 
led programme.” He and others have 
argued for a project approach: the gov- 
ernment should identify specific public 
works projects that need to be com- 
pleted, either in soil conservation or 
watershed development, with the help 
of EGS labour. Even if there is no 
demand for work, the government 
would have the power to hire labour to 
finish the project. 


IX hours away from Solapur, and 

about 30 km outside Ahmednagar, 
lies Hiwre Bazar, a village which is fa- 
mous all over the state. Last year, during 
the drought, it was one of the few vil- 
lages that didn't have to ask for govern- 
ment water tankers. Its inhabitants have 
the EGS to thank for this, though the 
reasons for the village succeeding where 
others have failed go far beyond EGS. 

Till a little over a decade ago, Hiwre 
Bazar was desperately poor. A govern- 
ment survey found that 168 of the 180 
families in 1992 were below the poverty 
line. “People began migrating and gov- 
ernment officials too stayed away," says 
Popatrao Pawar, the sarpanch. 

In 1989, a group of village youth 
headed by Pawar decided to try and halt 
the decline. Their first step was to get 
Pawar to stand for the village elections. 
He won. In 1994, the government 
launched the Adarsh Gram Yojna to de- 
velop a set of 300 villages. "We immedi- 
ately realised this was something we 
could do,” says Pawar. 

The village is located in the rain 
shadow of the Sahyadri range, and gets 
300-400 mm of rain annually. “The first 
objective was to recharge the water 
table. The village kicked off a watershed 
development programme by building 
so-called continuous contour trenches 
along miles of hills to carry water from 
the Konkan region (on the other side of 
the rain shadow) to pools constructed 
on village land. 

The village also began an afforesta- 
tion and soil conservation programme 
using government grants with village 
labour. “Much of the work for the village 
was done under the EGS by people from 





the village who provided partially free 
labour, and from outside,” Pawar says. 

The result? Pawar points to a hand- 
pump in the village: “This has a depth of 
90 feet. We estimate that even with just 
60 mm of rainfall, it will provide water 
throughout the year,” he says. “By 2006, 
we can realistically hope that none of 
the villagers will be below the poverty 
line.” Earlier, the village used to grow 
just jowar and bajra. Now, it has switch- 
ed to crops like onions and potatoes. 
“Last year’s drought was so bad that we 
thought even with all the water con- 
servation, we would still need tankers. 
But in the end, we didn't.” 

“It was entirely a village initiative 
from the start,” says Pawar. “We never 
asked for a 100 per cent subsidy from 
the government. We offered some free 
village labour on every project because 
only then, there is a sense of involve- 
ment. If there's a 100 per cent govern- 
ment subsidy, then villagers treat it as 
just another government programme." 

What makes Hiwre Bazar's success 
even more stark is that nearby villages 
are deeply drought-prone. Villagers 
from areas situated 20 km away come to 
Hiwre Bazar to work on EGS projects 
because agriculture failed to yield much 
in their village. 

Pawar and H.M. Desarda, a former 
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professor at Aurangabad University 
who filed a PIL against the government 
(saying that the government had re- 
neged on its financial commitments to 
the scheme), are on a committee set up 
in 2003 by the Maharashtra government 
to reform the EGS. “Hiwre Bazar is an 
excellent example to emulate,” says 
Desarda. “Local village youth worked 
through the panchayat and the com- 
munity to make changes. People often 
talk about NGOs playing an active role 
but they cannot replicate any project on 
the scale that a village needs.” 

Both argue that far more of the EGS 
money should be spent on watershed 
development — a proposal that has 
been made by the committee to the gov- 
ernment. Around 90 per cent of water- 
sheds in the state, Desarda points out, 
haven't been developed or maintained. 
“Soil erosion in the state is massive and 
we need a programme of soil conserva- 
tion and afforestation too,” he says. 
Agreeing on the project-based ap- 
proach, he says: “Whether or not there is 
demand for work, the government 
needs to have a plan for watershed de- 
velopment and hire labour, if necessary, 
to complete the work.” 

The initial aim of the EGS was to cre- 
ate public assets only. However, since 
1990, the EGS also provides for the con- 


Popatrao Pawar, sarpanch of Hiwre 
Bazar, used EGS to achieve water 
security in the village 
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struction of wells and development of | 
land for horticulture on the land of pri- 
vate farmers. In 2002-03, 15 per cent of 


total EGS expenditure was on develop- | 


ing such private assets. Horticulture 
alone now covers 13 lakh hectares. On 
one hand, while this has led to an enor- 
mous growth in horticulture in many 
districts, and the export of fruit and veg- 
etables, it has also led to criticism that 
this is draining money away from the 
creation of public assets. "Horticulture 
and wells on private land should only be 
a small part of total expenditure,” says 
Desarda. "They cannot be the mainstay; 
otherwise the benefits get captured en- 
tirely by rich farmers." 

InAugustlast year, when the govern- 
ment reduced piece rates on almost all 
types of work (to align them, it says, with 
PWD wage rates), one of the rates it 
didn't touch was the horticulture work, 
under which it gives a subsidy of 
Rs 29,000 per hectare for three years to 
the farmers. "The government didn't 
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touch the horticulture subsidy because 
of the farmer's lobby,” says G.R. Khanda- 
gle, an EGS worksite supervisor. 

The government also increased the 


| proportion of wages paid in grain from 


five to seven kg per day. This reduces 
the cost of the scheme to the state gov- 
ernment since the grain comes free 
from the Central government. (The 
state has to pay only a handling charge 
which it marks up and passes on to 
the labourers.) 

The reduction in piece rates is only 
the latest reason for the government 
coming under criticism about the EGS. 
Members of the EGS reform committee 
say that the government wanted them 
to recommend the introduction of the 
scheme even in urban areas — some- 
thing which the members oppose be- 
cause it would mean drastic changes to 


| the Act at a time when rural poverty is 


still a serious problem. They also charge 
the government with dragging its feet 
over publishing the report, though rec- 
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ommendations were made months ago. 

This was before the state elections in 
October. Since then, the government 
has not contacted the committee about 
its report. However, Ramesh Chandra 
Kanade, secretary of EGS in Maharash- 
tra, says that it is likely to be published 
by February. The government is no 
longer considering implementing the 
scheme in urban areas, he adds. The 
government also seems to have ac- 


cepted the focus on watersheds anda — 


project approach. "The aim now is to - 
deem a given village as an EGS project 
for a period of five years. All works in the 
village will be done to restore its water- 
shed. The aim of the EGS is now 
drought-proofing rather than just 
drought relief,” Kanade says. — 

Worries linger though, over the gov- 
ernment's financial commitments to 
the scheme. There is currently a surplus 
of around Rs 5,000 crore in the EGS 
fund, which consists of all professional 


tax proceeds and the government's 


matching grant. However, a substantial 
chunk of this money is notional since 
the government has not made its 
matching grant since 2000. Since the 
PIL, the court has directed the govern- 
ment to do so. 

"When states spend their own 
money on a scheme, they are forced to 


be more responsible," says Sathe. "If 


there is only Central money being used 
for a project, the states tend to follow a 
policy of benign neglect." 

Which brings the debate right back 
to the NREGS. Ironically, Acharya of IDS 
is worried that it could cause the demise 


of the EGS. “My worry is that the state 


government will point out that with the 
NREGS, there is no longer any need for 
an EGS and will try and merge it with the 
national scheme,” he says. 

Though the NREGS Act provides for 
states to give a matching grant, the past 
experience isnt encouraging. The big- 
gest Central rural development scheme, 
the Sampoorna Grameen Rozgar Yojna, 
for instance, requires both the Centre 
and state to give matching funds. Dur- 
ing 2003-04, however, 19 out of 33 states 
hadn't made the full extent of their 
matching grants to the scheme despite 
the Centre making its contribution. 

So, while even the government may | 
recognise the need for reform, the ques- 
tion is: does it have the money? a 

















Powai Labs wants its 
chip testing system 
on every design 
engineer's desktop 


SHISHIR PRASAD 





T is difficult to determine exactly 

when Reapan Tikoo decided to try 

and change the way people test mi- 

crochips. By his own admission, he 
wasn't exactly setting the Powai Lake on 
fire while doing his masters in business 
management at IIT Mumbai. "In 2001, I 
met Professor Desai. That changed my 
life," says Tikoo, CEO, Powai Labs. 

Madhav Desai is a reticent man. He 
has been thinking about a way to speed 
up the testing of microchips. If success- 
ful, it will be an answer to a fundamental 
problem chip manufactures face: 
designing the chips cheaply and 
quickly. Most chips take around a year 
to design, and speeding up the process 
will help companies introduce better 
features more quickly. 

Powai Labs, after two years of exis- 
tence, is ready to launch its first product, 
a hardware accelerator, in March. 
“There are companies that play in this 
segment. So in this sense, it is not a field 
without competition. However, my un- 
derstanding of the Powai Labs simulator 
is that it provides superior performance 
at a lower price point,” says Samir Ku- 
mar, formerly of Acer Technology Ven- 
tures and now with Jumpstartup, a ven- 
ture capital fund. “The launch will be a 
major milestone in the company’s life 
and, by our calculations, should reduce 
the cost of verifying chip designs by a 
factor of four,” says Tikoo. 


Exe 7-77 


- Chip correction 


SANJIT KUNDU 


if Tikoo’s Powartabs Could 


and cheapel 


Reafx 


make, gadgets faste! 


All this is predicated on the work that 
Desai had already done. “About six to 
seven years of research had gone into the 
product when Reapan met me and said 
he wanted to commercialise the tech- 
nology. We are now concentrating all our 
efforts to get the technology right and 
succeed in India before we hit overseas 
markets,” says Desai, associate professor 
(electrical engineering), IT Mumbai. 

This will be good news for chip man- 
ufacturers like Intel, TI or Infineon who 
are facing pressure to reduce costs. The 
prices of the gadgets which use their 
chips have been falling at 10-12 per cent 
per year. Also, the semi-conductor in- 
dustry is cyclical in nature. While the in- 
dustry has grown at 12 per cent com- 
pounded annual growth rate over the 
last 25 years, it has also had periods of 
severe recession when it shrunk by as 
much as 30 per cent, as in 2001. The av- 
erage cycle is just five years long. The 
chip makers don't want to spend mil- 
lions of dollars to develop a chip and 
then launch it in a recession. 

Chips are becoming incredibly com- 
plex. A Pentium IV has 55 million tran- 
sistors in it. After the design is done, the 
chip has to be verified for flaws before 
releasing it commercially. Now, here is 
the part which interests Powai Labs. 
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Chip verification tools are horribly ex- 
pensive. They cost about a $1.2 million a 
piece annually because they are sold on 
a subscription basis. Even the biggest 
semi-conductor firms don't have more 
than one at each development centre. 
"As a result, design engineers wait for 
their turn to check their part of the over- 
all design and remain unproductive till 
that step is done and over with," says 
Tikoo. In India, most of tests are done in 
simulators — software programs that 
mimic the actual chip design. Simula- 
tors are cheap but are very slow. 

Powai Labs uses a combination of 
software and hardware to speed up the 
simulation. Powai Labs' algorithm di- 
rects the program to a bunch of field 
programmable gate arrays (FPGAs), 
which are cheap and reusable chips. 
The FPGAs execute the logic much 
more quickly. The algorithm is smart 
enough to take very large designs, split 
them, apportion it over just four FPGAs 
and then put it all back together. “We 
hope to launch a 64-FPGA accelerator 
over the next 18 months,” says Tikoo. 

Some large semi-conductor compa- 
nies in India are testing the beta version 
of the product. Powai Labs could soon 
become the first chip verification tool 
company from India. g 
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TATA 


Strength for the weak, 
flexibility for the rigid. 
Mobility for the static, 
stability for the unsteady. 
Precision for the sharp, 
poise for the delicate. 
Steel is everything. 


Steel is life. 
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NE event defined the global automotive 
industry in 1913 — Henry Ford's moving 
assembly line. It paved the way for mass 
production and consumption of cars; it 
led to the birth of the world's first block- 
buster car — the legendary model T; it 
spawned dozens of gigantic automotive 
companies whose revenues rivalled the GDPs of many na- 
tions; it made car manufacturing one of the most exalted 
forms of industrial activity. 

Ninety years later, the automotive industry is perhaps in 
the middle of the second such defining moment — ‘the mov- 
ing design line’. 

True, the moving design line was conceived more than a 
decade ago. The break up of the automotive engineering de- 
sign process and the dispersed development of the building 
blocks are now a way of life for carmakers. They have demon- 
strated a strong tendency to pass on R&D, design, engineering 
and prototyping responsibility to vendors. They have also pre- 
ferred to outsource what little design responsibility was left 
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with them. Therefore, the phrase ‘a defining trend’ may per- | 
haps be more apt than ‘a defining moment. 

But recently, this moving design line has started behaving 
like a snake on steroids. It is growing and growing and has 
reached India — all the way from Detroit to Bangalore, Chen- 
nai and Pune. Several companies like Ford, General Motors 
(GM), DaimlerChrysler, Toyota, Honda, Nissan, BMW, Robert 
Bosch, Johnson Controls now have in-house engineering de- 
sign centres in India or outsource work to third-party vendors 
here. Indian firms are working on at least $500-million worth 
of automotive engineering design services (AEDS). projects. 
That figure could double in two years, perhaps earlier. | 


"K. Padmanabhan learnt to design rockets and aircraft 


before he figured out that designing cars could be a 


profitable business. He turned entrepreneur after two 
decades in Indian Space Research Organisation and at NASA | 
(on deputation) and a decade in the private sector. He and | 
D.H. Bonde teamed up to float Plexion Technologies. 

Plexion is among the fifty-odd engineering design services 
firms that have sprung up in the last three years. Not all of 


Cost conscious auto 
majors are sending 
their engineering and 
design jobs to India. 
Will India be the next 
auto design hub? 

By M. Anand 


CATEGORY 
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_ them have been as fortunate as Plexion. It managed to raise $5 _ 
million as seed capital from JP Morgan. Months later, it . 
bagged its first order from DaimlerChrysler — to develop the 
detailed drawings for a car accessory. It was, admittedly, a low- 
end project involving tasks like rendering, colouring, shading, - 
etc. Still, doing business with DaimlerChrysler was a bighigh. - 
Asit turned out, that was just the beginning. More projects | 
followed. The most recent was for the complete interior de- 
sign of a DaimlerChrysler bus. "We worked on this for.18 - 


months. It involved a lot of work with glass because buses . 
abroad have more glass than body. And working with glass — 
(designs) involves a lot of technology and perfection,” says 
Padmanabhan. Plexion is now designing theinteriorsfora — 
new platform being developed bya European luxurycarman- - E 
ufacturer. The model is set fora global launch in 2006. The .— 


DaimlerChrysler reference helped Plexion bag this project. 


But what can the A136-billion DaimlerChrysler gain froma © 3 : 
minnow like Plexion? DaimlerChrysler has 41 new product > 


launches underway. Now, it could cost as much as a billion 
dollars to design and develop a new car platform. And a com- — 
pany has to sell over a million cars to recoup this cost. But. 
product life is shrinking and manufacturers are finding that 
fewer models pay them back the full development costs. 

Still, General Motors, Ford, Toyota, DaimlerChrysler and 





| Volkswagen will together launch a total of 159 new models be- 
| tween 2003 and 2007, predicts a recent report by consultancy 


firm Roland Berger. Like DaimlerChrysler (operating losses of 
over one billion euros), most manufacturers are struggling to 
find the money for these launches. A penny saved is a penny 


| made. That's one good reason why auto majors are more in- 


clined to outsource design and engineering services to India. 
Second, car companies have been trying to globalise their 
launches in the last few years. Earlier, most large players had at 
least three design hubs — in the US, Europe and Japan. Each 
hub would develop cars suited to their respective markets. 


Chinaisnowemergingasthefourthhub.Butthereisalsoare- ^ 


think now. Many companies are trying to move to a cen- 
tralised design centre. This leads to economies of scale, com- . 


DIFFER NT : TROKES: The AEDS ‘opportunity has attracted four types of players 


COMMENTS | 





1. Captive cen- 


tres of global 
auto firms 


2. IT services 
Companies 


3. Speciality 
design houses 


4. Subsidiaries 
of engneering 
companies 


1. No confiden- 
tiality worries, 
rapid ramp-up 
possible 
2.Good project 
management 
skills 


on few clients 


4. High domain 
expertise 
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1. Currently handle the largest. 
and the most sophisticated 


2. Started with low-end pro- 
ects but are moving up the 
value chain 


3. Several players in the fray. 
Some consolidation likely; few 


4, Can do quite well if they 


can win client confidence in 








V.R. Venkatesh VP, Wipro 





monisation of platforms and eventually to ‘world cars’. Of 
course, these world cars will be fine-tuned to suit regional 
preferences. Consequently, if all design work of a company is 
concentrated in one place, outsourcing that work and manag- 
ing it becomes simpler. 

Third, auto majors are trying to replace physical testing 
with digital simulations wherever possible. Crash analysis, 
fluid flow analysis, etc., are some areas where IT skills come in 
handy. That is prompting automakers to head to India. 

Finally, competitive pressures have resulted in product 


development lead times falling from over 30 months to just | 


10-20 months. And there are over 15 car segments now 
compared to only four in the 1970s. So design complexity is at 
a peak. The top 10 auto manufacturers together spend $12.25 
billion in design-related expenditure 
every year, says a recent report by invest- 
ment bank Avendus. And that's only on 
the mechanical engineering side. 

Then there is automotive electronics. 
Everything in motor vehicle — engines, 
transmissions, braking, exhaust systems 
— are now controlled by microchips. In 
2000, 25 per cent of the value of a car was 
in its electronics. But consumers are de- 
manding more electronics in their cars: 
navigation systems, on-board entertain- 
ment systems, telematics, etc. Car ma- 
jors cannot do anything but oblige. 
Putting these things into cars involve a 
lot of embedded design and integration. 
The automotive electronics market was 
valued at $32.4 billion in 2003, and it is 
likely to hit $49 billion by 2007. 

But where is all this money going to 
come from? Certainly not from the con- 
sumer — the Roland Berger study argues 
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that vehicle prices won't increase much. 
Nor will the money come from profits — 
since 2001 GM, Ford and DailmerChrysler 
alone are estimated to have burnt about 
$12 billion in cash. Their R&D spends have 
stagnated at about 4 per cent of sales. 

So the auto industry embraced out- 
sourcing in the mid-1990s — and the mov- 
ing design line was born. But outsourcing 
was not enough; so automakers are now 
betting on offshoring. And the moving de- 
sign line has found its way to India. 
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ALTER Grote is sitting on a paradox. 

He is the managing director of 
Robert Bosch India, a 100 per cent-sub- 
sidiary of the world’s technology leader in 
diesel systems. Most of the vehicles plying 
on Hosur road, outside his Koramangala 
Industrial Layout office, are years behind 
the diesel technology that is being devel- 
oped inside the building. “It is really a 
unique situation. We are developing tech- 
nology that is not here in the market,” he exclaims. 

He has a team of 1,800 engineers spread across three loca- 
tions in Bangalore. About 1,100 are working on automotive 
development. A group of 450 are working on the very frontiers 
of automotive diesel technology. Robert Bosch has three other 
centres like this one. The largest of them all — in Fauerbach, 
Germany — houses about 700 people. Two centres in Austria 
and Japan house 200 and 150 engineers, respectively. The 
Indian team does about 25 per cent of Boschs diesel develop- 
ment in Engine Control Units (ECU). (An ECU is the digital 
brain of the engine — a chip that controls most of its func- 
tions.) Since Bosch hasa 75 per cent market share in diesel sys- 
tems worldwide, Grote surmises that a big chunk of the 
world's diesel systems development happens in this centre. 
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Last year, his headquarters in Germany started offshoring 
more development work. Bangalore was asked to take com- 
plete development responsibility for a couple of Electronic 
Diesel Control Units. Grote was under pressure. Finding the 
people was the first problem, and finding an office the next. 

That was when he decided to convert a Mico Bosch 
(Boschs joint venture with Mico that manufactures auto com- 
ponents) plant into a development centre. “Mico had three 
large hangars of 10,000 square metres,” he recalls. “We put up 
gypsum ceilings and mounted air-conditioners on top. We 
could also use the factory's power infrastructure. We were in 
business in three months flat.” 

But even that won't be enough. He will be opening another 
facility to house 600 engineers soon. A new building with 
1,400 seats, in two phases, will be fully ready by the end of 
2006. That will increase capacity to 3,400 seats. But Bosch 
could have even more engineers by then. That is why Grote is 
doing the groundwork for another facility outside Bangalore. 
Chennai and Pune are also on the radar. 

Bosch has grown to beamong the largest automotive engi- 
neering operations in the country today. And there is a unique 
lesson to be learnt from its success. When Bosch decided to 
offshore automotive design and development work to India, it 
had two choices. Start with low-end work that could be easily 
managed from a remote location. Or start with complex diesel 
systems projects. Interestingly, it chose the latter. 

: Employees of Mico Bosch were already closely interacting 
with Bosch officials in Germany in the area of diesel systems. 
Robert Bosch even had a dozen expatriates working in India. 


Robert Bosch’s diesel systems managers g gradually came to re- — 
alise that India could handle the work: But employees of other - 


divisions (IT services, for example) at Bosch did not have 
much interaction with India. Though the work of these de- 
partments was easier to offshore, the employees here did not 
have the same confidence in India's capabilities. Therefore, 
Bosch decided to start offshoring the difficult part ahead of 
the easier work. "There are no barriers to transferring work to 
India, but the barriers within the mind," says Grote. Technol- 
ogy, knowhow, distance, language — all off this can be over- 
come. But the mind blocks are harder to break. 

Grote is addressing a fundamental issue here. “For most 
manufacturing companies, engineering would be their core 
strength. Hence, there will be higher internal resistance for 
outsourcing when compared to IT services," says Subu Dia- 
garassane, head of the manufacturing, energy, utility and au- 
tomotive SBU, Satyai 






m Computer services. Global car compa- 





nies may readily outsource their ERP. their e-commerce - 


projects, their dealer management software and even their 
HR processing. But will they be as willing to outsource the en- 
gineering and design of their cars? 





I: services companies should know. This resistance is why it 
Ahas taken them along time to dig their feet into this market. 
Satyam Computer Services bagged its first automotive con- 
tract as early as the mid-1990s. It employs about 1,200 people 
now. But during the same period, its IT services business has 
grown many times faster. Wipro started its automotive prac- 
tice about three years ago. It has about 400 people now. 
Among the 50-odd start-ups that sprung up over the last three 
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+ Billing rates range from $15- $25 per hour. 


*9 Next step up the walue chain. Starts with - 


® Billing rates from $30-$40 per hour. 





& Global I automotive electronics market valued 


THE OPPORTUNITY AREAS NU 


Basic CADICAM ¢ services es B 


e Low-end, skill- oriented ior First entry point 
for most Indian companies. 

e Used by customers to test basic skills of - 

companies here. 






projects involving : simulation, testing, finite i 
element. analysis, etc. Companies like Plexion — 
have. set up testing labs. in Detroit. 








& Now. companies are also handling value E 
engineering projects where the objective isto 1] ^ 
reduce weight,enhance performance, 
etc., of specific components. 


e Billing rates could be in the region of $25- 
$28 per hour. 


| | Fullfedged manufacturing engineering 


e Indian companies take responsibility from. 


the ‘art to the part’. Stages involve concept, 
engineering, analysis, prototype, manufactur 
ing engineering, tool development and part 
production. | 


e Companies graduating from handling mere 
components to complete systems. 


e Such projects deepen relationships with 
clients and enhance possibilities. of ‘big wins’. 





at $32.4 billion. Expected totouch $49 billion 1 
in 2011. 


æ By 2007, 30-35 per cent of the value of a 
car could be automotive electronics. It is - 
expected that 30 per cent of chassis cost, 20 
per cent of engine cost and 80 per cent of 
interior cost could be electronics. 


e Boom in telematics, navigation and info- 
tainment systems. 


® Billing rates for medium-sized projects could 
be upwards of $35 per hour. 
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years, none have grown to more than 300 people. Till about a 
year ago, this business has been slow to grow. Why? 
Automotive engineering and design services (AEDS) is 


| fundamentally very different from IT services. To begin with, 


| neering solutions), Wipro Technologies. 


| dous breakthrough. For example, 


| other hand, a strategic IT services client 


project sizes are small — very small. In AEDS, a team of30 peo- 


| ple working on a project for nine months will qualify as a 'big 


win. In IT services, hundreds of people could be working on a 
single project. It is not uncommon to find IT services compa- 
nies with dedicated teams of 1,000 or more for each big client. 
In AEDS, a 100- member team for a sin- 
gle client would be considered a tremen- 


Satyam entered into a strategic sourcing 
relationship with Tier One supplier TRW 
in 2001. Four years later, only 150 people 
are working on the TRW account. On the 


Country 
China 
India 

signed up in 2001 would surely have over | 

500 people by now. 


In AEDS, a $1-million contract would 
call for a bottle of champagne. Contracts 


of a hundred million dollar are par for Asonn/Australa 
the course in IT services. “The rhythm of UCE 

the business (AEDS) is hundreds of 

small, small contracts,” says V.R. 

Venkatesh, vice-president (business 


unit head, embedded & product engi- 
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That is unlikely to change in the future. Customers may be- 
come bigger, but project sizes may never be comparable to IT 
services. “If you have 100 employees and 10 customers, you 
have achieved critical size,” says Venkatesh. But the CEO of 
any IT services company with less than 10,000 employees and 
$500 million in revenues would feel inferior about his size. 

Moreover, the concept of annuity business does not exist. 
You may have worked on 10 projects for a customer, but you 
still can’t take the next one for granted. “About 75 per cent of 
our revenues are fresh wins. Repeat business accounts for 
only 25 per cent of revenues,” says the automotive practice 
head ofa large IT services firm. 

This apart, the skills required for each of these projects are 
unique. Moving people from one project to another is diffi- 
cult. “Every customer has a dedicated team. This is their core. 
We can't mix and match resources freely,” says Diagarassane. 

Consequently, the complexity of project management is 
enormous. Think of it this way. Imagine Hindustan Lever 
stops selling to distributors and starts dealing with thousands 
of retailers directly. Large companies like Wipro, Satyam, etc., 
had to do something similar when they ventured into AEDS. 

And that’s not all. Each of these projects — there could be 
hundreds of them at any given time — demands intensive in- 
teractions with the customer. In IT services once the specs are 
signed off, there might be fortnightly updates before the full 
project is delivered. But in AEDS, the interaction happens al- 
most daily. Customers are involved with the vendors in every 
small detail. In many cases, it is collaborative development, 
where teams from the client (onsite) and vendor (offshore) 
work together on a project. 

The AEDS business is also harder to manage. It requires 
more capital and takes longer to yield returns. An IT services 
company can set up a seat for about $10,000. But AEDS com- 
panies have to invest as much as $30,000 per seat. This is due 
to the high cost of proprietary design and analysis software. 
Sure, billing rates are higher than in IT services. But the return 
on investment is still lower, at least initially. 

And finally, there are the confidentiality issues — the engi- 
neering and design work being outsourced by the auto com- 
panies is their core intellectual property. Customers are natu- 
rally uncomfortable with vendors who 
also work for their competitors. “We were 
working with Caterpillar from our Chen- 
nai office. But when we wanted to work 
with Cummins, they insisted that we ser- 
vice them from a different city (Pune),” 
says Diagarassane. IT services clients are 
not as much concerned. 

Not surprisingly, IT services compa- 
nies found the going tough, at least ini- 
tially. “One of the initial challenges faced 
was to sell both IT and engineering in a 
similar fashion. One has to understand 
that customers outsourcing engineering 
work have issues that are not necessarily 
the same as that of customers outsourc- 
ing IT work. While cost is an overriding 
factor in IT outsourcing, intellectual 
property rights protection and partner- 
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simulation, tool engineering, value engineer- 
ing, reverse engineering, prototype develop- 
ment, programme management and research- 
oriented projects. Examples. include design 
optimisation of automotive components for 
weight and cost, engineering programme man- 
Honda 1,002 agement in sourcing of parts from India, crash 
Nissan | T and durability analysis of the vehicle, etc. Ear- 
lier, design work was restricted to individual 
< components. Now Indian suppliers are getting 
General Motors 2,801 -tolay their hands on entire sub-systems. 
Ford > ate “More and more value engineering projects 
| E ME „are beginning to flow in,” says Raman Subra- 
Harley-Davidson E | _ manian, vice-president (automotive and indus- 
AB Volvo EE “trial: products) at engineering consultancy 
| » QuEST. The company, which has 550 engineers 


Design spend of global auto majors 
Comm 


Toyota 


DaimlerChrysler 


Johnson Controls | ` in six countries, recently bagged the project to 


PACCAR | ,. 40! value- engineer an engine and improve its per- 
: lee oa ee . formance by 20 per cent. This is a fairly complex 
Top 10. 817,159 12,257 ,903 contract. That such projects are now coming to 
India is encouraging. 

But what is even more encouraging is the 
way such projects are being implemented. Ear- 
| lier, Indian companies were told what to do. Now they are be- 
ing given a lot more design space to work with. Earlier, they 
were providing offshore resources, which were managed di- 
rectly by the customer. Now they have their own programme 
UT many have lived to tell the tale. They have made it managers taking complete responsibility for projects. “Things 
v through the difficult initial years. And they arereapingthe have progressed to a stage where programme management 
E rewards. In the last couple of years, the scope and complexity ^ skills are the biggest differentiating factors among Indian 
| ofthecontracts have improved. companies," says Subramanian. There is a fundamental 
o Take this case of a Wipro client, a leading Tier One compo- | change in the scope of AEDS projects being outsourced and 

| nents manufacturer. The first project that Wipro got from this | the manner in which they are being managed. 
| client was for the testing and validation of an electronic door And here is more good news. The AEDS business model 
| module. About six people worked on this for two months. Two | does favour small companies. The advantages of scale and 
| to three similar projects followed. Then, Wipro was asked to | size that are critical in IT services don't quite apply here. Plex- 
| rewrite the code for the new version of a micro-controller. | ion is one example. The TVS groups newly floated engineering 

| Next, the client used Wipros services for new product devel- | services company, Harita Infoserve, is another. 
B opment—ininstrument design. Again, this involved less than | Harita Infoserve has about 250 people and offers what it 
| halfadozen people. And finally, the big breakthrough came. | calls ‘art to part’ services. It can service companies in every 
b Wipro was asked to take charge of the hands-free compo- | stage of the design engineering and design value chain — 
B nent ofacar telephone system. It had to enable the phone to | from initial conception to final testing. It averages revenues of 
B take voice commands from the driver. Wipro was responsible | only $1 million every quarter. But it has already completed 50 
| for every thing — right from the initial architecture to project | small projects for General Motors. Forty more are in the 
B managementto final delivery. About 15 people workedonthe | pipeline. The average project size would range between 
S project for six to eight months. That gives you some idea of | $15,000-$20,000. But it will suit Harita just fine at this stage. It 
P how difficult it is to grow the business. Few projects get bigger f is still in start-up mode. Hiring good talent is tough enough, 

| 


Aii figures in $ million Source: Avendus 


E inginimproving performance in core functions, that is, prod- 
— uct development are the critical parameters in AEDS,” adds 
B Satyams Diagarassane. 





| thanthisintermsofsize.The only consolation is that there are | and it has to wait for a year until they are trained with the TVS 
groups 600-member engineering team. 


P. | hundreds of such projects available in the marketplace. 
a Five years ago, companies like General Motors would not 


S But the pace of growth is increasing. Wipro expects the 
B electronics side of its automotive business to grow at 50 per | even have looked at Plexion and Harita. Still, nobody — nei- 
T cent per year, much faster than the rest ofthe embedded sys- | therclientnor vendor — is under any illusions. The difficulties 
D tems. Satyam took four years to grow its TRW business to 150 | are well understood in the marketplace. That is why the excite- 
P people. But its business with Collins & Aikman — anew client | ment over this opportunity is restrained. No one tells you that 
- | addedin2004 — has grown to 60 employees in justa year. there are easy billions to be made in AEDS. And everybody 
S Clearly, customers are realising that India can do more. | concedes there is alot of hard work ahead. a 
| Earlier the projects were mainly in digitisation, 2D and 3D | 
E drawings. Now many auto companies have started outsourc- | gg AE REIP ANKE SUR Ee SECURE 
E inghigh-end design work, high-end product engineering and E „4 www. businessworldindia.com__) 
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AST year’s $750-million 

outsourcing deal between 

Bharti Tele-Ventures and 

IBM was a path-breaker. 

The 10-year agreement 

promised to do a number 

of things for Bharti: manage all its cus- 

tomer-facing IT applications (like 

billing and data warehousing) and sup- 

port all its internal applications (includ- 

ing Internet services). Another interest- 

ing part of the deal was a joint 'Go to 

Market' programme. The two compa- 

nies' sales teams are being integrated 

and the product offerings are being de- 

fined. Once ready, the team plans to 

pitch for enterprise networking busi- 
ness in India. 

At the same time, GTL 

(earlier called Global 

Tele-Systems), a sys- 










= | “More and more, I 
à . would like to front 
the assignment," 
says N. Srinath of 
VSNL 
















N. Srinath of VSNL feels it's 
no longer adequate to be 
just a wholesale telecom 
service provider. 

He is gearing up to pitch 
for enterprise assignments 
and offer things like 
managed networks services, 
virtual private networks and 
other Internet Protocol- 
based solutions. 


tem integrator, is making inroads into a 
new business. Over the past two 
months, it has been busy wrapping up 
two deals, with Nortel Networks and 
Nokia, for setting up BSNL's GSM (global 
system for mobile communication) 
network across eight telecom circles. 
These alliances are representative of 
anew trend in India: the convergence of 
space between system integrators and 
telecom companies. Telecom compa- 
nies are branching out into managed 
network services (MNS) and system in- 
tegrators are chasing telecom contracts. 
Over the past year, three Indian telecom 
companies — Bharti Tele-Ventures, Re- 
liance Infocomm and VSNL — have 
been honing their own strategies for this 
space. They have also been striking 
partnerships with system integrators. 
Says Sanjay Raina, country man- 
ager, IBM Global Services: “To get entire 
solutions up and running and working 
well, system integrators and telecom 
service providers are working much 
more closely together.” 
What are managed network ser- 


vices? Offering basic bandwidth to a 
company for connecting its offices 
would be a plain vanilla service. But 
when a telecom company starts offering 
connectivity along with bells and whis- 
tles like bandwidth on demand, a basic 
assurance on the quality of service, and 
alarms for systemic problems — it is 
called a managed network service. It is 
the plumbing on which a networked 
company’s IT applications run. 

But it is, as yet, a new business in In- 
dia and analysts and companies are 
wary of putting a number to it. IDC an- 
ticipates the MNS market in the Asia-Pa- 
cific (excluding Japan) to reach $333.9 
million by 2007, a 13.8 per cent com- 
pound annual growth rate between 2002 
and 2007. In India, the market grew by 37 
per cent this year to reach Rs 234 crore. 
Some say this is a gross understatement 
of the trend. “I would expect the oppor- 
tunity to at least double every year," says 
Charudatta Naik, president (network 
engineering), GTL. 

The demand for such services in In- 
dia is emerging clearly. Prakash Bajpai, 





How it works As seen through the eyes of one company 
. Company .— —— 
VSNL 





its own team. 


packets). 
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Collaborators 


"Tata Consultancy Services, 
Wipro, AT&T 





VSNL is tying up with system 
integrators, allowing it 
access to skills it lacks in 


It is also tying up with 
carriers like AT&T to offer 
complex networking services 
(like Multi-Protocol Label 
Switching, which allows 
prioritising of data and voice 


Clients 


—€———————a— 


Banking and manufacturing 
companies 





Current corporate clients 
— mostly into banking and 
manufacturing — are being 
approached first. 





Since customer 
handholding is a key 
requirement in the 
enterprise market, the 
systems need to be 
overhauled. 
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president (enterprise broadband), Re- 
liance Infocomm, says: “This (MNS) is 
what customers are looking for and this 
is what networks are preparing for.” 

The basis of the demand is the grow- 
ing realisation by companies that busi- 
ness efficiency and profits are directly 
linked to how trouble-free the infra- 
structure is. So as companies get in- 
creasingly networked and automated, it 
makes more sense to outsource man- 
agement of the network to someone 
who can take full responsibility for it. 

Two, MNS is a high-margin busi- 
ness. So the telecom companies are 
chasing such deals aggressively. In In- 
dia, carrying voice is still a profitable 
business. But in the enterprise market, 
plain bandwidth products are fast be- 
coming commoditised. One of key pre- 
dictions for 2005 from research and 
consultancy firm Gartner is that band- 
width prices in the Indian subcontinent 
will fall up to 30 per cent. Says Kobita 
Desai, senior telecom analyst, Gartner 
Research: “Telcos can no longer be just 
bit pipe sellers.” 


In India, telecom 
companies and 
system integra- 
tors are coming 
together to pitch 
for enterprise- 
wide deals. 
What’s the future 
of this marriage 
of convenience? 
By Radhika Dhawan 


Marri 








To move beyond being bit pipe sell- 
ers, they are shoring up skills and infra- 
structure. Companies like Bharti and re- 
liance are extensively hiring managers 
with domain expertise in verticals so 
that they can understand a client's net- 
work requirements and implement 
suitable solutions. Both the companies 
have also installed Internet Protocol- 
based Multi-Protocol Label Switching 
backbones. The technology allows car- 
riers to prioritise data and voice packets, 
enabling them to offer different services 
on the same network. 

Butsuch a convergence between the 
two distinct spaces is causing some fric- 
tion, too. 


N mature technology markets, where 
this convergence has been noticed 
over the past 5-6 years, it has been dri- 
ven largely by the telecom industry. 
After the telecom crash of 2002, 
when big companies like Global Cross- 
ing and WorldCom filed for bankruptcy 
protection, carriers and equipment 
vendors have been looking for ways to 
boost revenues. MNS came up as one of 


BUSINESSWORLD 43 14 FEBRUARY 2005 


.. TELECOM 


" 
Nar - - 
hk] r -— we 
— — —— eee ee Ne ae — 


Ventures 
e v 
eoim e 


the more profitable new opportunities. 

Equipment vendors tried to get into 
the business by taking over or partner- 
ing carrier networks. In India, Bharti's 
deals with Ericsson and Nokia, where 
the latter two would build and operate 
network systems for the former, are 
cases in point. Carriers, in turn, tried to 
expand by setting up system integration 
and managed network divisions. This 
brought them into direct competition 
with companies like EDS, IBM and Ac- 
centure globally, and the likes of Wipro, 
Infosys and GTL in India. 

That's the kind of business model 
telecom companies like VSNL are im- 
plementing in India (See 'How It 
Works’). "More and more, I would like to 
front the assignment, and then look for 
system integrators to subcontract to," 
says R. Srinath, director (operations), 
VSNL. Srinath expects such co-opera- 
tion to become the norm. 

"Customers are beginning to see the 
fusion between the network layer and 
the application layer, and asking for one 
service. But there is still a very clean de- 
lineation between software integration 
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and what telecom companies are do- 
ing,” says Jai Menon, joint president (en- 
terprise business), Bharti Tele- Ventures. 

System integration requires skills 
that are very different from those 
needed to manage telecom networks. 
The former, which is all about under- 
standing software architecture, means 
keeping track of evolving technologies 
like Java, Linux and Web services, and 
having the capability of bringing to- 
gether complex software environments. 
In contrast, the telecom networker 
needs skills to make efficient use of 
available spectrum, and routing and 
switching technologies. 

The necessity to pool such diverse 
skills has led the creation of the Tata In- 
dicom Enterprise Business Unit (Tiebu) 
— a virtual team inside the Tata group. 
Tiebu currently has 238 people working 
for it, most of them on VSNLS rolls. It has 
a sales team that pitches for corporate 
business and then draws on expertise 
from group companies like Tata Teleser- 
vices (mobility), VSNL (international 
connectivity), and Tata Consultancy 
Services (system integration). In effect, 
it would be a one-stop shop for enter- 
prise clients — like what the Bharti-IBM 
combine is trying to do. Explains 
Sandeep Mathur, president, Tiebu: "De- 
pending on the customer, the product is 
managed either by the individual group 
companies or by Tiebu." 

But not everyone is thinking collab- 
oration — Reliance Infocomm, for one, 
seems to be all for going it alone. "We are 
having a fair bit of discussions with 
Bharti and VSNL about what we can do 
together," says Naik of GTL. "But none 
with Reliance." 

For now, Reliance says it would pre- 
fer to build its expertise in managed net- 







e The enterprise business has higher 
margins and profitability 


network management 


e Telecom firms can work with good 
system integrators in India, and 
that too, at a low cost 









Why it works And why it may not 


e Instead of collaborating, telecom firms 


e It's a growing business, as enterprises 
are increasingly opting for outsourced 9 Clients may not be comfortable 


e Most global telcos are in this business. 


works and hosting services, and is offer- 
ing services like video conferencing 
through its Web World stores. Says Baj- 
pai: "We see ourselves as a network 
provider. That is a huge market in itself." 


T is too early yet to say how this move 
for convergence will work out in In- 
dia. Globally, a lot of experiments, where 
telecom companies have overstepped 
their boundaries, have failed. In 2003, 
BellSouth and Qwest offloaded their 
hosting businesses to IBM and Hewlett- 
Packard. But not everyone has given up 
— Sprint is still trying to pitch for a host 
of application services to clients. Menon 
of Bharti thinks the mistake made by 
some of these telecom companies was 
to try and build these skills internally. He 
thinks he can avoid that by building an 
extensive network of alliances. The IBM 
deal was the first step in that direction. 
But admittedly, this is new territory 











may chase too aggressively businesses 
they have little expertise in 


with telecom firms fronting complex 
integration assignments 


Competition will get tougher in India 
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"We are 
finalising 
how to pitch 
together,” 
says Sanjay 
Raina of IBM 
Global 
Serives 





for Indian telecom companies and 
comes with its own challenges. The 
biggest challenge is also one of the old- 
est in the industry — local loop connec- 
tivity. Carriers are digging fibre into the 
ground to work around this problem. 
“The service provider can have the best 
network at the back end, but a lot de- 
pends on the final local loop that lies in 
the hands of MTNL and BSNL. And ex- 
isting local relationships count to a great 
extent here,” says Desai of Gartner. 

Even international players like Asia 
Netcom and Global Crossing have spot- 
ted the opportunity that’s opening up in 
India. Both have tied up with Sify to tar- 
get the enterprise market in India. The 
partnerships will offer global IP-based 
services like virtual private networks 
and video conferencing. 

Perhaps the biggest challenge will be 
the willingness of clients to accept tele- 
com companies in this new role. Will 
corporate clients trust them to under- 
stand their IT needs? Says Arvind Tawde, 
head of IT, Mahindra & Mahindra: “I 
would like to deal with one person for all 
my needs instead of multiple vendors. 
But I don't think any one telco or system 
integrator could handle the whole piece 
together. They will need to co-operate.” 

Will such corroboration bind the 
two together? Or would they grow apart 
again? It would depend on which way 
the client nods. And for that feedback to 
come in a substantial volume, we will 
have to wait awhile. This is, after all, just 
the honeymoon. R 
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ANUP JAYARAM 


N 20 January, Reliance Indus- 

tries opened its 305th fuel retail 

outlet, 25 km outside Ahmed- 

abad on the Ahmedabad- 

Vadodara Express Highway. It 
is only the 466th private petroleum out- 
let to come up in the country. Reliance 
officials say the company is opening 
four new ones every week. Yet, that is no 
cause for celebration. Reliance will have 
to flog its horses faster, much faster, if 
it has to reach the grand target it had set 
itself (5,849 fuel outlets by 2007) when 
the government allowed private fuel 
retail outlets in 2002. In fact, it will have 
to open at least seven new outlets every 
day to get there! 

Other private oil companies who 
dreamt the retail dream aren't faring 
better either. Essar has just 160 outlets to 
show against its target of 2,000 and Shell 
just one against a target of 1,500. 

Now compare the tardy progress the 
private companies are making with 
what the public sector companies are 
doing. They have been on an overdrive 
to widen their retail network. Since April 
2003, the four PSU giants have together 
added 5,474 new outlets to their distrib- 
ution network, taking the total to 25,276. 

So what has slowed down the retail 
dreams of the private sector oil giants? 
There are several factors at play. First up, 
it can be said that even as the govern- 
ment allowed private companies to re- 
tail petroleum products, it also made 
sure they did not take the easy route to 
build a retail network. 

The government had specified that 
private companies could not poach on 
the outlets of state-owned oil compa- 
nies for a period of five years starting 
1 April 2002. That meant the private oil 
companies needed to build their own 
networks, from scratch. Most impor- 
tantly, this restriction effectively pre- 
vented the private companies from cap- 
turing the big retail outlets in the 
metropolitan cities where petrol sales 
are the highest. 

Though petrol volume sales are 
lower than diesel, the margins at 
Rs 2,000 per kilolitre are higher than the 
Rs 1,500 per kilolitre for diesel. Building 
a new retail outlet in the cities would 
mean a huge investment in real estate 
alone. This was something that none of 


the private players had bargained for. 

And even before the private oil com- 
panies were given the green signal to 
enter fuel retailing, public sector oil 
companies had started converting their 
dealer-owned outlets into company- 
controlled outlets. This almost ensured 
that the dealers did not shift loyalties. 

Today, close to 46 per cent of Indian 
Oil Corporation's (IOC) 9,882 retail out- 
lets, 75 per cent of Hindustan Petro- 
leum’s 6,274 outlets and 65 per cent of 
Bharat Petroleum's 6,006 outlets are 
company-controlled. 

The result: private companies do 
not have a ready pool of dealers to 
poach from. No wonder, the private 
companies have never really been able 
to make inroads into the cities; most of 
them are located on the outskirts of the 
bigger cities. 


Private oil players 
are still to realise 
their dream of 
over 8,000 outlets 
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The huge deposits that the private 
companies ask for from their dealers are 
also slowing down the expansion of 
their retail network. Reliance, for exam- 
ple, is supposed to demand a deposit of 
Rs 50 lakh as opposed to just Rs 5 lakh by 
the state-owned oil companies. 

The private companies had, till the 
change of government at the Centre, 
another option to build up their net- 
works: pick up the government stake in 
public sector oil companies, and lever- 
age their network. Hindustan Petro- 
leum, especially, was considered a good 
buy for its nationwide retail network. 
That option ended with the UPA gov- 
ernment coming to power. 

With private companies failing to 
get a foothold in the urban markets, the 
action is now shifting to India’s high- 
ways. This has been a ready market 








—————— 


waiting to be tapped. Of the 107 million 
tonnes of petroleum products sold in 
the country annually, 45 million tonnes 
is sold from retail outlets, the rest being 
bulk sales. Of this, diesel accounts for 33 
million tonnes, or 73.33 per cent of all 
retail petroleum sales. And most of it is 
consumed by trucks that ferry goods on 
India's highways. In the next couple of 
years, you would see many more private 
fuel outlets coming up on Indian high- 
ways. However, there are speed-break- 
ers here, too, for the private companies. 
With the work on the Golden Quadrilat- 
eral project progressing, the oil compa- 
nies will have to follow numerous rules 
and regulations to set up retail outlets. 
With its retail dreams stuck in bottle- 
necks, Reliance is currently exporting 
over 50 per cent ofits total production of 
12 million tonnes of diesel and around 
75 per cent of the total production of 
3 million tonnes of petrol. 
Building a huge retail network is eas- 
ier said than done. The biggest problem 
is logistics. The cheapest way to move 
petroleum products is by pipeline. For 
instance, supplying products from 
Kandla to Delhi by pipeline as opposed 
to road or rail is cheaper by Rs 1,000 a 











ISSUE 






No access to state-owned 
oil company outlets 


No product pipeline | 
network 


No poaching of state-owned 
outlets 


No disinvestment of 
state-owned oil firms 


No terminals and depots 
across country 


No oil sector regulator 


tonne. Which means, logistics costs can 
make or break a distribution network. 
Essar Oil's executive director (northern 
zone), VS. Singh points out that supply- 
ing fuel to outlets in northern India 
is currently a loss-making proposition. 
According to petroleum industry 
experts, the loss can range anywhere 
between Rs 400-2000 per kilolitre. With 
fuel prices controlled by the govern- 
ment, this cost cannot be passed onto 
the consumers. 

Not surprisingly, most of the private 
retail outlets are in western India or 
along the west coast. Reliance, however, 
has tried to break out by setting up 12 
terminals and depots at key locations 
such as Haldia, Chennai, Hazira, 
Bhopal, Rewari and Kanpur. 

Recently, Reliance's subsidiary Gas 
Transportation and Infrastructure 
Company (GTICL) has been issued the 
Right of Use for six pipelines. These are 
the Jamnagar-Patiala, Jamnagar-Kan- 
pur, Goa-Hyderabad, Chennai-Banga- 
lore, Kakinada-Vijayawada and Haldia- 
Ranchi product pipelines. Once these 
are laid, you can expect to see more pri- 
vate outlets way inland. 

Reliance's pipeline could rival IOC’s 
4,762-kilometre product pipeline net- 
work over the next few years. However, 
things are alot more complicated for Es- 
sar Oil. That's because Essar's 10.5 mil- 
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and margins fall 






The government is licensor, 
operator and regulator all in one 






lion-tonne refinery at Vadinar in Gujarat 
is still under construction. So, it buys its 
petroleum products from Mangalore 
Refinery and Petrochemicals. Since Es- 
sar does not have a pipeline network, 
the company finds it difficult to cater to 
the booming demand for diesel in north 
India. The north consumes 45 per cent 
of the 45 million tonnes of diesel guz- 
zled by the country every year. 

Though the odds have been stacked 
against the private players, the econom- 
ics seems to be working out in their 
favour. Private retail outlets already 
have a better throughput wherever they 
have been set up. The throughput for 
Reliance now is 350 kilolitres a month 
while it is 260 kilolitres for Essar. 

In contrast, the throughput at state- 
owned outlets has come down from 220 
kilolitres/outlet in 2002-03 to 180 kilo- 
litres/outlet in 2003-04. Says T. L. Jain, 
executive director (retail), IOC: “The dif- 
ference is simply because the private 
outlets are located in high turnover 
locations.” The throughput is 173 kilo- 
litres for IOC. 

Despite the difficulties they have 
faced, private oil companies seem quite 
optimistic about the future of their retail 
plans. Both Reliance and Essar expect to 
have 1,000 outlets each by March 2006. 

And why not? Texas alone has 25,000 
filling stations! Lo 
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Osay that Yasheng Huang was dis- 
appointed would be an under- 
statement. It was more like he was 
heart-broken. Huang, associate 
professor, MIT Sloan School of 


IBN Management, and author of Selling China, a 


book on FDI during the reforms era, had writ- 
ten a highly impactful article in Foreign Policy 
in 2003, along with Tarun Khanna, professor at 
Harvard Business School, comparing the Chi- 
nese and Indian economic experiences. The 
article was highly favourable to India, because 
it pointed out how while India was developing 
strong companies and groups of its own, 
China was relying too much on foreign multi- 
nationals. In the long run, they predicted, the 
Indian model will prove to be more resilient 
and successful. (The Chinese, Huang tells me, 
took the article seriously enough to study it 
more deeply and figure out what needs to be 
done about it.) 

Huang was there at the World Economic 
Forum in Davos, Switzerland, like me, and I 
think he expected to see India’s rising presence 
in the global economy to be reflected at the fo- 
rum that brings together all who control global 
capital. CEOs ofthe world's biggest companies. 
Financiers who move world capital markets. 
Presidents, prime ministers and finance min- 
isters from all continents. If India is rising, 
surely, they all should be dying to hear more 
about it? 

They were obsessing of course — but about 
China. There were China sessions after China 
sessions, and all of them went house-full — I 
even saw Australian prime minister John 
Howard among the audience at one of these. 
There was a big contingent of Chinese officials 
— most of them far sharper and to the point 
than the leaders that we seem to put forward at 
meetings like these — and everyone seemed to 
hang on to every word they said. 

The only important India session was a 
study in contrast. It was attended mostly by In- 
dians, and it was difficult to find one recognis- 
able face among the foreigners who did come. 
Asone Indian business leader who was present 
commented later: “The quality of questions 
and interaction was so poor that it was deeply 
embarrassing." The session, I am told, quickly 
degenerated into trading of poor jokes be- 





Tony Joseph, editor, 
Businessworld, was at the 
World Economic Forum's 
annual meeting in Davos. 
You can email him at 
tony@bworldmail.com 
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Down at Davos 


tween the Indians present. 

No wonder, it was easy to see the pain on 
Huangs face. “You guys should improve your 
marketing,” he said to me and T.V. Mohandas 
Pai, CFO of Infosys, adding: “What is the point 
of selling India to Indians in Davos?” I didn't 
know what to say, but Pai did: “You shouldn't 
give up on India yet, you know,” he said, adding: 
“China is a top-down story; while India is a bot- 
tom-up story. It may look more messy and un- 
appealing, but it is more deep-rooted and will 
be more resilient." That fooled even me for a 
minute, so what to speak of Huang! "Of course, 
I am a believer in India — it has got so many 
things going for it," said Huang, as we parted. 

There are some things that India doesn't 
have going for it, though. For one, the Chinese 
economy is already double the size of India's 
and the difference between us is growing every 
day. For another, the Chinese have a clear plan 
to quadruple the size of their economy by 
2020, and are going about it systematically. The 
Chinese leaders I met in Davos came across as 
a different breed from their predecessors — 
these are people who know and openly admit 
the weaknesses of their economic system and 
are pragmatists to the core. So if the world is 
obsessing about China, it is for good reason — 
more than a quarter of world growth last year 
was attributable to China. 

Even after taking these into account, I think 
India can do a much better job of marketing it- 
self. The Aam Aadmi' government needs to re- 
alise that it can't really better the lives of our 
millions without a larger, stronger role in the 
world economy. That will take both grand vi- 
sion and meticulous planning. I get the feeling 
that this government has narrowed the hori- 
zons of this nation and its people, for fear that 
grand visions will put off the masses. It is this 
self-defeating, debilitating fear that eclipsed 
India at Davos. 

The public perception of Davos as a sum- 
mit of new ideas is overblown; but it is a fantas- 
tic forum for attracting capital and invest- 
ments. That is the reason why so many world 
leaders make it their business to be there — 
from Brazil's Lula to Pakistan's Shaukat Aziz. 
This year's summit may have to be written off 
as a loss, but let's learn from the Chinese how 
to correct mistakes. E 
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VERYBODY loves a good bargain. 
That was precisely the raison d’e- 
tre for Discount Circuit — India’s 
first organised chain of discount 
stores for branded consumer durables. 
Dented goods. Scratched goods. 
Outdated goods. Or, just dirty goods. 
Discount Circuit (DC) was started to of- 
fer such durables — almost every major 
brand — at 30-60 per cent discounts. 
Who wouldn't want a Rs 1.2 lakh projec- 
tion TV for Rs 58,000, or a 6 kg washing 
machine for Rs 2,100? Scratches or 
dents may diminish aesthetics but not 
functionality as these products carry the 
manufacturer's warranty. And that's 
what makes them a really good bargain. 
One and a half years into Discount 
Circuit, S.K. Malik, chairman of Calcom, 
has three stores up and running. Each 
pulls in an average revenue of Rs 2.5 
crore a year (roughly what a regular 
multi-brand outlet makes), and a 15 per 
cent margin on goods sold. Not bad. 
But not great either. Malik is yet to 
find investors to back him and has had 
to revise his target — of 10 outlets by the 
year-end. Neither consumers nor man- 
ufacturers seem to have embraced the 
idea with great enthusiasm, even tho- 
ugh the concept has been a success in 
shoes and apparel. Malik is, in fact, fac- 
ing problems he never anticipated. 
First, not every brand maker prefers 
this model to sell its products. While 
Whirlpool, Onida, Daewoo and Electro- 
lux are backing it, LG clearly isn't. LG's 
marketing head, Salil Kapoor, would 
rather go in for closet sales — sell the 
factory seconds to employees and their 
friends — than sell in the market. Selling 
at a discounted outlet affects brand im- 
age, he feels. Still, LG's distributors con- 
tinue to sell through DC. Conversely, 
Rajeev Karwal, managing director, Elec- 
trolux Kelvinator, prefers an organised 
channel to sell factory seconds because 
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India's first bargain chain in durables promises 
much. But not all manufacturers are convinced 





consumers will get an honest bargain — 
DC cites the reason for discount. 

Secondly, there is disagreement bet- 
ween manufacturers and DC about val- 
uation of goods. Considering that the 
chain's success depends largely on prici- 
ng, both sides are still grappling for a sci- 
entific-enough solution. Logically, the 
manufacturer should devalue the prod- 
ucts based on what he might have spent 
on redoing them. But refurbishing is not 
a practical option, Karwal says, due to 
high costs (of transport, handling and 
altering the products) and excise rules 
that restrict re-entry into the factory. At 
present, prices are bargained for each 
time DC sources stocks. 

Though a new concept in India, fac- 
tory outlets for durables are very pop- 
ular abroad. But they now have the 
critical mass to demand very competi- 
tive prices from manufacturers — a 
handicap that DC is yet to overcome. 
The US has large discount stores like 
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Sams Club (a division of Wal-mart) and 
Costco Wholesale. Even durable makers 
like Philips and Maytag have their own 
discount stores. Whirlpool in Canada 
even organises a warehouse sale where 
discontinued merchandise come with 
extended warranty. India is far from all 
this. Malik, in fact, faces a difficult 
situation. While manufacturers would 
like him to buy out factory seconds in 
cash, Malik’s meagre resources dont al- 
low this. Instead, he seeks a credit line of 
60-90 days like any dealer. His logic: 
what he spends in holding stocks, he 
can invest in opening outlets to gain vol- 
umes. His average investment per store 
has been Rs 60 lakh, and they have al- 
ready broken even. But the manufactur- 
ers — even those who support Malik's 
model — aren't always supportive of his 
demand for credit. 

Malik’s dreams of scaling up Dis- 
count Circuit will have to wait till these 
teething troubles are sorted out. € 


a 


S.K. Malik, founder of Discount Circuit | ¢ 
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Microsoft 
has just 
launched 
its MSN 
search 
afresh. 
Expect to 
see a lot 
more of 


the search 


giants 
this year 


The search 








battle heats up 


HAVE this odd mental picture of a day in 
the not-too-distant future when some 
voice-enabled version of Google is going 
to jump out from somewhere and bark 
out: “Hey, your wallet's where you left it, 
on the chair, you idiot!" Google's mission is 
quite simply to search for everything that's in- 
formative and useful. And while it may not be 
able to locate my frequently misplaced purse 
yet, it can look for just about everything else the 
connected person wants. All of last year, it was 
one of the most talked-about companies on the 
globe (currently edged out by Apple, according 
to a survey). It constantly came up with new 
ideas in search, which made for some battles 
among the big searchers — and Microsoft, 
which has just launched a cleaner MSN search. 
Google has tried to stay active in the innova- 
tions department. It just announced its intent 
to go into TV search. If you look up its beta at 
video.google.com, you can checkout how it will 
work. I searched for clips of poor Hillary Clin- 
ton fainting while addressing a group of people 
on health and got news transcripts and thumb- 
nails all right, but Google Video has no video 
yet. You'll find there are text items with pictures 
that come up for your keywords because 
Google has started indexing programmes from 
selected networks which will be searchable — 
but the video will apparently come later. Ya- 
hoo!, by the way, already has a video searching 
facility it just launched, which includes play- 
able video clips. I couldn't catch Hillary fainting 
there either, though that's probably just as well. 
Also check out the TV search at blinkx.com. 
Yahoo! also launched a desktop search after 
Google did; one that is supposed to be more ex- 
tensive than Google's. A desktop search (apart 
from the Windows search facility) can be tre- 
mendously useful, though many users I know 
tend to get annoyed with it and feel it slows 
down their PCs, eventually dumping it. I hadn't 
bothered with these utilities until I got curious 
and downloaded Google's desktop search. It 
then made me realise how much time one 





wastes looking for files. This one opens up in a 
flash and after indexing all your files when you 
install it, quickly finds all references to your 
keyword in files as well as web pages you have 
visited and web-based email. You can access 
and delete files. This utility went straight into a 
controversial tail spin as people pointed out 
that it wasn't the best way to find local files. 
Worse still, could it present privacy problems? 
The latter didn't turn out to be much of a risk, 
but there are more refined desktop searches if 
you want them that way. 

More impressive has been Googles release 
of its upgraded image management software, 
Picasa 2. You can get that free from Google's ex- 
tras anytime. You'll be amazed at the long for- 
gotten bits of pictures strewn all over your hard 
disk. Picasa is a visual tool that finds and sorts 
out by date all your images (including videos 
and presentations), making it easy to locate the 
picture you want. You can also sort, delete and 
share them from within Picasa. You can email 
them (with auto resizing, encryption, etc.), 
burn them to CDs or send them to your blog. 
You can group them, password protect them, 
import images from cameras, assign favourites, 
run slideshows, or make screensavers. Picasa 
also has dozens of tools for editing pictures. 

As I write this, Microsoft has launched its 
MSN search afresh, based on its own technol- 
ogy. Until now, it was living on borrowed tech- 
nology. In what I expect will be one of the most- 
quoted lines of the year, Bill Gates admitted: 
“We were as stupid as hell,” because MSN 
needed to be all Microsoft to begin with. The 
new MSN is supposed to be quicker and more 
accurate than it was. One of the most exciting 
things is that the encyclopedia Encarta is sear- 
chable. You don't get Encarta as you would on 
CD; what you get is answers based on Encartas 
information. There are other search fine-tun- 
ing tools you can now use at msn.com. 

We haven't heard the last of the battle 
between the search giants. This year will see a 
lot more from Microsoft, Google and Yahoo! Wi 
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ANTHONY LAWRENCE 






















.... And have 
some peace 
of mind in 
this life. By 
Rachna Monga 


B Priyamvada Birla of the Birla family 
willed away her property to an outsider. 
The Birlas have been contesting the will 
in court since August 2004. 

E Dhirubhai Ambani built a business 
empire that earns Rs 75,600 crore now, 
but seemingly didn't leave a written will. 
His two sons, Mukesh and Anil, are now 
fighting for pieces of the empire. 

B Parveen Babi, an actress who lived 
a solitary life towards the end, left about 
Rs 4 crore, but no will. Now, people 
claiming to be her relatives are emerging 
from the woodwork. 
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HEY were the rich and famous 
of India. Thanks to what they 
have or haven't passed on, the 
harsh glare of arc-lights on 
them and their near ones 
refuse to die down even after 
they have passed away. And these are 
some of the most famous cases that 
have come to light recently. Across In- 
dia, as in the rest of the world, countless 
people across generations are fighting 
over what they claim to be rightfully 
theirs. The aftertaste of all this is usually 
not pleasant. 
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Much ofthis clamour and unwanted 
glare can be avoided by leaving a simple 
and clear will. Had these rich and fa- 
mous left a properly laid estate plan, ora 
will, so many across India wouldn't have 
lost their sleep for so long. 

The cynic among us may say that 
disputes and displeasures are bound to 
happen to these people, because the pot 
of gold they left behind was worth the 
fight. But is it only the rich, those who 
have a veritable fortune to give away, 
who attract trouble? A glance around is 
enough to convince us that it's not so. 
Even the smallest of properties are con- 
tested for. Also, wouldn't you like your 
near ones to be left in peace? 

Some typical  re- 
sponses from those who 
A aren't inclined to write a 
F will are: “I hardly have 
much money to will away", 
- or"Lam not old enough to 
= writeawill”. It doesnt mat- 
ter how much we have or how old we 
are, given the realisation that we don't 
know when death would strike. Our par- 
rying has to do with the way we take to 
death. We procrastinate, ironically 
bringing us closer to death before we 
have had a chance to set things in order. 

But we, too, shall pass. A carefully 
drafted will will go a long way in ensur- 
ing that those who would cherish your 
memory do so in tranquillity and war- 
mth. Here's a guide to making an incon- 
trovertible will. 









Making a Legal Will 
The Indian Succession Act, 1925 governs 
wills in India. It doesn’t tell you any for- 
mat for preparing what would be con- 
sidered a legal will. But the actual job of 
writing a will could be simple. Itcan be as 
short as afew words — say, “All to wife" — 
or you can detail it over several pages. 
You can write it on plain paper in the 
manner you want. Some are even al- 
lowed to make oral wills — Armed 
Forces personnel engaged in war or at 
sea, mariners at sea, and Muslims, who 
are governed by Muslim personal law. 
Awill must be signed or marked by a 
thumb impression of the testator, the 
person making it, and must be attested 
by at least two witnesses, who can later 
verify that the will was signed voluntar- 
ily and in their presence. | 
Then there are the details you need 
to heed if you want to make the will wa- 
tertight. Lawyers advise that the signa- 
ture or thumb impression be placed ina 


manner that indicates that there was an - 
intention to sign the will — in other - 


words, that the person wasn't in any 


doubt about the will. Ifthe text ofthe will | 


finishes at the end of a page and the sig- 
natures are on the next page, which 
doesn’t contain any part of the will; its 
sanctity can be disputed. : 

Theselection ofthe witnesses, those 
who will have to stand by the authentic- 
ity of the will, is important. It's easier to 
choose a close relative or friend. But ifa 
witness or his spouse is a beneficiary of 
the will, the bequest to that person will 
not be valid. It's also desirable to have a 
witness who is younger, so that he can 
outlive the testator. A doctor's name as a 
witness lends some weight. 

There is no need under law to regis- 
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"Marchand shall preserve my hair 
Y 


and cause a bracelet to be made 


it 


ede Sum J 


with a little gold clasp 


to be sent to the Empress Maria 
Louisa... and one of larger 
(Size for my son." 


| 
of 
| 


: Napoleon Bonaparte, 
. EmperorofFrance,1857 


ter a will. The registration of a will, by it- 
self, doesn't make it genuine. Priyam- 
vada Birla's will, which is registered, is 


thenticity, among other things. "A will 
without registration is of equal value [as 
compared to a registered one] in the 
eyes of the law,” says Arun Khosla, a se- 
nior advocate based in Delhi. Nonethe- 
less, registration is recommended be- 
cause it confirms the legality and 
ensures that a safe copy is kept. . 
For getting a will registered, the wit- 
„nesses should accompany the testator 
to the registrar's office. If the testator 
cant trayel, the will can be signed at a 
place convenient to him. Once signed, it 
can be kept in the custody of the regis- 
trar. During the lifetime of the testator, 
nobody except him or his agent is al- 


i still being contested in court for its au- 
| : 
| 


the testator's death, anyone can get a 
copy of the will by submitting a copy of 
the death certificate. 

Giving What, And To Whom 

You are free to make a will for all kinds 


lowed to obtain a copy of the will. After 


of movable and immovable property . 


owned by you. Apart from land, cash 
and household belongings, property 


| 


“I leave my entire estate to my 


wife, 


death." 


Heinrich Heine, 
18th century German Romantic poet 
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on the condition that she 
shall remarry, so there will be 
at least one man wbo regrets my | 


| could consist of investments in shares, P : x 
fixed deposits, and so on. If you havea d 
joint family property you can bequeath = 


only your share, not the whole ofit. 


Apart from tangible assets, youcan ^. 
also pass on things of negligible mone- = 
tary value that you have cherishedand ^. 
would want to be preserved —say your. 
-old vinyl records. These may be of little : 
value for anyone else to claim a stake, ' - 
butbecausetheyareofgreatmeaningto ' 
youthereis no harm in decidingtheir ^^. 

future keeper too. 1 


Mind you, the law doesn't give you 


| complete freedom in deciding the heirs — 
themselves. Under the Hindu Adoption 


& Maintenance Act, 1956, the specified 
dependants of a Hindu testator are per- 
mitted to claim maintenance allowance 
from his property, even though his will 


pendants. So a widow, minor children, 
unmarried daughters and parents ofthe 


testator can claim maintenance if they 
arent financially sound. CGU 
 AMuslim can willawayonlyathird ^. 
of his net assets. Therestofhisproperty /— - 
has to be distributed among heirs ac- = 
cording torules specified bytheAllIndia — 


Muslim Personal Law Board, which in- 


terprets religious or traditional . fu 
laws for the community. How- — =- 


ever, if all the heirs agree, the one- 
third limit can be exceeded, and 
whatever is left can be distributed - 
infavourofany of the heirs. The _ 
. ideais to give all legal heirs their . - 
due rights. 


Avoiding Disputes 
| Anambiguous or incomplete will 


| can spell more trouble than not - E 
! having a will at all. Of course, you 


may not bequeath anythingtosuchde- |... 











will seek the help of your lawyer in the 
process. But it’s for you, too, to ensure 
that succession should happen in the 
manner desired. The best way is to 
write the will in a simple language, leav- 
ing no scope for ambiguity. It's recom- 
mended that you write the will in a lan- 
guage you have always known. 

In the beginning, mention clearly 
whether it's your first or last will, and if 
it's not the first, whether the previous 
will(s) would stand cancelled. 

Lawyers say that the most common 
ground for contesting a will is by trying 
to prove that the testator was not of 
sound mind or in stable condition at the 
time of making the will. To avoid such an 
objection, make a clear statement that 
you are making a will in your normal 
state of mind and without any pressure 
from anyone. This is where a doctor, as a 
witness, can acknowledge your sound 
state of mind. The other way out is to 
start making a will early in life, which 
would make it much more difficult to 
prove that the testator was not of sound 
mind than if the will is written when he 
is much older. 

Then, detail every property you wish 
to pass on. Mention everything categor- 
ically — name of banks, branches, ac- 
count numbers, fixed deposit numbers, 
sale deeds of immovable property like 
land or house, and the value of these as- 
sets (as ona particular date). We go back 
to the Birla will — in it, Priyamvada did- 
nt mention the value of her legacy, but 
reports put it at Rs 5,000 crore. BW cal- 
culations showed that her legacy would 
be worth Rs 1,200 crore or so. 

Often, wills are also contested on 
the ground that the person didnt have 
the property in the first place to will it 
away. Thatis, he didn't have title of own- 
ership to the property. If this can be 
proved, the will would be void. So it's 
better to attach a copy or the proof of 
ownership, too. 

Then define the legal heirs to whom 
you want to pass on. Mention what part 
of the estate goes to whom and in what 
quantity. In case one of the heirs — say, 
one of your two sons — gets a larger 


nunnan P a a a a AAA Er V i aa a T e tas atom e a a YT at 


share, state why you wish to give him | 


more. Why has been the other one de- 
prived of your estate? Was it his miscon- 


The Mora 





Is With The Mores 
OU pass on to your family the wealth you have accumulated over your life, 
hopefully making them financially secure. But throughout your life you may 












have held certain values to be more sacrosanct than wealth — how will you 





|! transfer those? You may have strictly kept away from liquor and tobacco. You may 
have been a follower of a spiritual guru, who was a guide too. Or you may have 
great lessons that you learnt from the mistakes made in your life. Under law, you 
can't force your inheritors to subscribe to any of these views perforce. But 
wouldn't you like to pass on some of these values and experiences to your 
children or grandchildren? If you do, the ethical will is the way to go. 

Ethical wills originated as a Jewish tradition around 3,000 years back. Jews 
used to write such wills to impart instructions of ethical and religious nature to their 


| descendants. An excerpt from a 13th century Jewish will gives interesting insights 

| into their traditions: “I earnestly beg my children to be tolerant and humble to all, as 
| was throughout my life. Should a cause for dissension present itself, be slow to ac- 
cept the quarrel; seek peace and pursue it with all the vigour at your command. 


ing and sustaining His creatures.” 





Even if you suffer loss thereby, forbear and forgive, for God has many ways of feed- 


Ethical wills aren't accepted as legal documents that can be enforced. So no 
witness or probate is needed. It is a way to share your values, lessons, feelings, or 
even make confessions to family members. You would have toiled to impart the 
| best possible education to your children, to imbibe in them your family's values, 
and to build a rich estate they can enjoy. Once you aren’t there, the estate will go to 
them. But the legacy of the values and experiences that founded the property may 


| fade from their memory. Now you know how you can keep them alive. 





duct that discouraged you? If the rea- 
sons are mentioned in the will, the de- 
prived heirs will be on a weak footing if 
they wish to contest it in future. Besides, 
if there is anyone (not necessarily a 
blood relation) who rendered services 
you wish to repay through the will, do 
mention the name of such heirs. Under 
the law of succession, this kind of a rela- 
tion will not be covered as a legal heir. 

If no will is made, the deceased's 
property will be divided among the legal 
heirs as laid out in the Hindu Succession 
Act, 1956. Apart from Hindus, the Act 
governs Buddhists, Jains and Sikhs. The 
Indian Succession Act, on the other 
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hand, governs followers of all other reli- 
gions, except Islam. By any of these laws 
of succession, if some of the legal heirs 
do not object, the others can get the 
property in their name by proffering a 
no-objection certificate. 

Where the stakes involved are huge, 
itis advisable to have more than one ex- 
ecutor to ensure that the will is properly 
enforced. 

One of the lesser known ways of en- 
suring a indisputable will is keeping a 
video recording of the testator making 
the will in presence of witnesses. It is 
well accepted in courts of law these 
days. "But it doesn't give full guarantee 
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S = 2. Says Jayashree Shukla, an advo- E 
^, cate practising with Dhir & Dhir ? 
Associates. . 


every willis. contested. Indeed, 
.. - property stokes a deep instinct 
¿> = in most humans, urging to get 
ch. for themselves even what isn’t - 
~~ deemed theirs. And the lawlets 
<> - them, too. “This [challenge of a will] is 
.^- the lengthiest possible litigation, as it 
~~. calls for so many witnesses in order to - 
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. dueinfluence. Itisassumed that 

~ asound state of mind ofthetes- | 
| -fator will be visible buttheun- 
. due pressure may not be re- - 

: flected in the video clipping,” 


‘Lawyers warn that inod | i 


. contest the will," says Arun Khosla. "And 
unlike other litigations, there is no 
-moratorium as to when the will can be 
- challenged.” He cites an example where 
`- ason contested his father’s will 42 years 

after his death. | 
| Another case may arise. If the prop- 
erty you pass on to, say, your son 
through the will was nominated to your 
wife, then who gets it? On various occa- 
sions, courts have held that the nomi- 
nee doesn't become the owner of the - 
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property. He orsheis just entrusted with | 


its custody. So if the legal heir is different 
from the nominee, then the will will 
have its way. 7 


Where There’s No Will 


The very essence ofa will is that you may 
not like to entrust your estate to all your 
family members. But if there isn’t any, 
your estate will be distributed equally 
among the legal heirs according to the 


“I leave my right hai 
my d ea tn 2L 
such a idée may 


off after 
in hopes that 


^I T EA to ii beloved parrot, 
faithful companion Of 25 | 
tor Jire of 200 
guineas a year, to be paid half- 
yearly... to whoever mr have | 
E Elizabeth Orby Hunter, 
Baroness of Lincolns! ue E 





1813. 


laws governing s succession mentored | 


above). 


Your Seit acqulied property; as well | 





as syour share in ancestral or joint-fam 


property, will be first divided equally ; 


among the Class I heirs. They include 


wife, sons, daughters, and the specified 


heirs of a son or daughter who has al- 


ready passed away. Ifthere are no Classl | 
heirs, it will devolve equally upon the 
class II heirs— father andthegrandchil- | 


dren of your son or daughter. 


However, even today, the laws of | 


natural succession in India favour the 


male heirs over the female ones, Inaddi- | 
tion to their sharei in the father’ S share of 
a joint-family property, they havea di- 


rect right to such a property, while fe- 
male heirs have right in their father's 


share only. But this may change soon. A 


Bill pending in Parliament seeks to 


amend the Act to give Sua rights to fe- 


male heirs. 
However, succession in this way isn t 


always easy. There can be disputes — 


| heirs can get ae deeds tiv- 
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remind him of his duty to God, 


after having so long ' abandoned 
e owed. to 





the SURE ne 


Philip Thicknesse, 7 
Esquire, Bologne in France,1796 


father.” 
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ingup their shares) sighed from ether - 


heirs, and so on. Also, one needs to geta. 


succession certificate from the court for 
ily |. getting the property i transferred in his 
name. Getting a succession certificate 
‘can take long and entail charges in 


terms of stamp duty and court fees. 


Making Changes — 


| For various reasons, you may need to 


keep on updating your will from time to 
time. You may want to do so if you'd 
written the first one at a young age, or if 


your relations with some ofthe heirs has 


changed substantially, or theres some 


more property to give away. The 


changes can take the form of a Codicil, 
an appending document that can con- 
sist of minor additions, deletions or al- 
terations to the original will. A will — 
should be updated even if the value of 
the assets changes. 

The Codicil, like the original will, has 
to be attested and executed the same 
way. If theoriginal willis revoked or can- 


. celled, it doesn'tlead to an automatic re- 


vocation of the Codicil. Its | 
sanctity would hold unless the 
testator intended to cancel the 
Codicil while cancelling the 


original will. | 
| Ensuring Execution 


` -Here comes the role of an ex- 
ecutor, who should be men- 
tioned as such in the will. 

| Again, like for witnesses, an ex- 
ecutor must be appointed with 
great care, because he is the 

| person authorised to ensure 
that your will is carried out. 
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0-500 das 


A PHOTO- FINISH LIST OF THE TOP 500 INDIAN. COMPANIES IN THE 
BUSINESSWORLD SPECIAL. Find out which company held its nerve and 
which was shown the door. Who managed to break into the elite group and 





who celebrated on the winner's podium. Taking into account both listed and unlisted 
companies, this comes out as the most authentic survey on corporate India. 
The list of India's top 500 companies out on stands, February 2l. Are you in the race? 
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Therefore, he should ideally be a nme 
worthy person, younger in age SO that ! 


heoutlives the testator. _ 

M. The law confers on him the respon- 
- - sibility of being a legal representative 
^ who will collect money from the 
-> debtors of the testator, pay off his debts, 
and then distribute the residual prop- 


vs erty in the prescribed manner. What 


enables him to do so isthe probate doc- 


ment, which is issued to the executor. 
~~ This document is the copy of the will 
=. certified by court. It's important to ob- 


tain a probate, as without it, the benefi- 
ciaries cannot establish their rights to 
the property. 

In some states you need a probate, 
while in the others a no-objection cer- 


erg tificate from the legal heirs would do. 


The Indian Succession Act says it's nec- 
essary to obtain a probate if the case 
falls under the state of West Bengal or 
the high courts of Mumbai and Chen- 
nai. For the other states, you would 
need a probate if the ruling high court 
makes it mandatory. 
To obtain a probate, the executor 
has to file an application: with the court. 
Ithas to mention a proof of death, that it 


was the last will, that he was named as |. 
executor in the will, and the amount of 


assets which will come in his hand. 
Apart from the executor's or the benefi- 
ciary's signature and their verification, 
one of the witnesses is also required to 


verify it. On receiving it, the court will - 
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"To Sir F. 


Burdett, 


I give this 


` piece of friendly advice, to 
take a special care of his 
conduct and person, and to 
never more to be the dupe of 
artful and designing men at a 


pone e e | 





d election." ` 


boot en to dBarónet with ama aspirations, 1806 


eeii i 


ask the family members to file their ob- 

jections, if any. After the objections are 
sorted, the probate is granted to the ex- 
ecutor. This is the process that usually 
drags on and may involve substantial 
costs, too. Stamp duty, as a certain per- 
centage of the total estate, has to be 
paid to the court. It could be a benefi- 


beneficiary is a minor, the person ap- 
bear the costs. 


the will, it can be sorted by an adminis- 
trator appointed by the court. g 


: Limiting Tax Burden of Beneficiaries 


A will can be made i ina manner that 
minimises the tax incidence of theb ben- 
eficiaries. 
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pointed as the guardian will. have to. 


. If an executor is not mentioned i in 


If you pass on an estate not to your 
| heirs E but toa Hindu undi- 


ciary who has to bear the costs. Ifthe | 


vided family (HUF), then such a trans- 
fer will be treated separately under the 
tax laws. Otherwise, if the property is 
transferred to an individual heir, it will 
be taxed in his hands. Therefore, trans- 
ferring some of the property to the HUF 
of your heirs can save on individual in- 
cidencesoftax. —— | 
There's yet another way. You can 
create a private trust by transferring 
sore assets to it. As a separate legal en- 
tity, under the present tax laws, its in- 
come up to Rs 50,000 would be exempt, 
provided the beneficiaries of the trust 
don't have their own taxable incomes 


and do not receive income from any 
_ other trust. If the beneficiary i isa minor, 
then, too, assets can be transferred to a 


trust with the condition that the in- 
come from it beaccurnulated and given 
to him on coming of age. This way, the 
minor's income will not be taxed in the 
hands of the parents. - 
i But don't break your head 
over howto: save faxis — that, af- 
M tion when you write your - will. 
Sudhir Malik, a Delhi-based . 
chartered accountant, | 
"Taxes shouldn't come in the _ 
way of passing on your estate ina ; 
manner you would like to.” Pass- - 





ar con o T ingiton is the first and the most 

id ME importantpoint — . 
am repu te pL do IC The question you should ask 
b pt: navor h ad O 1A yourself i is: would you like your 


loved ones to run around to 

- claim inheritance, or would you 
J wantthem to inherit the fruits of 
. your labour peacefully? If you 
opt for the latter, now is the time 

to write your will. n 
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Demystifying Pension Policies 


What are Pension Policies? 

Pension Policies are personal investment plans specially designed to 
help you get a regular income even after you stop working. Through 
this plan, you build a fund till you retire which provides you finan- 
cial security on retirement. 


I am 40 years old. How can I decide that my retirement sav- 
ings need to be supplemented through a pension policy? 

The decision to buy a pension product depends on the responsibili- 
ties and future financial needs of an individual. Typically a person 
needs 75 to 80 per cent of the expenses during working life in his post 
retirement days to ensure a comfortable life post-retirement. Invest- 
ing ina pension fund from a life insurance company helps save regu- 
larly for retirement. In addition, a key advantage of investing in pen- 
sions over certain other savings is that there is a tax rebate on premi- 
ums paid upto Rs 10,000 per year irrespective of the income levels. 


Do Pension plans also offer a life cover? 
The key objective of a pension product is to save and build a corpus 





Plan description 
Policy term / Premium Paying Term 


Entry Conditions 

Vesting age 

Investment funds 
Premium amount 
Premium payment 
Additional Single Premium 
Indexation (inflation protection) 
Full surrender option 

Paid up option 
Guaranteed returns 

Death benefits 







Maturity benefits 
Additional benefits 





PensionPlus 


Additional Single Premiums allowed; Min Rs 10,000 - managed as separate fund 
Available - protect the purchasing power of the maturity value 


Available after 2 policy years 

Available after 2 policy years 

The selling price of the unit is guaranteed never to fall in With Profits Fund 
In case of death within year 1: 90% of policy fund; In case of death after year 
1: 100% of policy fund; Option of taking it as a Lump Sum or as an annuity 
Policy fund; Upto one-third can be taken as Lump sum and rest to buy an annuity 
Can increase regular premium (Min Rs 1,000) 

Can increase policy term once (Min by 1 year) 











Can retain policy after maturity till age 70 to earn investment returns 
Higher allocation rate for higher premium 


for post retirement needs. 

Pension products in India are available with and 
without a life cover. Ideally pension products 
should not have an in-built life cover so that the 
entire premium can go towards building the 
saving element. It is, however, important to 
make sure a plan to mitigate loss of regular 
income due to death of the income provider is 
set up to provide an income to the spouse and 
children in the event of premature death. 





Stuart Purdy, MD, 
Aviva Life Insurance, India 


Does Aviva offer any Pension Policies? 

One of Aviva’s products is PensionPlus, which is a tax efficient per- 
sonal pension plan that is designed to help you get a regular income 
even when you stop working. You simply pay a stipulated premium 
till the maturity of the policy and then your savings would be made 
available to you. Upto one-third of this can be taken as Lump sum and 
rest to buy an annuity. 






























| Retirement nahin, 
enjoyment. 


* Pension After Retirement + Tax Benefits Now Under Sec 80 CCC’ 


AVIVA 


Life Insurance 
KAL PAR CONTROL 
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F you invest in stocks, this financial 

year would have been particularly 

good for you, both in terms of 

the returns earned and the taxes 

you will have to pay. And now it's 

time to get down to plan your sav- 
ings, so that the taxman walks away with 
as little as possible of your hard-earned 
money at the end of the financial year. If 
you have been wondering how to make 
sense ofthe different taxes on stockmar- 
ket transactions, here is a quick guide 
you can use to plan your tax return. 

Securities Transaction Tax was 
introduced from 1 October 2004 and 
will be levied on: 

(a) purchase or sale of an equity 
share in a company or a derivative or a 
unit of an equity-oriented fund, through 
a recognised stock exchange; or 

(b) sale of a unit of an equity-ori- 
ented fund to a mutual fund. 

But different transactions are taxed 
differently. A 0.75 per cent securities 
transaction tax is payable by the pur- 
chaser of shares or units of equity- 
oriented fund purchased through 
a stock exchange and where the 
transaction is settled by actual de- 
livery. Similarly, the seller of the 
shares or units of the fund too will 
have to pay a securities transaction 
tax of 0.75 per cent. 

If, on the other hand, the trans- 
action of purchase and sale are set- 
tled on the same day, i.e., without 








will have no tax 


N 


Personal finance 


The taxman’s due 


delivery, then a 0.015 percent securities 
transaction tax will be levied on the sale, 
but not on the purchase. 

In case of derivative transactions 
through a stock exchange, a securities 
transaction tax of 0.01 per cent will be 
levied on the sale. 

The sale of units of a equity-oriented 
fund back to the mutual fund will attract 
a securities transaction tax of 0.15 per 
cent on the sale value. 

Long-term capital gains on equity 
shares or units of an equity-oriented 
fund is exempt from tax under Section 
10(38) of the Income-Tax Act, if the sale 
has been effected on or after 1 October 
2004 and the transaction attracts a secu- 
rities transaction tax. In other words, the 
sale of equity shares or units of equity- 
oriented mutual funds are exempt from 
long-term capital gains tax if the follow- 
ing conditions are satisfied: 

(a) The sale transaction is entered 
into on or after 1 October 2004, and 

(b) The transaction is through a 
recognised stock exchange or if the sale 
ofunits of the equity-oriented fund is to 
the mutual fund itself. 

Another point to note with respect 
to long-term capital gains is this: in 
cases where long-term capital gains are 
exempt from taxation, long-term capi- 
talloss will have no tax treatment either. 
In other words, long-term capital loss 
can neither be set-off against any in- 
come nor be carried forward in such 
cases. However, long-term capital loss 
can be set-off and carried forward if the 
transaction was carried out other than 


When long-term 
capital gains are 


tax-exempt, D 


EQ 


long-term loss xS 


We us 
E. 


benefit either 
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through a stock exchange. Consider the 

following example. 

You purchased 1,000 shares of a 
company in 1998 and its indexed cost 
on 31 March 2005 is Rs 100,000. Now, if 
you sell the shares at the market price of 
Rs 20,000 in FY05 through a recognised 
stock exchange, then loss of Rs 80,000 
you suffered shall have no tax treatment 
and shall not be set-off or carried for- 
ward. But if you sell these shares to a 
friend of yours at the market price, with- 
out going through a stock exchange, 
then you can set-off or carried forward 
the loss since such transactions do not 
attract a securities transaction tax. Your 
friend also could later sell the shares 
through the stock exchange at Rs 20,000 
without any tax implications. 

Under Section 111A of the I-T Act, 
the short-term capital gains on sale of 
equity shares or units of equity-oriented 
funds shall be taxable at a concessional 
tax rate of 10 per cent, provided: 

(a) the transaction of sale is entered 
into on or after 1 October 2004, and 

(b) the transaction is chargeable to 
securities transaction tax, that is, the 
sale is through a recognised stock ex- 
change or if the sale of units of the eq- 
uity-oriented fund is to a mutual fund. 

However, in cases where the income 
of the individual tax payer is less than Rs 
50,000 without taking into account the 
short-term capital gains, the short-term 
capital gains tax will be reduced by the 
amount by which the other incomes fall 
short of Rs 50,000. 

For example, if short-term capital 
gains are Rs 200,000 and other 
income accounts for Rs 30,000 in 
the case of an individual, then 
short-term capital gains will be 
reduced by Rs 20,000 and a 10 
per cent tax levied on the remain- 
ing Rs 180,000. 

Tax rebates under Section 88 is 
not available on short-term capital 
gains but rebates under Sections 
88B, 88C and 88D are. 
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For shares/units treated as capital 
assets, long-term capital gains tax is ex- 
empt under Section 10(38) but a 10 per 
cent short-term capital gains will be im- 
posed under Section 111A. 

The securities transaction tax paid 
on purchase and sale of shares shall not 
be added to purchase price or reduced 
from the sale price, and the tax cannot 
be deducted while computing capital 
gains as per the Fourth Provision of 
Section 48. In other words, no credit or 
rebate will be allowed from the income- 
tax payable by the assessee for 
the securities transaction tax in cases 
where the shares/units are treated as 
capital assets. 

If shares/units are held as stock-in- 
trade, long-term/short-term capital 
gains will not come into play. The 
profit/loss on sale of such shares/units 
shall be assessable as business 
income/business loss and is taxable 
normally. Even in such cases, the securi- 
ties transaction tax paid on purchase 
and sale of shares/units cannot 
be added to the purchase price or 
reduced from the sale price, and the se- 
curities transaction tax cannot be con- 
sidered while computing business in- 
come as per Section 40(a)(ib) of the 
Income-Tax Act. 

In cases where the profit on sale and 
purchase of shares is treated as business 
income, a rebate for the securities trans- 
action tax paid will be allowed under 
Section 88E. | 

This rebate would be either of the 
following, whichever is lower: 

(i) Securities transaction tax paid in 
respect of purchase and sale. 

(ii) Taxon total income divided by to- 
talincome and multiplied by profit from 
purchase and sale of shares on which 
securities transaction tax has been paid. 

The following points will have to be 
noted in this case: 

(i) If the total income of the assessee 
comes to nil or is a loss, then no rebate 
Will be allowed for securities transaction 
tax and the assessee cannot claim a 
refund ofthe tax paid. 

(ii) Ifthe total income ofthe assessee 
is positive but profit from the purchase 
and sale of shares on which securities 
transaction tax has been paid is nil or 


NCOL 









Setting off short-term losses 


taxable under normal rates and not at the concessional tax rate of 10 per cent. 


S HORT-TERM capital gains on sale of shares done before 1 October 2004 will be 


Similarly, the short-term capital gains on sale of capital assets other than equity 
shares and units of equity-oriented funds, like the sale of residential property, will be 
taxable at normal rates and not at concessional tax rates. Any short-term capital loss 
on sale of shares, whether conducted before 1 October 2004 or on or after that date, 


should be set off against: 


(a) Short-term capital gains arising before 


1 October 2004 


(b) Short-term capital gains on sale of other 
assets since such short-term capital gains are 


taxable at the normal rates. 


There is no priority in law for setting off short- 
term capital loss against short-term capital gains. 
Therefore, short-term capital loss should not be set 





off against short-term capital gains which are 
taxable at the concessional rate of 10 per cent. Such losses should be set off against 
the short-term capital gains which are taxable at normal tax rates. 


Consider the following scenario: 


Short-term capital gains on share X arising before 1 October 2004 — Rs 200,000 

Short-term capital gains on share Y arising on or after 1 October 2004 — Rs 300,000 

Short-term capital loss on share Z arising on or after 1 October 2004 — Rs 190,000 
In this case, it is advisable to set off the short-term capital loss of Rs 190,000 

on share Z against the short-term capital gains on share X. This is because the 

short-term capital gain on share X is taxable at a normal tax rate whereas the 

short-term capital gain on share Y is taxable at a concessional rate. 


negative, then no rebate will be allowed 
for the securities transaction tax and 
the tax cannot be claimed as refund. 

(iii) The rebate under Section 88E 
cannot exceed the securities transac- 
tion tax paid. 

(iv) Securities transaction tax is not 
treated as advance tax or TDS or self- 
assessment tax. Under no circum- 
stances can the securities transaction 
tax be refunded. 

(v) If the entire income of the as- 
sessee Consists of profit on purchase 
and sale of shares on which securities 
transaction tax has been paid, then the 
entire tax paid can be given as rebate 
under Section 88E, subject to the maxi- 
mum of securities transaction tax paid. 

If the assessee runs another busi- 
ness in addition to the sale and pur- 
chase of shares and if same books of ac- 
counts are maintained for the two 
businesses, then the common ex- 
penses like audit fees, salary of the ac- 
countant, etc., shall have to be appor- 


BUSINESSWORLD 63 14 FEBRUARY 2005 





tioned to determine the profit on pur- 
chase and sale of shares. The apportion- 
ment can be done on the basis of the 
turnover of the two businesses. 

Income from derivatives/futures 
and options cannot be treated as capital 
gains as delivery of shares is not effected 
in such cases. Such income will be 
treated as business income and rebate 
under Section 88E can be claimed in re- 
spect of securities transaction tax. 

An important question that is often 
asked is: Is it possible to claim rebate un- 
der Section 88E if securities transaction 
tax is paid on sale of shares and not on 
purchase of shares? 

There seems to be no prohibition in 
claiming rebate under Section 88E 
in such a cases, as long as the sale trans- 
action is subjected to securities transac- 
tion tax. LÀ 





The author is a practising chartered 
accountant and a tax expert. Send your 
queries to tax@bworldmail.com. 
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WHAT'S THE FOCUS? 

EQUITY funds’ initial public offer- 
ings (IPOs) are a big business to- 
day. After Tata Infrastructure’s 
Rs 700-crore and Sundaram 
SMILE’s Rs 356-crore mop-ups in 
the past month, another one has 
hit the market — Principal Fo- 
cussed Advantage Fund. 

This one promises to invest 
in not more than six “leading 
sectors” and allocate not more 
than 25 per cent of funds in any 
one. So it’s neither a diversified 
equity fund, nor a sectoral fund. 
It will move in and out of sectors 
according to their promise. 
Within the sectors, it would only 
invest in companies that have a 
competitive edge, robust finan- 
cial strength, and above-aver- 
age growth potential. But these 

ire standard yardsticks used to 
p'ck stocks. And if the sectors 
a e really promising, wouldn't 
Principal's other equity funds in- 
vest in them, too? So there is 
the chance of portfolio overlaps. 

The bottomline: if you have 
invested in a variety of equity 
funds, you may not lose much by 
not subscribing to this one. W 


DELHI PROFESSIONALS SPARED 
A proposal .loated by the cash- 
strapped the Municipal Corpora- 
tion of Delhi to tax profession- 
als who make a living in Delhi 
has been shot down. The 
breather possibly came because 
the municipality has mopped up 
more property tax this year than 
in the last. Whatever the reason, 
Delhiites would breathe a easier 
because of the decision. 





Is it time to party yet? 


when the finance ministry stated 

that company-managed provident 
funds (PFs) can now invest up to 5 per 
cent of their fresh inflows directly in the 
stockmarket. They have also been given 
the discretion to invest another 10 per 
cent in equity or debt mutual funds 
(earlier, this was restricted to gilt funds). 
At first sight, this 
is manna from 
heaven for firms 
that manage 
their own em- 
ployees provi- 
dent fund. 

Speculation 
on the amount 
that would flow 
into the stock- 
market range 
from Rs 2,000 
crore to Rs 
20,000 crore. These hopes are misplaced 
and employees should be bothered 
about other implications. Provident 
funds have been in the headlines mostly 
for investment-related problems. When 
PEs were allowed to invest in gilt funds, 
mutual funds solicited PF trustees with 
kickback offers. In a case that came to 
light in April 2004, Prudential ICICI was 
found to have allowed a PF to switch its 
investments from gilts to equities — 
equity investments by PFs were illegal at 
the time. When interest rates started to 


T^ markets went abuzz recently 

















rise, gilt funds bled, and the trustees 
panicked, lest they should be held re- 
sponsible for bad investment choices. 
Ata time PFs are struggling to match 
the labour ministry's benchmark inter- 
est rate (9.5 per cent now), and with 595 
schemes to choose from, things could 
get desperate on both the buy and sell 


| sides. Gautam Nayak from Contractor, 


Nayak and Kish- 
nadwalla Asso- 
ciates, an inter- 
nal auditor with 
some PFs, notes: 
“I dont know 
how trustees will 
be able to take a 
long-term view 
and not get 
scared by the 
losses in a year. 
Professional 
fund managers 
are needed for those decisions." 

Before pushing this through, the 
government should have de-linked 
rates that company PF trusts have to pay 
from its own PF rate, and facilitated ac- 
cess to empanelled professionals. The 
current directive leaves it to the trustees 
to select the stocks to invest in. So the 
scope for mismanagement is high. Be 
concerned, and if possible, ask your 
trustees for their plan of action. And im- 
plore them to seek professional help. iii 

VIKAS DHOOT 





the second largest co-operative bank 
in India, the Andhra Pradesh-based 
Prudential, went under. A week later the 
Reserve Bank of India revoked the li- 


K) Kalyan Co-op Urban. Bank | 
9 Aurangabad Peoples’ Co-op Bank 
9 Partur Peoples’ Co-op Bank | 
® Prudential Co-op Bank 


| N the first week of December 2004, 


More co-ope 





cence of Maharashtra-based Partur 
Peoples' Co-operative Bank. Within one 
week in January, Aurangabad Peoples' 
Co-operative Bank and Kalyan Co-op- 
erative Urban Bank faced the same fate. 

In the case of the Aurangabad Peo- 
ples' Bank, the central bank had ob- 
served financial irregularities in Decem- 
ber 2002 and issued instructions to set 
them right. But a year later, it found op- 
erational irregularities, too, and had to 
cancel the licence. 
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rative banks 





go under 


But there's a larger point here. In- 
vestors need to be even more cautious 
when parking their money with co-op- 
erative banks, which usually promise 
higher interest rates, but which, as a 
group, are hurtling downhill at an 
alarming pace. 

Recently, the RBI issued guidelines -~ 
on mergers and acquisitions among co- | 
operative banks. One hopes it would 
lend some life to this ailing sector. $ 

RACHNA MONGA 
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all your needs in life with IOB's complete gamut of 
loans and facilities. 





A gem of a loan for growing retailers 


Pushpaka 


The ‘Easy-to-pick-up’ Vehicle Finance Scheme 


Sahayika 


A fast and hassle-free loan for your 
urgent social financial commitments 


Our Internet Banking Service 


Central Office : A2 AN 


763, Anna Salai, Chennai-600 002. 


www.iob.com WY 
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Personal Loan Scheme 


An easy loan to convert all your desires 


into realities 


Home Loans for NRIs 


A loan scheme that helps you own your 


dream home in your homeland 


Subha Gruha 


The most hassle-free housing loans 
at most affordable interest rates and 
FREE accident insurance 


For more details, contact your nearest IOB branch. 
llth aia bs coms desi aa! And Ra ol PAON IGN 
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Good people to grow with 
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W/ Indian Overseas Bank 
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Board of India (Sebi) has 

brought down the cost of in- 
vesting under the dematerialised 
system. Starting 1 February 2005, 
new demat account holders will 
not have to pay account opening 
charges, custody fees, or transac- 
tion charges for buying securities. 
For the existing investors, 
these charges will be waived from 1 
April 2005. 

Earlier, depository participants 
were charging a custody fee of 
Rs 0.50 to Rs 1.50 a month for each se- 
curity, or a fixed annual charge of 
Rs 100-200. The charge for every buy 
deal was at 0.02 per cent of the deal 
value, or Rs 20, whichever was higher. 

Now, if you buy shares of, say, five 
companies, the transaction cost will 
come down by Rs 100 and the custody 
charges by Rs 60. A saving of Rs 160 in all. 

Various slabs were being followed 
for levying opening accounts charges. 
Some brokers who are depository par- 
ticipants (DPs) charge as much as 


Te Securities and Exchange 













Nil 
Rs 53 / certificate 

Rs 1,200 / year 

Nil 

Nil 

0.06%** or Rs 20 | 
|. 4 Rs25/ISIN or Rs 250 
|. Rs 10-100 | 
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Lex Gu EDS: 
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Rs 500, while some bank-DPs dont levy 
such a charge for its account holders, 
and some depository participants ask 
for an advance deposit. So this waiver 
will bring down the cost for some. 

Sebi's move came about after several 
representations by investors and recom- 
mendations by Sebi's secondary market 
committee. Given the host of other 
charges still being levied by depository 
participants (See ‘Charges Old And 
New’), thisisjustasmall beginning. Wi 

RACHNA MONGA 











The meek shall not inherit 


over unsettled claims, or with your 

mobile phone company for wrong 
billing? Take note of two recent court 
judgments. 

United India Insurance had refused 
to renew a medical insurance policy 
that had been first taken up in 1995. Till 
2003, the customer had settled three 


M you annoyed at your insurer 





claims, but was refused a fourth claim in 
2003. The insurer showed his high claim 
ratio as a reason for refusal. In Decem- 
ber 2004, the court held this wasnt valid. 
Further, it said that the diseases con- 
tracted during the policy period could- 
n't be excluded during renewal. 

In theother case, MTNL has been di- 
rected to pay a penalty of Rs 5,000 and 
litigation charges to a Trump pre-paid 
customer. The customer got 'talk-time 
worth Rs 1,500, against the Rs 2,000's 
worth promised in MTNLads. The com- 
pany said that the scheme was closed in 
September 2003, but the customer 
bought the connection in October 2003. 
The court pointed out that the revision 
wasn't advertised and that the customer 
wasn't informed any other way. 

Clearly, consumer activism pays, 
even if after some delay. Li 

R.M. 
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IT PAYS TO BE (LIKE) BUFFET 

HAVE you ever stayed invested in a 
stock for 16 years and gained half 
a billion dollars in a day? If not, 
maybe there's a nugget or two of 
wisdom for you in Warren Buffet's 
style of value investing. 

Last week fast-moving 
consumer goods major Procter & 
Gamble bought out competitor 
Gillette to become the world's 
largest FMCG company. Under the 
swap deal, each share of Gillette 
would fetch 0.975 shares of P&G. 

Now, investor extraordinaire 
Warren Buffet's company Berkshire 
Hathaway has been the single 
largest investor in Gillette, holding 
96 million shares or 11 per cent, 





in a day. His 
original investment in Gillette stock 
was of just $600 million. 

That is the sort of value that 
long-term investing can bring to 
your portfolio. Are you willing to 
stock up your investments for the 
long haul? Then have a heart of not 
getting out at every big rise or 
every sharp fall. 





A NEW INDEX FOR PROPERTY 
Many of us missed the opportunity 
of buying a home when the prices 
were low. And many missed out 
because they weren't too sure of 
the overall price movements. Your 
broker was quoting a price, but 
then the newspapers said 
something else. It left you 
confused, right? Now, a new 
initiative from the National Housing 
Bank (NHB) will help you track 
property rates in major markets. 
The country's apex housing bank 
has started constructing NHB 
RESIDEX, an index that would track 


Kanpur, Jaipur and Patna. But you 
will have to wait. NHB is yet to 
consult housing market players to 
decide on a model for the index. W 
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HERE are three birds on a tree. 
Two decide to fly away. How 
many birds are there on the 
tree? If you answered ‘one; like 
most of us would, you too are 
suffering from mental heuris- 
tic. What is mental heuristic? It is a 
short-cut the brain takes while process- 
ing information. It does not process full 
information, which leads to decision bi- 
ases. In stockmarkets, most people lose 
money because of mental heuristic. 

To understand this analogy, let's take 
the following example: There is a new 
store in your vicinity whose stock is 





listed on the stock exchange. You see a * 


long queue of customers lined up at the 
store. Your immediate reaction might 
be: ‘Wow, it's doing great business.’ You 
go and buy the stock in the market. 

You arrive at the decision without 
processing the information completely. 
There could be so many reasons for the 
queue. It is possible that it is actually do- 
ing great business, and customers are 
flocking to the store. But another reason 
could be that the service of its em- 
ployees is very slow. A third possi- 
bility is that the customers have 
queued up to return the goods 
they had bought. And yet another 
reason might be that all other 
stores in the locality are closed on 
that particular day. 

In bullish markets, we need to 
be very careful when we make in- 
vestment decisions. The following 





are the types of heuristics that investors 
must be aware of while taking decisions. 

Availability Heuristic: Our deci- 
sions are guided by the available infor- 
mation around us. If the available infor- 
mation is positive, we tend to make 
decisions based on the positivism. Let's 
take the case ofthe steel industry, at pre- 
sent. All the available information like 
steel prices going up, demand from 
China, rise in infrastructure spending, 
good profits shown by steel companies 
are positive. Hence investors base their 
decisions on the available positive 
information, and continue buying steel 
stocks. There is a scramble, and inves- 
tors start buying at any price. This leads 
to overvaluation of stocks and when the 
available information turns negative, 
the stocks tumble and investors get hurt 
as they have bought at inflated prices. 
This is also what happened during the 
technology boom. 

Representative Heuristic: When the 
availability heuristic is at play, the repre- 
sentative heuristic takes form. Individu- 
als assess the likelihood of an event by 
the similarity of the occurrence to its 
stereotype. One prominent bias associ- 
ated with representative is over-reac- 
tion. In such situations, people overre- 
act to an occurrence. This is very 
prominent in the stockmarkets. 

If the leaders report impressive per- 
formance, then all the stocks in that par- 
ticular sector start going up on investor 
interest. If Tata Steel and SAIL show im- 
pressive results and their stocks start ris- 
ing, investor interest shifts to represen- 


Investors tend to be hasty 
and short-sighted. It is 
important to assess 


and process all 
available information 
before investing 
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hink and invest 


tative companies like Essar Steel and 
Jindal Vijayanagar. (The examples of 
companies given here are strictly for 
showing the representative character.) 
Investors need to be very careful in their 
investment decisions and not fall prey 
to the representative heuristic. When 
the tide turns, one may not be able to 
even exit such stocks. 

Saliency Heuristic: Individuals 
overreact to a one-of-a-kind event, 
assuming that it is a permanent trend. 
They overreact to the possibility of such 
an event occurring again. After 9/11, for 
example, there was a sudden decline in 
flights over the next few months. Many 
planes flew empty. Though there was a 
one-in-a million chance that the inci- 
dent would happen even the following 
day, people avoided flying. 

In bull markets, analysts overreact to 
a good quarterly earnings surprise as- 
suming that the same would repeat in 
future — and become bullish on the 
stock. Similarly in bear markets, they 
overreact to a bad quarterly estimate 
and hammer the stock. One-off events 
and news like a recent discovery, an ac- 
quisition, a takeover and windfall profits 
are assumed to be of a recurring nature, 
and their effect is extrapolated too far 
into the future. All or any of these need 
to be sustainable to justify good times 
ahead. However, this is how saliency 
heuristic works with investors. 

At present, the markets are very 
volatile. And with the Budget less than a 
month away, all sorts of rumours would 
be doing the rounds. Don'tbe trapped in 
making hasty investment deci- 
sions. Assess and process the full 
information. This can help you 
avoid making common invest- 
ment mistakes, and also benefit 
from others’ mistakes. E 





The author is chairman of Parag 
Parikh Financial Advisory Services. 
Send your queries to tax@ 
bworldmail.com. 
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HAGGY, the international reg- 
gae star, thrust his pelvis, and 
all the girls screamed. Earlier, 
the opening act — a large 
group of half-naked teenagers 
— performed a heavily Bolly- 
wood dance number. That time too, the 
girls (and boys) all screamed, except 
they were shouting: “Get off the stage!” 
Clearly, the concert tastes of India’s soci- 
ally mobile have changed, if not parti- 
cularly been refined. 

It's not just concerts. From fashion 
shows and product launches to em- 
ployee motivation meetings — all are 
expected to be professional and power- 





cut free, with an endless supply of 
drinks, food and fun. In short, people 
expect international quality. Already- 
harried PR people aren't trained to ne- 
gotiate fees with a generator company 
and organise police security. So, it's time 
to outsource the celebration and call an 
event management company. 

Though the industry is still largely 
fragmented and roughly 70 per cent un- 
organised, the big Indian event man- 
agement companies are growing in 
both prestige and turnover. In 2004, a 
Federation of Indian Chamber of Com- 
merce and Industry (Ficci) study found 
that the organised industry has grown 
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from Rs 350 crore in 2002 to Rs 580 crore 
in 2003. It's expected to continue at 30 
per cent growth per annum over the 
next five years, and double its size to 
Rs 1,443 crore by 2008. 


The Clamour For Glamour 


Emerging from the ashes of fly-by-night 
promoters of the dusty, unprofessional 
shows, big players have emerged. DNA, 
with its gigantic concerts and super-star 
draw, is arguably the most visible of the 
event management companies. They've 
handled everyone from Bill Clinton to 
Shaggy and Roger Waters. It is DNA that 
brought Sting to India for his concerts in 
Delhi and Bangalore. Then theres Wiz- 
craft, India's global event management 
company, and smaller, growing outfits 
such as Showtime, Fountainhead and 
360 Degrees — even big, established 


From 
superstar 


concerts to 
corporate 
leadership 
retreats, the 
Indian event 
management 
industry is 
looking towards 
the sun. 





By Erica Lee Nelson 


marketing firms such as Ogilvy & 
Mather have their own event arms. 
Venkat Vardhan, the chairman of 
DNA, reports that the company’s core 
turnover is Rs 40 crore. With sponsor- 
ships thrown in, it’s over Rs 100 crore. 
The big ticket items are their large con- 
certs, but DNA also organises corporate 
conferences and other events. Vardhan 
reports a 15-20 per cent growth rate. 
Globally, the $9,394-million Clear 
Channel Communications is the largest 
event management firm, but that is not 
all that it does. It owns most radio sta- 
tions in the US, more than 1,100. For 
2003, radio broadcasting represented 41 
per cent of its revenue, outdoor adver- 
tising represented 24 per cent, and live 
entertainment contributed 30 per cent. 
It has actually bought (or manages) 
many of the largest concert venues, so 


NAMAS BHOJANI 





sometimes an artiste's entire tour will 
take place in Clear Channel-owned 
venues. Clear Channel has shown how 


far this industry can go in consolidation, | 


though it has many critics in the US who 
feel that it has stunted artistic growth 
and inflated ticket prices. 

Companies in India still have a long 
way to go. Every large-scale concert is 
put on with a combination of sponsor- 
ship and ticket sales. Vardhan works out 
his shows on the average equation of 40 
per cent ticket sales and 60 per cent 
sponsorship. And that's just for the big- 
ticket concerts. Considering that over 
half of the event management industry 
is unorganised and caters to a less-afflu- 
ent population, tickets don't carry their 
share. While concerts and events in de- 
veloped countries get an average of 70 
per cent of their money from sponsor- 
ships, in India it's an average of 90 per 
cent, roughly Rs 550 crore. 

The Ficci study points out the weak- 
ness of India's ticketed events: "As costs 
have always been borne by sponsors, 
the masses have become used to free 
entry for events. Hence, there is a need 
to change the customer's mindset to 
make him willingly pay for the right to 
admission." This is much in contrast to 
the West, where tickets are mandatory. 
Patrons have been willing to pay more 
than $750 fora regular seat, and even av- 
erage prices hover at $58.71 for the Top 
50 tours in the US. According to Pollstar, 
an industry magazine, Top 50 tours in 
North America grossed a record $753.5 
million for the first six months of 2004. 

To do a successful ‘mega’ event, as 
Vardhan calls them, sponsorship of 
Rs 3 crore-4 crore is required. So until 
something drastic happens, it's up to 
sponsors to fully fund the events. 

But how attractive is a concert as an 
advertising venue for a sponsor? As 
Vardhan says: "Only after DNA was able 
to demonstrate the high aspirational 
value of mega-international artistes 
performing in India — that attracted big 
audiences paying ticket money to at- 
tend — corporates took notice that this 
segment targets discerning consumers. 
Hence, their brands could get good ex- 
posure and mileage through associa- 
tion on live music." 

Bring a band like the Rolling Stones 
to play for thousands of screaming fans, 
and it's going to cost a lot. Production 
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___ EVENT MANAGEMENT 


costs such as stage, sound, etc., con- 
tribute to approximately 40 per cent of 
the event cost, and employee costs are 
actually quite low in proportion. And of 
course, you must pay the artiste. The big 
international ones can charge a fee that 
goes into crores. In India, as in many 
other countries, international artistes 
can only be paid a flat fee due to foreign 
exchange rules, taxation, etc. 

And then, there're the dark clouds on 
the days of an event manager's exis- 
tence: licences. On many occasions, 15- 
20licences are needed for a single event. 
Vardhan reports that for the bigger 
events, costs for obtaining such permits 
start from Rs 5 lakh and depend on the 
state where the event is being held. 

"The bureaucracy in India has its 
own challenges...," he says. “Show busi- 
ness is not the priority of the Govern- 
ment of India." As president of the event 


| management association, Vardhan is 


busy lobbying to get the permit num- 
bers down. With the Shaggy show, he 
had a breakthrough: it was the first time 
the Delhi government helped promote 
a concert by an international artiste. 

All the trials involved in putting on 
huge events have made DNA the only 
player to consistently bring in large in- 
ternational superstars. But for the rest of 
the organised event management 
market, it's all largely about corporate 
events, weddings and the ever-increas- 
ing awards shows. 


Courting Corporates, Going Global 


For what it's worth, the permits required 
for corporate events are fewer than the 
commercial shows. But there's still a 
long way to go. 

Wizcraft — the first event manage- 
ment firm in the country, started in 1988 
— knows the pitfalls of the process well. 
Though Wizcraft once organised a 
(subsequently cancelled) Michael Jack- 
son concert, they aren't looking at get- 
ting into big concerts anytime soon. 
‘Mega events’ are too fraught with bu- 
reaucracy and regulations. “We are 
more focused on creating ‘event 
brands’,” says Sabbas Joseph, one of the 
founder directors. “We find it a lot more 
rewarding working with brands that you 
carry forward.” Their first such self- 
created event brand was the well- 
known Fashion or ‘F’ Awards, which 
beckons the glitterati to show up in 






incredibly expensive clothing. .. 

Fountainhead, asmalland - 
growing event management 
company with a turnover of 
around Rs8 crore, also empha- 
sises long-term brand build- 
ing. Neale Murray, one of its 
founding directors, says: "Our 
tagline is building brands with 
events... The way we like to do 
that is to work with brands over 
the time because that's the 
only way to get under the skin 
of the brand." Their showcase 
event is the Immies, a concen- 
trated effort they do for a 
month each year with MTV. 
Fountainhead also runs some 
events completely on its own 
like the Rs 1.25 crore ‘Celebrate 
Bandra’ festival in the Mumbai suburb. 

Marketing budgets for these events 
are more familiar in the realm of print 
ads and hoardings. How do this media 
square up to measuring the effective- 
ness on a milling, sweaty crowd? It's 
certainly better than it used to be, says 
Murray: "Were not looked on as 
strangely as we were two years ago. 
Before they would look at us and say: 
‘Why do I need you?” 

No study has been done on India on 
the specific subject, but recent research 
by The George P. Johnson Company 
(GPJ), which questioned 150 major UK 
companies, found that event marketing 
was deemed the most effective sector in 
delivering return on investment, cho- 
sen as the top option by 38 per cent of 
those surveyed. Internet marketing 
came second with 17 per cent. 

For this, companies use the biggest 
strength of events: a captive audience. 
Event managers get hard marketing 






data for their clients by getting demo- | 


graphic profiles of ticket-buyers; they 
can require a registration card on arrival 
or maybe a quick survey. They also track 
sales of the brand in the weeks after the 
event. “Not for a moment am I saying 
that we're better than mass media...," 
clarifies Murray, “but even if it was three 
weeks ago, and you attended an event 
and the experience was great, you will 
remember it." 

Already, domestic success has led to 
worldwide demand. Wizcraft is the only 
Indian event management company 
that has really gone global: 30 per cent of 






Source: Ficci study based on Ernst & Young 
estimates. Includes organised and unorganised 





| Joseph. “I can imagine a day when inter- | 


| 








| 


its revenues come from overseas. It 
started by following the Indian diaspora 
to places like Dubai and South Africa, 


The events industry in India 


and did events for homesick desis. Now, - 


they have started doing indigenous 
events for foreign countries like the 
Government of Mauritius’ Indepen- 
dence Day celebrations and the South 
African freedom celebrations. 

“We are just in the beginning,” says 


national brings in 70 per cent.” Joseph 
would not disclose his turnover, but said 
that he employed about 200 people. 

A lot of their business also comes 
from the government. They ve done In- 
dian Independence celebrations and 
the Afro-Asian Games' ceremonies. 
However, the mainstay of both Foun- 
tainhead and Wizcraft is corporate 
events: brand launches, leadership 
seminars, conferences, etc. 

Margins in the business vary widely. 
It all depends on the size, scale, type of 
event, and type of client. Sabbas says the 
corporate business is probably his most 
profitable as it involves long-term 
relationships instead of one-off extrava- 
ganzas. Yet, big concerts can be prof- 
itable as well. They bring in margins of 
roughly 15-20 per cent. 





.. here recently, people from our 
.. business were actually invited 
The Curtain Calls 
Most of the organised compa- 
‘nies see their future growth 
coming from the corporate 
. sector. The players who are just 
-now organising can mostly be 
found in personal events and 
wedding planning, a fast- 
growing field that is moving 
past tentwallahs and becom- 
ing more professional as wed- 
. dings grow grander every year. 
. With all that growth, event 
management is becoming a 
real career option. A few sch- 
ools have popped up teaching 
it, one of the largest being EMDI, the 
Event Management Development Insti- 
tute, with around 500 students. It offers 
a joint degree in event management 


NEERAJ TIWARI 


and public relations. Jimmy Nagdev, 





As sponsorship gets sophisticated, it - 


seems the politicians are inching ahead - 


as well. “It has gotten just a little better,” 
says Murray. “It’s still a nightmare. We 
dream of single window clearances.” 
And, like Vardhan, Murray recently 
experienced his own breakthrough: 
“When the Prime Minister was down 
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founding director, EMDI, says place- 
ments are almost. 100 per cent, with 
most students being placed before they 
finish the programme. Ninety per cent 
are placed with event management 


companies and 10 per cent with corpo- 


rates. She identifies corporates and 
weddings as big growth areas. 
Meanwhile, behind the curtains, 
Vardhan is slowly but surely convincing 
more big acts to come, pitching India as 
a ripe Asian market where revenues 
might not be as high as the West, but do 
come. He is keen to get more ‘classic’ 
artists in — crowd pullers like Bryan 
Adams and Sting — who have a wide ap- 
peal and an older audience. They bring 
in more money (Roger Waters was his 
most profitable event ever), as their au- 
dience is a little older than the teeny- 
bopper crowd and has more money to 
spend on a good time. | 
He says of the artistes: "Once one or 
two had a good time and went back, 
they became our brand ambassadors." 
Many artistes are worried about the 
stereotypicals such as safety, dirty facili- 
ties and food. Yet, India gets good press 
these days, and these have largely 
passed. When Roger Waters played in 
Bangalore, newspapers all over Europe 
carried the photos, which showed the 
world that an event in India can pay off 
— in more ways than one. 8B 
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TO OPEN DOORS. 


s The Businessworld Mega B-School Guide. An introcuction to the world of B- Schools in 2005. In association 





with Princeton Review, world eaders in test preparation, it includes information on Indian and international 
B-Schools. Let's just say, that as 
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BROWSING 


K.N. Iyer 
Director & CEO 
Piramyd Retail & 
Merchandising 


IAM reading RETHINKING THE 
FUTURE edited by Rowan Gibson. 
It's a collection of articles by manage- 
ment writers like Stephen Covey, 
Michael Porter, Gary Hamel and 
C.K. Prahalad on the changes that 
organisations will have to adopt in 
the future. It has fascinating insights 
on rethinking markets, principles 
and competition. 

Iam yet to complete the book, 
but some of the best pieces I have 
read so far include ‘Creating Tomor- 
row’s Advantages’ by Michael Porter, 
‘Strategies for Growth’ by C.K. Praha- 
lad and others. 

I’ve always preferred business 
books to fiction. I read one book at a 
time for an hour everyday, and all of 
Sunday afternoons. 


ALERT 
Heart Over Matter 


By Virender Kapoor 
(Macmillan India) 








IMPROVING your emot- 
ional intelligence brings 
better motivation. If you 
are better motivated, 
success will come. 
That's the basic mantra 
advocated by the au- 
thor. He makes the 
point that it's better to achieve 
success by trying to be a better 
person than focusing on success 
at all costs. The book is a worthy 
addition to the ranks of self-help 
books for executives. 
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AMIT WILSON 


COTT Shane wrote Finding 
Fertile Ground when he could 
not find a suitable textbook 
for his technology entrepre- 
neurship class. As such, the 
book does a competent job. 
Instead of following the popular path of 
looking at personality traits of success- 
ful entrepreneurs, Shane has chosen to 
discuss business aspects that an entre- 
preneur should consider, like identify- 
ing market needs and exploiting the 
weaknesses of established competitors. 
Pulling together the work of diverse 
authors and academics, the book sets 
out a detailed framework for 
thinking through a new 
business initiative. Fr- 
om academic journals 
to the Harvard Business 
Review to well known 
business books like Cro- 
ssing the Chasm, Shane 
has used a significant 
body of workin addition 
to his own efforts to put 
together this book. 
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Heady bubbles 
always burst 


T is the karma of a bubble to burst at 
some point of time. Children wait for 
that moment with transparent glee. Ce- 
ntral bankers, who create bubbles with 
excess money supply, dread the mome- 
nt when things finally £o pop; a moment 
that often leaves in its wake decimated 

economies and shattered confidence. 
Are we headed that way? There is 
little doubt that the global economy has 
been flooded with excess money since 
1998, when Robert Rubin and Alan 
Greenspan stepped in to save the inter- 
national financial system after Russia's 
near-default on its foreign debt. Money 
poured into America, pushing down in- 
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It is a methodical piece of work that 
provides students an excellent intro- 
duction to entrepreneurship. Aspects 
like demand drivers, knowledge man- 
agement and innovation are brought 
out clearly and the text is just waiting to 
be put onto power point slides. The dis- 
cussion on the over-optimistic nature of 
entrepreneurs is instructive. It high- 
lights the need to tone down an entre- 
preneur’s optimism, which pushes the 

venture through difficult times but also 
produces unrealistic assumptions in the 
business plan. 

The learning for business veterans 
lies in little gems like the discussion on 
maintaining competitive advantage, 

where the author talks 
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terest rates and inflating asset prices. 
The valuation of technology companies 
reached vertiginous heights. 

The tech bubble was pricked in May 
2000. But that is not the end of the 
story, says John Calverley, chief econo- 
mist of American Express Bank. There 
is a housing bubble in many developed 
countries. Households in many of these 
countries are deep in debt. A sharp fall 
in the price of their main asset (their 
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of why process innovations are harder 
to imitate than product innovations. 
Despite the focus on technology busi- 
nesses, the book is relevant to all entre- 
preneurs because Shane defines tech- 
nology in a ‘traditional’ way — the use of 
technical knowledge for commercial 
ends, not just information technology. 
Having said that, the premise of the 
book — that entrepreneurs should care- 
fully analyse industries to decide on 
what business to set up — is question- 
able. The author suggests that a "suc- 
cessful entrepreneur is much like ... a 
good professional gambler” and that “if 
you know where the odds are least in 


favour of the house... you can greatly | 


improve your chances of winning”. 
Business, unfortunately, is not a matter 
of mind alone. There are a number of 
factors that influence the choice of busi- 
ness for most entrepreneurs. 
Entrepreneurs usually set up busi- 
nesses that they have a strong affinity to. 


My friend is intent on setting up a res- - 


taurant despite the odds being against 


her. She says one in ten restaurants nev- i 
er take off. My wife assures me that the- 


odds are a bit better — one in four. But 


house) could send tsunamis of panic. 
through these economies. This is one. a 
reason why central banks are fighting : 


shy of pushing up interest rates, even |. 


though there is ample reason to doso. 
All this is not new. Bubbleshave — 


been around for centuries. isaac: New- es 


-` ton lost a fortune in the infamous South 
Sea Bubble. More recently, Japan went. 

A through a decade of painful recession. 
. after its land-and-equity bubble was pti- : 


a bubble? Though this section largely - 
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|The dragon. 


-E were like any other family. 
T They had two sons, Jean- 
gu Christophe and Pierre- 
| i “Francois, anda daughter, Fio- 
~ cked in 1989. So large parts of the book cn 
MS n tread through well-covered territory. | 
.. . itis the second part of the book that RE 
Is more interesting. How do you survive | 


IE eldest, and. Pierre-Francois was two 





SCOTT A. SHANE is professor of eco- 
nomics and entrepreneurship at the 
Weatherhead School of Management 
where he teaches a course on high-tech 
entrepreneurship. He earlier taught at 
MIT's Sloan School of Management and 
has published over 50 research epost 


the point is, if you are PE to setupa 
business you are most likely to be doing 
itbecause you know something about it, 
feel strongly about it, or were dropped 
on the head when you were a baby. 

No sane analytical approach will su- 
Bgest that one give up being a desk joc- 
key to start a business. The start-up bus- 
inessis a business ofthe heart where the 
head must follow as best as it can. Most 
companies owe their existence to strong 
beliefs rather than robust research. 

Thereare places, however, where the 
discussion seems out of the author's 
depth. In the chapter on intellectual 
property, while some effort is spent on 
explaining why patents may not be cost - 
effective, thereis no more thana passing | 
reference to trademarks. Further on, the 


book has an inadequate discussion on | 


risk management and uncertainty in 
start- UE: A start-up is nothing if not 


in the p panel | 





1 "ILL 1964, the Beauchaids. 


usines: 





rence. Jean-Christophe,7, was the E S 


years younger. Florence was four. And- 


-| then, Jean-Christophe was diagnosed ; 
| : with epilepsy. : 


. BOOKMARK 





chaos management. The chapter could 
have been replaced by just two simple 


instructions: keep the initiative and 


plan for contingencies. Instead, it skims 
over an explanation of discounted cash 
flow and real options and ends with a 
two-page ramble on "how do entrepre- 
neurs convince stakeholders to bear 
risk?” While the sub-heading promises 
much, the text has little to offer. 

If you do decide to read this book, 


| and I recommend that you do, use it for 


the framework it provides for analysing 
the business you have chosen to be in. 
Use it to figure out the hurdles and the 
opportunities — a SWOT analysis to the 
freshly minted B-school grad. And in 
this, the book does a fair job even 
though business veterans may find it a 
tad simplistic. 

You can safely skip the last bit, which 
is promising but not instructive. The ed- 
itor could have done a better job with 
the editing and that has cost the book 
half a star. I give it two and a half stars ... 
out of five, of course. 
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| Amit Wilson has quita bank job to set up 
his own venture 






S At! the other end are the | p4 
orever compelled to. : 


























a addresses the concerns of investors in. 
mature markets, the lessons are worth 
> learning. Or, rather, re-learning. Don't 
get carried away. Look at the. downside 
at every point. And remember: the mar- 


“in EPILEPTIC (Pantheon Books), - 
Pierre-Francois, who renamed himself - 
| David B, telis the story. It makes for sad ; 
reading. At one end are the parents, — 
-Desperate to cure their son, they try 


his cupboard D theca de. The; par- E 
ents sit in the frontseat. The kids behind 
them. And, at the back of the car, the 
dragon. The graphic novel format lends 

: itself surprisingly well to ca pturing this 



















kets can go horribly wrong. BB | everything. They try surgery, acupunc- — | complex tapestry of relationships. | | a 
ture, mediums, magnetic therapists, t 
NIRANJAN RAJADHYAKSHA | : P _M. RAJSHEKHAR 
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; HE: financer minister has completed thec con- 


ef. - Sultations preceding the Budget: he has heard _ 
-> agriculturists and industrialists; economists - 

E ae trade unionists, Congressmen and back- 
Tow < woodsmen. Hehas conferred with his top bu- | it ite 





E jeaucráts: i He has before him the ma 





Pis | | discernible; now! he onlyhas to put his stamp on it. 





: some: ofthem by him. This year will see what m 











. Butitisa toss- -upi whether those affected wil | 
- . formoraturn of the screw. Tax authorities in this countr 





change? Business taxpayers - 
will have to claim rebates for . 





-hundreds of minor ones. The outlines of the Budget are | 
~ | lie sector. Spending out of borrowings by public sector en- 
«The major fi ical reforms were completed i in the. 1990s, ` .terprises (PSEs) adds as surely to demand as does spend- 
E ‘might be the | 
. Jast of them— —the introduction of value added tax (VAT). |) Britain ha 
lséeitasa e "tor Börtowinig 
pad adopt as well. There will t bev vio! 


. are seen as arbitrary and corupt will this ‘perception E many socialists and | pseudo-soci i 


minister may leave a figure i 







.ciesand for discretiona E ne varie adi 1€ Prir ister, 
“butat epee he Scope for arbitrarines would thenb be lim- ‘ 





. Another reform that is verde is to jteplaóe thé fiscal | l 


; deficit targets by those for the total borrowings ofthe pub- | 


ing bym ministries; Hisce sien 









rs must cover them too. 


H opposition: to this, 
ists in the government 
nat. PSEs are inde- 









will argue 1 
pendent: entities, and thattheir 


— thetaxpaid on the inputs pur- If the FM wants to - . borrowings should not be trea- 
.. chased by them; each rebate a mark on budget making, ted as a part of the Central def- 
. will give the excise and sales tax he should change the fiscal . icit. But the fact is, that if those - 
. authorities a chance to deny it, - deficit target .  PSEs default on their debt, the 



























voto harass taxpayers and askfor 
bribes. The scope for oppres- 
^^ sion under VAT will be much 
. greater than under the present 
“regime; the success or failure of. 
ves the experiment will depend on . 
.. , what safeguards the finance 
minister introduces against 
the oppression. The finance 
minister should apply his for- . 
midable legal brain to them, 
for they will make his reputa- 
_ tion— ormake people wantto _ 


itm: gens he took. 


s perforindie o on ‘it, even pides it i nots such 2 as to 
‘bring him credit. If he wants to leave behine 








| spaces jn should aca the: fisc 
stead of expressing them as. per 
should adopt absolute targets. 
reach zero revenue or fiscal deficit; it is the same whether 
a itis expressed i in absolute or relative terms. GDP figures 
. ^.- -are known with alag of a year; the ratios put out by the fi- 
oh .nance ministry yareb based on advance estimates, which 
are approximate. and can be biased. If the finance minis- 
< ter lays down absolute numerical targets f for the next four 
,. years he will have: a precise limit he can use to impose ab- 
v tary constraints on each ministry. It will not 
only make achievement of the overall deficit target easier, 
| buti it will also tell ministers in no uncertain terms within 


















al deficit targets. 2 1 
ntages of GDP he 
he ultimate. aim is to | 


im 
E 





a “ah Central government: will bale 
. them out. And should they 
need capital, they do not have 
 thefreedom to go and raise eq- 
uity i in the market. As long as 
 theguarantee and the restric- 
tion on equity issues remain, 
. PSEsare an inalienable part of 
rt $ the Central government. 
This point gains added sig- 
| mcan when we come to the 
states. For the states’ finances 
have been i ina much more par- 
` ‘lous state than the Centres, 















| dnd: many of them have been borrowing through their 
^| PSEs and spending the money to pay their employees’ 

.| salaries. This is a most unhealthy practice; the way to 
| bringitoutinthe open isto combine their own and their 
a- : PSES borrowings. 


Finally the finance minister r should think of creating 
an internal credit market for the Cen rnment. 
Money is released to spending ministries: oni April; the — 
next three months see a huge excess of expenditure over 
revenue. Income tax x flows i Node alya and October e 














ministries alaren to eped ante b ieri ap appioar deficit 
again increases. Amechanismc can pe conceived iae E 





earn or cost interest. T T hei nk ntel er sem even Be: deter- . 
mined by bargaining between ministries with nues e 
and deficit funds. | Pd ! L 
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And you thought an HP Photosmart 2608 All-in-One only gave brilliant photos? It also offers powerful 


j . ! . a -f_o . 
fax, scan and copy functions. And lets you explore unlimited px ssibilities 


f e " I Sun j Ai C 
functions besides advanced photo printing without a PC! 5o, ac 


cherished moments and do a lot more, with an HP Photosmart 2608 All-in-One 
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HP PHOTOSMART 
| 7260 PHOTO PRINTER 


Rs. 5 ,999* 


* Up to 4800-optimised dpi colour' 


HP PhotoRE! 4 colour layering 
technology with 6-ink printing 





Borderless 4" x 6" photo printing 
* As fast as 36 secs’ (4" x 6" photo) 


oe é 
* Multislot memory card reader” 


x e o 
Dial °$ 
HP print 
cartridges 
3030 4499 


j j 
» doorstep delivery 


Convenient front-mounted USB 
connectivity 


. 





HP Photo & Imaging software 


HP Care Pack : Rs. 1,960/- 





with its manage-edit-share 


d that everlasting touch to your 





| HP PSC 1350 
| ALLIN-ONE 
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| Rs. 7,499* 


* Up to 4800-optimised dpi colour’ 


HP PholoRE! 4 colour layering technology 
with optional 6-ink colour printing’ 


* Up to 17/12 ppm (BIk/Clr)" 

Up to 600 x 2400 dpi optical 
resolution/up to 36-bit colour scan 
* Copy without PC 

* 4" x 6" borderless photo printing’ 


* Multi-slot memory card reader’ 


HP Care Pack : Rs.1,600/- 


t To extend warranty to 3 years, buy HP Core Pack at above list price. 


Unit level replacement warranty. 539 cities support helpline, 99 cilies service centers. 


CAL 3030 4499 or 1600 444 999 EMAIL 





"Est. street price, taxes extra 'Up to 4800 x 1200-optimised dpi colour when printing from a computer & 1200-input dpi. "Optional 6-ink colour printing available with purchase of HP 58 Photo Inkjet Print Cartridge; not included 
sold seperately *Print and copy speeds may vary according to the complexity of the document and type of output “Based on standard ITU-T Test image #1 at standard resolut 
take longer and use more memory. *When using 4" x 6.5" 4R-size HP Colourfast Glossy Photo Paper. ‘Print a 9-frame action sequence from your digital video clips. "Supports Compactfiash™, Smart Media™, Memory Stick® 
Secure Digital™/MultiMediaCard™ and xD-Picture Card™, “Using optional HP bt300 Bluetooth® Wireless Printer Adapter; not included sold separately. Supports camera phones with Bluetooth® wireless technology Visit 
www.hp.com/support/bluetooth for a list of compatible devices *When using 4” x 6.5" 4R-size HP Colourfast Glossy Photo Paper; with included print cartridge. "Supports Compactfiash™, Smart Media™, Memory Stick® 
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memory Stick Pro, Memory Stick Duo, IBM Microdrive™, Secure Digital™/MultiMediaCard™ and xD-Picture Card™. ©2005 Hewlett Packard Development Company, L.P. 
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ion. More complicated pages or higher resolution wil 





HP PHOTOSMART 
2608 ALLIN-ONE 


rs. 14,999* 


* Up to 4800-optimised dpi colour' 

* HP PhotoREt 4 colour layering technology 
with optional 6-ink colour printing’ 

* Up to 30/20 ppm (BIk/Clr" 

* 33.6 kbps fax modem 

* Up to 60-page memory fax" 

* Up to 2400 x 4800 dpi optical 
resolution/up to 48-bit colour scan 

* A4/4" x 6" borderless photo printing” 

* 2.5" colour LCD, video action printing’ 

* Multi-slot memory card reader’ 
and PictBridge 

* Networkable/Bluetooth " option" 


HP Care Pack : Rs. 1,960/- 
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» ECO I The Silicon Valley 
VCs are back. And 
this time, they are 

0 m 1 n taking care to 
develop the same 


environment in 
Bangalore that has 
helped 
entrepreneurship 
flourish in the 
Valley 
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Transparent Fund Management 
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STANDARD LIFE 
INSURANCE 


With a combined experience of over 200 years, 
HDFC Standard Life offers Gratuity and Superannuation 
packages. These packages manage your gratuity and 
superannuation liabilities, which can help reduce the cost 


a 


of funding or increase individual member retirement fund. Res pect Yo u rse If 
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internet Data Centres (IDC) 


With Tata Indicom, you can be sure that your data will be well-protected 
a safe, disaster-proof environment across the country. 

Our Data Centres offer unmatched security and a wide range of hosting 
id co-location services that give you the freedom of choice. Freedom to 
Yoose the platform, the software, the usage level and the degree of 
ipport that most closely match your business needs. Backed by a network 
iat is designated Cisco Powered. Small wonder then that our state-of- 
1e-art hosting facilities are among the select few to be awarded the 


n SM 
restigious SunTone Certification. 


But the biggest ace up our sleeve is our world-class infrastructure, 
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which lets us offer end-to-end connectivity options both domestic and 
international, giving you the convenience of a one-stop shop. Not to 
mention managed solutions like Disaster Recovery and Business Continuity 
Planning that lend a cutting-edge to our delivery capability. Also consider 
our value-added services like Content Delivery Networks, Managed Security, 
etc., and it becomes obvious why we are among the top 20 data centres in 


the Asia Pacific region. 


Find out how secure data and hosting solutions give your 


business the cutting-edge. Call Tata Indicom Enterprise Business 
Unit at *91-22-56644000. 
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! Revenue Focus 


Q The problem with the 
Indian economy is that it runs - 
according to political 
requirements rather than 
economic principles. 
Important fiscal decisions 
are postponed, thus 


harming the economy. The Kelkar 
Committee recommendations to rationalise direct 






taxes were put in cold storage because of political compulsions. Tax 
rates should be fixed, so that the Budget does not become a tool to 
change them. Rather, the finance ministry should focus on increasing 
revenues without tampering with taxes. The Union Budget can then 
become a document to announce new projects and COED HEME 


Subhash Chandra Agrawal, via email 





HALT RECRUITMENT 
It is surprising that finance minister 
P Chidambaram has not yet instituted 
his own information system, — 
independent of bureaucrats (‘The 
Making of Budget 2005, BW, 7 
February), to know whether tax 
collections are on target or not. 

I don't find anything mentioned. 
about control over recruitment, - 


which was agreed upon when the Pay - 


Commission recommendations were 
last accepted. The government must 
actively pursue computerisation, 
instead of further recruitment. 
Otherwise, with the Left in place, one 
cannot expect control over 
recruitment. 

K. Sundara Raman, via email 


GRASSROOTS SOLUTION 
The report from the Andamans (‘The 
Overloaded Archipelago, BW, 14 
February) was a very good piece. 

The problems of the islands are an 
indicator of what can happen 
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to the mainland in the years to come. 
The invisible government — 
especially its bureaucrats — is one of 
the chief problems. So is the lack of 
systems and green thinking in the laws 
and policies of the government. Is 
there a solution? A grassroots 
programme, coupled with local 
knowledge fighting the inept 
government officials, is one. 
However, this may be too much 
to ask. Maybe finding solutions to 
the islands will provide ideas to solve 
the problems of the mainland. That 
is the way to go. 
Suhit Anantula, posted on BW website 


CORRIGENDA 
E In ‘P&G Leapfrogs To The Front’ 
(BW, 14 February), we incorrectly 
stated that James Kilts, CEO of Gillette, 
had turned around Kraft before it was 
sold off. He was actually instrumental 
in the turnaround of Nabisco. 

This company was taken over in 
2000 by Philip Morris, Kilts' for- 
mer employer. 


E In the Feedback page, issue 
dated 7 February, we misidenti- 
fied the author of the letter A 
Rs 1-lakh Traffic Jam. The au- 
thor was Ramkumar R.S. 
We regret the errors. 
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Virtual Private Network (VPN) 


At Tata Indicom, we are aware that for business to work like a well- 
oiled machine, seamless connectivity with your business associates is not 
just desirable, but essential. 

Through our Managed VPN services, you can enjoy the security of a 
private network, while leveraging the economies of scale of large public 
networks, thus enabling easy, cost-effective access to your associates. 
Through products like the corporate LAN and VPN, be it Dial Up, Site-to- 
Site, ATM/Frame Relay or MPLS, you can exchange information without 
worrying about career-threatening security leaks. 


What makes all this possible is our robust, state-of-the-art infrastructure. 
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A Cisco Powered domestic network (with over 125 MPLS PoPs) and our 
own international network (across Americas, Europe and Asia) pays more 
than just lip service to the term 'global presence'. Offering you an unbeatable 
combination of end-to-end services, highest possible SLAs, manageability 
and security. All this comes to you from the people who brought the 
internet to India. So you can enjoy the fruits of a seamless domestic and 
global IP network, with a fully meshed anywhere-to-anywhere connectivity 
at a cost that even Shylock wouldn't particularly mind. 

To discover more about how seamless connectivity can aid productivity, 
call Tata Indicom Enterprise Business Unit at +9 1-22-56644000. 
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COVER STORY 


VCs at 3,000 Sandhill Road, Menlo Park, California 





The Return Of The VCs 


The moneymen from Silicon Valley are back. This time, however, they are planning to re-create in Bangalore 
the same ecosystem that made the Valley the centre of the world's tech industry. Spearheading that effort is the 
Silicon Valley Bank. What are the elements of that ecosystem and how far have the VCs succeeded? 


Infy Teaches The Way 


The Global Education Centre is a 
shot in the arm for technical 
training at Infosys, but symbolic 
of the poor training facilities in 
India. In an exclusive interview, 
chairman and chief mentor N.R. 
Narayana Murthy explains why 
such a campus is necessary. 





DNE «Murthy: Mentor turns teacher 


Unilever vindi Banga, Harish Manwani move into 
CEO Patrick Cescaus operating team. 


Politics By pulling out from the Saarc Summit, has 
India lost its best chance to assert its power in the region? 


BUSINESSWORLD 


Open Season 


The freeing up of several 
hundred patents by IBM 
and Sun Microsystems has 
several positive implica- 
tions. Is this the beginning 
of a radical trend? 





EPF The Centre has decided to raise the EPF rate to 9.5 
per cent. What does the move mean for companies? 


Banks ror consolidation to be a reality, PSU banks 
will have to get past a maze of statutes and political issues. 


BW Round Table There's no law yet governing the 
selling of financial products. When are we going to have one? 
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IN VOGUE 
so Setting ‘Sleep’ Right 
Sleep apnea reduces produc- om m, 


tivity, causes fatal accidents, 
and may lead to hypertension, 
heart attack and stroke. 

What causes this increas- 
ingly common sleep disor- 
der and how it can be treated. 





64 Bookmark How Bill Ford, the great grandson of 
founder Henry, turned around the auto major. 
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than doing it through mass media. 
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Fostering a new system 


ACK in 1999, when the tech boom was just about 

gathering steam, BW did a cover story called 'Got 

an Idea? Here's the Money’. It was the first story by 

any Indian publication tracking the arrival of the 

venture capitalists (VCs) in the country. As the 
story pointed out, almost a dozen VCs had set up base in India. 
And they were all hunting for entrepreneurs to fund. 





| By the end ofthe year, of course, ‘venture capital’ had become 


a household word, there was too much money sloshing 


| around in the system, and almost anyone with an Internet or a 


tech business proposal could get venture funding. This giddy 
state of affairs was to carry on for a few more months before 
the tech meltdown started. 


Few ofthe first wave of VCs es- 
caped getting scalded in the 
meltdown. A vast majority of VC- 
backed entrepreneurs went bust 
spectacularly. And for the next 
few years, most VCs stayed away 
from Indian shores. The few that 
continued to operate in the 
country went in for extremely 
safe private equity investments. 





But in the past six months or so, 

says special correspondent Snigdha Sengupta, a number of 
prominent Silicon Valley VCs are again making repeated trips 
to India. But there is a big difference in the way they are oper- 
ating this time, says Snigdha. They are very systematically de- 
veloping an ecosystem in Bangalore which will foster entre- 
preneurship for the long haul. Read her analysis on page 30. 


Meanwhile, the global software industry has been seeing 
some strange behaviour from two of the biggest patent hold- 
ers. First, IBM decided to release 500 patents covering a gamut 
of software areas to the Open Source community. Sun Mi- 
crosystems followed with its own largesse — it released 1,600 
patents. What was the logic behind giving up patents that had 
been acquired through lots of hard work? Associate editor 
Latha Jishnu takes a close look. Her story is on page 24. 


In this issue, there is also a story that will, hopefully, help you 
stay awake on your job. That's on page 60. Happy reading. 


[URSUS m 


PROSENJIT DATTA, EXECUTIVE EDITOR 
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THE CORPORATE ROLLERCOASTER 


Banga, Manwani forge ahead 





HEMANT MISHRA 


N a surprise development, M.S. 
"Vindi' Banga (C) and Harish Man- 
wani (R) have both been elevated 
to the top management team at 
Unilever in a raft of structural changes 
announced in London. This includes 
the dismantling of the 75-year-old dual 
chairmanship system. Banga will now 
head the entire foods portfolio for Uni- 
lever, most likely out ofthe central head- 











quarters in London, while Manwani is 
returning from North America to take 
charge of Asia/Africa. Both will be a part 
ofa newly formed seven-member oper- 
ating team which will work with group 
CEO Patrick Cescau. Sources say that 
Banga had not expected the promotion 
and got to know about it only two weeks 
ago. "Both have enormously challeng- 
ing assignments, especially since Unile- 





INTERVIEW / N.R. NARAYANA MURTHY 


‘New recruits lack : 
problem-solving skills' 


LAST week, Infosys Technologies 
launched a Global Education Centre in 
Mysore to train 12,000 new recruits a 


. year. Infosys chairman and chief mentor 


N.R. Narayana Murthy tells BW' s Shelley 
Singh why IT companies need such 
training facilities. Excerpts : 


m What specific needs would the Infosys 
Global Education Centre meet? 

It would meet two kinds of training 
needs. First is for the entry-level soft- 
ware engineer we recruit. All of them will 
go through a mandatory 14 weeks of 
training on things like customer orien- 
tation, analysis of algorithms, data base 
systems, user interface design, Web ar- 
chitecture and even interaction with 
customers. About 4,500 can be trained 
at a time. The second training require- 


ment is for leadership building. This 
seeks to enhance managerial capabili- 
ties within Infosys and enable better 
customer satisfaction and build leaders 
at various levels. 


m Do you believe the raw talent coming 
out of the Indian universities lacks the 
skills to take up global assignments? 

We take people with diverse backgro- 
unds — civil, mechanical and electron- 
ics engineers and even naval architects. 
All do not have the same skills as com- 
puter science graduates. It is to bring all 
of them up to speed that we need a 
training facility. About 80-90 per cent of 
the new recruits are non-computer sci- 
ence students. 


ae Is there a need to overhaul the curricu- 
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NAMAS BHOJANI 


ver's performance is in the doldrums 
globally" said an Unilever executive 
speaking from London. 

Meanwhile, Keki Dadiseth (L), who 
headed the global home & personal care 
(HPC) business, will now retire from the 
Unilever board and is likely to head back 
to India. He is known to have a standing 
offer to join the Tata Sons board and was 
seen as a possible successor to chair- 
man Ratan Tata. But sources say the 
Unilever stint proved to be so gruelling 
that Dadiseth may choose not to take on 
more responsibility. Besides, it appears 
Tata has been advised by insiders not to 
effect a major change in leadership, es- 
pecially since the Tata group has seen a 
major revival after a long while. 

Banga is expected to continue as the 
non-executive chairman of Hindustan 
Leverin an interim capacity. It is still not 
clear who will take on his role after he 
shifts to London. One ofthe possibilities 
is to elevate either vice-chairman M.K. 





lum and teaching methodology being fol- 
lowed in Indian colleges? 

Definitely. We have to ensure that we re- 
vise our syllabus constantly to be up to 
date with current knowledge. Also, our 
business is problem solving, while the 
teaching in Indian institutions is by rote. 





Sharma or Arun Adhikari, who is man- 


aging director in charge of the HPC | 
business in India. Or Unilever could | 
bring in an outsider. Either way, it may | 


be a call that Manwani will have to take 
soon as head of Asia. India is a critical 
market for Unilever. It accounts for 30- 
40 per cent of the company’s Asian busi- 
ness and contributes substantially to its 


talent pool. 
INDRAJIT GUPTA 
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Ru mbles in 
Ranbaxy’s R&D? 
S pharma major Ranbaxy about 
to lose some more hotshots from 
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| its research and development 
| team? Though the company denies 
i 

i 

| 

| 

i 

| 

| 


that three senior research execu- 
tives have put in their papers. For- 
mer research head Rashmi Barb- 
haiya and another senior research 
executive left mid last year. How- 
ever, "There is no such thing," said 


| 
| 
i 
| 
i 
| 
| 
| 
| 
| 
it, rumours are rife in the industry — | 
| 
i 
| 
| 
a Ranbaxy spokesperson. | 


It is to hone problem-solving that we 
need to have training facilities. 


mt What gaps do you see in the talent you 
Lack of problem solving-ability, com- 
munication, interaction with diverse 
cultures, team-work, discipline are some 
of the gaps. [The] faculty at the Mysore 


centre will help bridge the gap. Cutting 


edge R&D in, say, RFID or grid comput- 
ing may not be available outside. Re- 
cruits will be exposed to these skills at 
the training centre. 


af k seems that tomorrow's Infosys will 
look more like a training centre than a 
major IT services company. Comments? 

. Not really. If we grow at 30-40 per cent 
a year, there is a linear relationship 
between revenue and number of people 
we need. Last year we added 10,000- 
12,000 new people. We have over 30,000 
employees as of today. Tomorrow we 


could have 50,000 people. We'll look | 
more like a company that understands 
very well what the business and tech- | 
E: i 


nology requirements are. 
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| | America, Central Asia and 
| | South-east Asia. Another 
| | 25 in Russia, former CIS 
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| duct registrations,” Kho- 
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| SWockhardts biotech business poi- 
sed for a leap ahead? Chairman Ha- 
bil Khorakiwala said last week that it 

| isnowa separate strategic business unit 

| with its own head. It has also received its 

! first approvals to market a hepatitis B 

vaccine, insulin, and blood volume ex- 

pander EPO in developing markets. The 


| | company has product Fegisiapons in 


i nine.countries in South 


countries, South America, 
Asia and 
North Africa should come 
in this year. With these, 
Wockhardt expects to 
| clock Rs 100 crore in 
| biotech sales. And double 
| this number next year. 
“There'll be a multi- 


| rakiwala told analysts. For 
him, a lot rides on making 
| biotech a success. (See 
| 'Betting on Biotech, BW, 20 October 
| 2003) Wockhardt has pumped in Rs 200 
| crore into a large-scale plant for making 
| legitimate copies of brand-name bio- 
| pharmaceuticals and spent well over Rs 
| 60 crore on R&D in the last six years. 
With Rs 30 crore of sales last year, the 
four-year-old business is undersized. 
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WOCKHARDT 


Biotech in sharp focus 





lion. Biotech is now 10 per cent of Wock- 
hardt’s domestic business but still a very 
small part of its Rs 1,239-crore total rev- 
enues. Wockhardt’s management pre- 
dicts that this will change in 2005. 

The ride has been far from easy so 
far. The number of biotech products 
available for launch are fewer than ordi- 


| narydrugs. They are tougher to develop. 





Exports contributed less than $1 mil- | 


— The approval process is 
longer. Wockhardt's bio- 
tech cancer drug, inter- 
feron, will hit the market 
in 2005, a good two years 
after insulin, while ordi- 
nary drugs are launched 
bythetenseveryyear . 
Marketing has also 
beena challenge. In India, 
doctors are reluctant to 
_ switch their patients from 
one insulin to another. So 
Wockhardt has had to 
make up by pitching itself 
to new patients. So, while 
the drug, Wosulin, is 
worth Rs 10 crore in a 
Rs 200-crore market, it accounts for a 
quarter of new prescriptions. 

But Khorakiwalas biggest challenge 
remains that oftaking his biotech copies 
to the developed markets. Four years af- 
ter the first biotech went off patent, the 
West still has to figure out how to ap- 
prove copies of biotech drugs. a 
GAURI KAMATH 

















POLITICS 


Caught at the crossroads 


With the recent turn of events, India’s position in the neighbourhood is at a low 


Singh: The current 
Status will be a test 
of his statesmanship. 





Dhaka Saarc Summit at In- 
dias insistence has once again 
raised questions about New 
Delhi's neighbourhood policy. In just 
seven months that it has been in office, 
the Manmohan Singh government has 
succeeded in ruffling feathers in three 
capitals: Islamabad, Dhaka and Kath- 
mandu. And with no visible coherence 


looks as if bilateral relations with these 
troublesome neighbours are on a 
downward slide. 

The peace process with Pakistan is 
clearly spluttering. Although neither In- 


HE postponement of the | 


for opting out of the summit was the 
royal coup in Nepal and India's reluc- 
tance to share the dais with king Gya- 
nendra so soon after his audacious at- 
tack on democracy, New Delhi decided 
to use the occasion to take a swipe at 
Bangladesh as well. Of course, India has 
a long-standing grievance that 
Bangladesh refuses to recognise the 


, mushrooming presence of terrorist 
in the foreign policy establishment, it | 


dia nor Pakistan is in a position to call it | 


off, the talks that began with great diffi- 
culty last year are not going anywhere. 
With Dhaka, India's unilateral deci- 


sion to call off the Saarc summit has hit | 


bilateral ties hard, particularly because 


of the fact that the Manmohan Singh | 


government cited the uncertain secu- 
rity situation in Bangladesh as one ofthe 
reasons for seeking a postponement. 
According to official sources in Dhaka, 
the Bangladesh government was not 
consulted or even informed before In- 
dia announced its decision. 





camps on its soil. But by raising the se- 
curity issue, New Delhi hit a raw nerve in 
Khaleda Zia's government, which is al- 
ready on the defensive about increasing 
terrorist attacks. 

As for Nepal, India's policy towards 
this country is in tatters. More than a 
week after the king assumed executive 
and administrative control, New Delhi 
is still unsure how to deal with the crisis. 
Having backed the king fully in his oper- 
ations against the Maoists, India may 
willy-nilly have to continue to support 
him. The price it will pay is the humilia- 
tion of backing a king who refused to lis- 
ten to its pro-democracy advice. 

The situation in Nepal underlines 
the lapse of Indian intelligence, which 
failed to anticipate the timing of the 


| move. Clearly, India has not made the 
While the immediate provocation | 


kind of inroads into the royal palace in 
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Kathmandu that it thought it had. 

As the Manmohan Singh govern- 
ment tries to come to grips with the sud- 
den downward spiral in neighbourhood 
ties, India has once again been reduced 
to being the favourite whipping boy in 
the region. This is a far cry from the sta- 
tus India had acquired in the past two 
years as the regional power with which 
all the neighbours wanted to tango. 

With the Saarc process at a standstill 
for the moment, a question mark hangs 
over the Saarc free trade agreement that 
was finally signed last year at the Islam- 
abad summit. The proposed Myanmar- 
Bangladesh gas pipeline, which the 
Indian Cabinet approved on 9 February, 
may also fall in jeopardy. 

Hopes of turning Saarc into a boom- 
ing economic zone to rival Asean may 
be stillborn, unless the Indian govern- 
ment does some quick damage control 
and brings some coherence into its 
neighbourhood policy. For this, it will 
have to reign in the hawks who seem to 
be ruling at the moment. E 

ARATI R. JERATH 


GAS PIPELINES 


Go ahead: Cabinet 


HE Union Cabinet gave the pe- 

troleum ministry the green sig- 
nal to begin talks with partner na- 
tions for building gas pipelines. This 
involves three pipelines: Myanmar- 
Bangladesh-India, Iran-Pakistan-In- 
dia and Turkmenistan-Afghanistan- 
Pakistan-India pipeline. 

The talks will cover issues like 
price, quality and quantity of gas to 
be transported as well as transit 
fees to be paid to countries through 
which the pipeline will pass. Gas 
import is critical to India to meet its 
increasing energy needs. At pre- 
sent, India produces only half the 
natural gas it uses. a 
ANUP JAYARAM 


.. Now add to your WINNING streak by taking home 


e Insurance 


(Deferred Annuity Plan) @ Kotak Mahindra Old Mutual Life Insurance Ltd. Regn. 

Peninsula Corporate Park, G. K. Marg, Lower Parel (W), Mumbai 400013. KFP 01, KSIP 02, KRUL, KRULC. These are non-participating plans. For details, 
brochure. For terms and conditions log on to www.contests2win.com 
. A lowy VENTURE with ER OLD MUTUAL) o 





READ 


BUSINESSWORLD 
STAY 
MOBILE. 





——— 


240542. PADMASHREE 


COLLEGE O OF i 





HOSPITAL 





SANDEEP FARIAS | 








2400: (ii SHARMA 
v ASESH v CHOKSHI 


ME kn PANJABI 











PAS d dnl | 





240180. om Ve 


5 GR ENGINEERING k 






















SAAS a 


E E 





HIS is the season for pleasant 
economic surprises. The govern- 
ment announced in the last week of 
January that the economy grew by 
8.5 per cent in 2003-04, and not by 
8.2 per cent as previously assumed. 


And its statisticians now say that the 


economy wili surpass expectations 
this year as well. Growth in 2004-05 
has been estimated at 6.9 per cent 
compared with 6.5 per cent earlier. 
Agriculture has been a big sur- 
prise, growing at 1.1 per cent des- 
pite earlier estimates of no growth. 


dustry. It grew at 6.9 per cent last 


. year and will grow at 8.9 per cent 
* this year. Services will continue to 


chug along at 7 per cent or so. 

That the economy can grow at 
nearly 7 per cent despite growing at 
8.5 per cent in the previous one 


. Shows that the growth momentum - 


is genuine, not a statistical illusion 


. based on a low base. And econo- 

' mists say the fact that industry 

. could zip ahead at 8.9 per cent de- 

^ spite a poor year for agriculture is an 
, indication that it is no longer held 

: hostage by the monsoon and do- 

. mestic demand. Our guess is that 

= = foreign demand (or exports) is one 
a big reason why industry could 

. ‘drought-proof’ itself this year. 










The benefits of globalisation of 


' Indian companies are kicking in 


S the next generation of technolo- 


| W gies in danger of being starved of 
capital? Yes, says The Technology 

. Review, a publication from the 

' Massachusetts Institute of Technol- 
. ogy, in its latest issue. Venture capi- 
. talists, after mounting losses on 

' such investments, have become 
æ" wary of funding ideas that have just 
,4 emerged out of labs (especially in 
«nanotechnology and genomic ap- 
"= proaches to medicine). 







Meanwhile, it adds, government 





But the star performer has been in- _ 


ET Niranjan Rajadhyaksha | 


_ and the National Institutes of Health 
_ with an increase of 1.8 per cent, 
| lower than the inflation rate. 


| innovation and problems there 





spending on many types of re- 
search, too, has dropped. The new 
US federal budget has increased 
spending for R&D by 4.8 per cent 
(to $132.2 billion), but almost 80 
per cent of this will go to defence. 
The National Science Foundation _ 
has to manage with a lower budget 


Of course, this is about the US. 
So why should we bother? Face it: 
the US is still the hotbed of global 


could ripple through to tech compa- 
nies in other countries as well. 


BS 


HE world was headed for a Pa- 

cific century, and probably still is. 
“As cross-Pacific trade overtook 
cross-Atlantic trade in the 1970s, it 
was right to predict a Pacific Cen- 
tury. But the predicted economic 
leadership of such a Pacific Century 
has changed,” says Daniel Lian, an 
economist with Morgan Stanley in 
Singapore. It was assumed Japan 
would lead the Pacific century, with 
countries like Taiwan, Singapore, 
Hong Kong and South Korea also 
benefiting. Then came the rise of 
China in the early nineties and, with 
it, hopes of a China-centric Pacific 
century. But will it eventually be an 
India-centric Pacific century, asks 


Lian. (We'll leave the quibble that In- : 


dia is hundreds of miles away from 
the Pacific Ocean aside for the mo- 
ment, and focus on the more inter- 
esting economic question.) 

“if the West sees India as a nat- 


ural strategic partner and China as a | 


geopolitical contender, than India 


| could assume a much bigger role in 
| this Pacific Century as it can better 


leverage capital and technology — 
from the West and pursue a higher 
value-added development model 
that could allow it to eventually out- 
ROS China," says Lian. 
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Hutch looks at NLD 





The network would follow more easily now. 





dian business venture of the 
Hong Kong-based Hutchi- 
son, will likely apply for a 
national long-distance (NLD) licence, 
according to sources close to the com- 
pany. The company will take advantage 
of the Telecom Regulatory Authority of 
Indias (Trai)recent relaxation of the roll- 
out obligations for long-distance play- 
ers, making the license relatively more 
attractive. These suggestions are a part 
of Trai's final recommendations on uni- 
fied licensing. 
Hutch completed its long-pending 
consolidation and created one com- 
pany, Hutchison-Max Telecom. Subse- 


UTCHISON-ESSAR, the In- | 


quently, this company will be renamed | 


Hutchison-Essar to reflect two of the 
largest shareholders, Hutchison Inter- 
national and the Essar group. It will have 


| fee of about Rs 107 crore. 


7.2 million subsc- 
ribers over 13 circles. 

The decision to go 
for an NLD licence 
could be taken before 
the company's IPO, 
the exact timing for 
which is not known. 
However, the market 
speculates that it will 
come up in June 2005. 

Companies like 
Hutch and Idea Cellu- 
lar have so far been fo- 
cusing on the wireless 
model. Hutch is now 
the only player in the 
top three that is not a 
full service provider (FSP), unlike Bharti 
Tele-Ventures, which functions both in 
the international and national long dis- 
tance space, and BSNL. The wireless 
players were hoping that the govern- 
ment would allow inter-circle intercon- 
nect directly rather than through an 
NLD operator. This would have particu- 
larly benefited players like Hutch, which 
have contiguous circles and could pro- 
vide their subscribers a seamless service 
regardless of an NLD license. 

With the NLD licence remaining 
mandatory, an eased rollout obligation 
would still make it worthwhile for Hutch 
to join the national long-distance fray. It 
would entail cost savings as the com- 
pany would be able to carry its own 
long-distance traffic by paying a licence 


RADHIKA DHAWAN 


Convergys eyes 
telecom market 


HE $2.3-billion call centre 

company, Convergys Corpo- 

ration, has drawn up its ex- 
pansion plan for India. This year it 
will add 5,000 people to its existing 
headcount of 10,000. The com- 
pany will also look at software de- 
velopment at its Hyderabad outfit . 
that has 600 employees in a year's 
operation and plans to add a simi- 
lar number this year. Convergys will 
be developing billing applications 
for telecom service 
providers, both 







wired and unwired. a 
The company's X 

executive vice- | 

president in C 

charge of its In- BP 


formation Management 8U22 
Group Larry S. Schwartz 

says: “With music, game and im- 
age downloads becoming common 
on mobile phones, the billing soft- 
ware has to respond to real time 
needs and be convergent, for in- 
stance, one bill for land line, cable 
and wireless service from a single 
vendor. We are talking to Indian 
telecom companies for our billing 
solutions." 

Globally, Convergys has clients 
like British Telcom and Sprint, but 
none in India yet. But it is betting on 
the expected growth in telephone 
subscriptions from 40 million now 
to 100 million in two years. 

SHELLEY SINGH 


JU 





Friends, family and your neighbour. 


Are they advising you on your future? 


Financing options. Shortlisting the right B-School. Curriculum queries. Life at B-School. And more. Log on to 
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ATTENTION BPO' !!! 
Lost in your Infrastructure ? 














" modules with Teleopti's WFM 
solution to enable optimum space 
and asset utilization, and efficient 
management of as aia transport 
logistics. 


Multiple offices, Multiple locations, 
thousands of employees. Organizing | 
your resources can be like cutting § 
through a — maze-complicated, 
confusing and very inefficient. f 





—— 


Now, optimize your workforce 
planning with Teleopti, a world- class 
solution provider for workforce 
management in contact centers. In 
collaboration with a-mantra, a 
web-enabled | Infrastructure 
Management Software from SatNav. _ 


Teleopti WFM provides sophisticated 
| tools to help. you forecast, schedule and 
| monitor performance in your contact 
center, managing the balance between 
| customer satisfaction, profitability and 
agent motivation will help vou make a 
telling impact on your operational 
a-mantra seamlessly integrates its Seat M efficiency and - your company's 
Optimisation and Transport Logistics bottomline. 
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| Our Partners: Complete infrastructure Control . 
Technology: Teleopti, Europe. A global leader in telecom and workforce management (WFM) solutions to contact 
| centers. For more details visit www.teleopti.com. Services: A leading global IT consulting and services company 
| in india. Sales : 3D Networks,India, a planet-one company ; Al-Daleel Information Systems, Saudi Arabia 
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Network of other sales partners across Bahrain, Kenya, SAARC Region, Singapore, South Africa, 
Sweden, UAE, UK and the USA. Enquiries solicited from suitable organisations for other regions. 
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: - AIDS VACCINE 
High 
on hope 


HE Phase I clinical 
trials for the AIDS 
vaccine began on 7 Feburary 
2005 at National AIDS Research Insti- 
=~? tute (Nari) at Pune. This is the second 
~ and crucial stage of the partnership be- 
A tween the International Aids Vaccine 
.., Initiative, the Indian Council of Medical 
v Research and National Aids Control Or- 


> ganisation (Naco). 


Preparations for the trials started af- 


* / tera Nari team visited Kenya in 2003 as 


observers to the studies being done 
there. Counselling and seeking volun- 


~~ teers started almost one year ago and 34 
' were shortlisted. 


v The vaccine, TgAACOS, consists of a 
... synthetic copy of the HIV's genetic ma- 
\/ terial inserted into adeno associated 
oy virus unrelated to HIV that does not 
^ cause the disease in humans. Trials on 
_£ the same vaccine started in Germany 
“and Belgium last year. There were 50 vol- 
x; unteers and all the data from there has 
been shared with the Drug Controller 
General of India. The trials conform to 
international ethical guidelines. 
Three control groups of 10 volun- 
^ teers each have been created. In each, 
— eight would get the vaccine and two 
/ placebos. The vaccine, even if all goes 
^ well, will still be 8-10 years away. Says 
"  Nari director Ramesh Paranjpaye: "The 
A fESDODEIOMSY and work begins now." Bi 
GINA S. KRISHNAN 











AIRPORTS - NEW AND IMPROVED 


Benchmarked to the best 


HE government may be taking 
its time to ask for request for 


proposals (RFPs) from the nine | 
shortlisted bidders for the Delhi and | 
Mumbai airport modernisation and | 


restructuring projects, but it has got 


one thing clear — it wants absolutely | 


the best airports for both cities. 
Sources say the RFP document to 


be released in a few weeks will have a - 


minimum performance condition for 
the new airports — to maintain a con- 
sistent grade of 3.5 (on a scale of five) 
on the IATA Global Airport Monitor 
Rankings. The new Hyderabad airport 
will have to conform to this too. 

For the rankings, the rating agency 
rates airports across the world on 
about 30 parameters like customs and 
security inspection, ease of finding 
your way through the airport, helpful- 
ness of airport staff, speed of baggage 
delivery, waiting time for check-ins, 
restaurant and shopping facilities, 
cleanliness ofthe airport, and even the 
state of the washrooms. 

The best airports are in Singapore 


3 and Dubai, with an overall score of 4.25. 








urrently, D Delhi and Mumbai airports 
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will be one of the biggest challenges for 
private bidders since various functions 
like immigration, health and customs 
will continue to be operated by govern- 
ment. Says a prospective private sector 
bidder: “Upgrading the ambience... 
and improving efficiency to push up 
the grade isn't very difficult. The chal- 
lenge for us is to change the attitude of 


the government employees [including 


immigration officials]. 

Is the government expecting too 
much? Probably not. The quest for the 
grade might just bring with it helpful 
airport staff, comfortable waiting ar- 


| eas, quick check-ins and, of course, 


cleaner washrooms! 


Stamp duty waiver 


IN January 2005, the Union civil avia- 
tion ministry had requested the state 
governments to give stamp duty ex- 
emptions for the restructuring of the 
Delhi and the Mumbai airports. Both 
states had agreed in principle. But now 
Maharashtra is having second thoughts. 
For the privatisation, the civil avia- 
tion ministry has to form a special pur- 
pose vehicle ihi with 70 per cent 
take with the party developing 







































the airport. The private partner will 
repay the Airports Authority of India. 
But prospective private bidders have 
sought waivers of the stamp duty 
they'll have to pay when the land is 
transferred to the SPV. 

Though the stamp duty rules say 
any transaction between the state 
and Centre will be exempt from duty, 
a group of Cabinet ministers feel the 
waiver would translate into a loss of at 
least Rs 250 crore to Maharashtra. 
That would be a princely sum for 
Mumbai, which is planning a mega 
makeover. Some ministers have a so- 
lution: let Maharashtra pick up equity 
in the SPV against the stamp duty 
waiver. But the prospective bidders 
are a worried lot. Says one: “If the 
stamp duty isn't waived off, the cost 
will have to be passed on to airlines 
and passengers." 


Third time lucky? 


IN 2002, it was A.B. Vajpayee who did 
the honours by breaking the ground 
for the Bangalore International Air- 
port. In 2004, it was the turn of Kar- 
nataka chief minister S.M. Krishna. 
On 11 February, Prime Minister Man- 
mohan Singh had his chance. Will it 
be third time lucky for the airport? 
The airport is expected to be com- 
pleted in 33 months, by 2007. E 
SUPRIYA KURANE 











ERE'S an interesting experi- 
H ment in taking healthcare to 

the villages. Renowned Chen- 
nai-based heart surgeon K.M. Cherian's 
cardiac unit in a Kerala village has com- 
pleted a year. In this time, the 30-bed 
hospital has performed 125 bypass 
surgeries, and 475 angiograms, angio- 
plasties and stenting procedures with 
less than 2 per cent mortality. 

What's more, Cherian says the unit 
covers its cost already. "I wanted to 
demonstrate that it is feasible to run a 
cardiac unit in a village," he says. Cher- 
ian is founder of the Madras Medical 
Mission Hospital in Chennai and now 
runs his healthcare company, Frontier 
Life Line, which owns and operates its 
own cardiac centre in Chennai. The vil- 
lage is his native Parumala, which has a 
population of 8,300. A bypass in this unit 
costs Rs 80,000 against Rs 1.3 lakh in 
Cherian's Chennai hospital and Rs 1.5 
lakh in other private hospitals in the 





HEALTHCARE 


Heartening 


| South. "This model can be duplicated in 


small towns. Why should people have to 
rush to cities for cardiac care," he asks. 

The unit has a cardiac catheterisa- 
tion lab, an operation theatre, and a 10- 
bed intensive care unit. It has local doc- 
tors including three cardiac surgeons, 
and a cardiac anaesthetist. Set up in two 
months, it cost Rs 2 crore. 

To make the unit self-sustaining, 
Cherian wants to leverage the centre for 
medical tourism. Overseas patients will 
pay the same hospital charges, but will 
have to pay additional fees for post-op- 
erative convalescence, ayurvedic mas- 
sages, etc. The package will depend on 
the number of days spent in recovery. 
The unit has the support of President 
A.PJ. Abdul Kalam, who has now urged 
the Indian Space Research Organisation 
(ISRO) to provide a satellite link be- 
tween the Chennai and Parumala cen- 
tres for telemedicine. ES 

GAURI KAMATH 
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ADVERTISING & MARKETING 





POST iTS 


A QUESTION OF BRANDING And now, a fruit juice story. 
Ladakh Foods, the marketers of the Rs 8-crore (2004 sales) 
Leh Berry juice, are hunting for a new ad agency. The grapevine 
tells us it has spoken to Publicis and INC Communications, 
among others. When it comes, the new agency might want to 
ask itself a fundamental question: should the brand name be 
changed? Till recently, Ladakh Foods 
bought its main ingredient, seabuck- 
thorn berries, from farmers in 
Ladakh. That deal fell through last 
year. Now the company is sourcing 
these berries from China. So, should 
the brand be renamed ‘China Berry’? 
Varun Kumar, director, Ladakh 
Foods, doesn’t think so. They had in- 
vested in the brand for three years, 
he said. And that “Leh Berry doesn’t 
mean the berry is from Leh”. But that 
has been the plank of its advertising 
till now. To avoid charges 

of misinformation, the new 

agency will have some 

explaining 

to do. 


LOTTO’S SECOND COMING ITALIAN sports-goods brand 
Lotto is geared up for its second coming in India. 

The erstwhile Lotto Sports SPA, first launched in India in 
1995, was relaunched on 14 February as Lotto Sport Italia. Its 
manufacture and distribution will be handled by Delhi's Sierra 
Industrial Enterprise, which also launched Nike here in 1996. 

The six-year contract with Sierra will see a nationwide 
launch through multibrand outlets that will feature Lotto 
products in the Rs 895-1,895 price band. In addition to this, 
five exclusive Lotto shops are to be opened by September 
2005. These outlets will have sports footwear priced up to Rs 
3,395, apart from apparel and accessories. 

As in its first stint here, Lotto has tied up with Bata. This tie- 
up will entail Lotto’s presence in more than 150 Bata stores 
across the country. The sports brand has also has a 
distribution tie-up with Royal Sporting House, a chain of stores 
showcasing sports brands. “Lotto is aiming for the buyers at 
malls in the metros, which is a significant portion of the 
segment today,” according to an industry analyst. “The malls 
are a change in India from 1995, when Lotto didn't really 
make a mark and faded away," the source added. 

In 1999, following the death of owner Caber Lotto, the 

company changed hands in 
S, " Italy. Renamed Lotto Sport 
Italia, it is now headed by 
Andrea Tomat, its CEO and 
president, and believes it 
is ready for the Indian 
premium sports-shoes 
market led by Reebok. 








TRIBHUWAN SHARMA 





MARKET RESEARCH 


Getting closer 


T'Shard to miss the hustle-bustle at any Mumbai station 
early in the morning. As you wait for the 9 o'clock local, 
you cannot but notice a gaggle of women with gajras' in 
their hair. As the train arrives, they morph into battle 
rams, using arms, elbows, virtually anything, to get on to the 
second-class coach before everyone else. 

Welcome to the world of Indias typical nine-to-fiver. She is 
neither a hardcore career woman, nor a housewife; just a bit of 
both. She lives on the fringes of the middle-class and works 
not because she wishes to, but because she has to. Since she 
doesn't spend as much time at home, she forms her own sup- 
port system outside, like the group on the train. 

These women recently became the focus of a study by Leo 
Burnett, done to achieve better connect with customers.The 
aim was to study consumers in their 'social habitats, and 
women travelling in Mumbai's local trains were identified as a 
unique subject. "They belong to the lower middle-class. They 
are not hardcore career women, but see themselves as ‘em- 
ployed housewives," says Ajeeta Bharadwaj, brand director, 
Leo Burnett, who led the project. Mumbai is a good indicator 
of what will happen in other cities, says Rajeev Sharma, na- 
tional brand planning director, Leo Burnett. So the results of 
these findings will be extrapolated to other cities as well. 

A startling observation of this research was that the re- 
spondents were probably the first generation of working 
women in the family, yet the sense of achievement was very 
subdued. Envious of housewives, these women would much 
rather be at home and look after their kids. “They are not terri- 
bly unhappy, but they do have a sense of guilt because they 
cannot look after their children well," says Bharadwaj. 

Having a career means little to them in terms of financial 
independence. They spend little on themselves and are an- 











OU could call him the 

million-car manager. 
Yang Soo Kim is the man 
who set up Hyundai Motor 
Companys operations in In- 
dia and the US. Hyundai 
Motor India expects to have 
manufactured a million cars 
in India by 2006 and Hyun- 





dai Motor Manufacturing 

Alabama (Hyundai's US sub- 

sidiary) hopes to do so by 

2010. Kim built both the even as the two-wheeler 

plants from scratch. maker prepares to set up 
And now, this Korean is manufacturing bases in 

preparing to renew his links | South-east Asia. Though 

with India. He is tipped to Kim is unlikely to take an ex- 


join TVS Motor as an adviser 
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ecutive posting, his knowl- 


MOVING 


R.A. CHANDROO 





swerable to their family 
for most of their expen- 
diture. But, at the same 
time, they are now being 
treated as equals by their 
husbands. 

Now the paradox: 
these women do not 
identify with the sophis- 
ticated career women 
and homemakers shown 
in most advertisements. 
Like one lady remarked: 
"Don't show corporate 
superwomen, show 
women like me." So, why 
didn't advertising go 
down this path in the 
first place? "Indian ad- 
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vertising has remained insular to a great extent," says Sharma. 
"We have not gone out to see how the other half lives. And our 
ads, by and large, show 'our' kind of people." Aspirations are 
important in advertising, he adds, but do these aspirations re- 
ally match up with the aspirations of the nine-to-fiver? 

These research findings throw up some obvious cues for 
the marketer. For instance, the following products should do 
well with the nine-to-fiver: branded food, products that help 
her take care of her children while she is away (e.g., milk addi- 
tives), and those that help her finish chores fast (e.g., cooking 
pastes). Marketers would do well to realise that while she does 
not take them on her own, she sure does have a say in most 
major decisions (e.g., in the purchase of consumer durables). 
Leo Burnett plans to use these findings for its FMCG clients. 

There are also plans to conduct similar studies on other 
consumer groups in their natural habitats. This could provide 


interesting insights into consumers lives. 
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edge of global automotive 
markets will stand TVS Mo- 
tor in good stead. 

TVS Motor is yet to an- 
nounce the finer details of its 
South-east Asian foray, but 
chairman and managing di- 
rector Venu Srinivasan has 
revealed that Vietnam and 
Indonesia are among the 
options being considered. 
This apart, Iran, too, may be 
on the radar, especially if 
TVS Motor can find a joint 
venture partner there. 

Kim is just about finish- 
ing work on Hyundai's 
$1-billion plant in Mont- 
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gomery, Alabama. Coming 
up on a 1700-acre site, the 
plant, complete with a 


stamping press and an en- 
| gine shop, is expected to 


produce 300,000 cars every 
year. The Sonata sedan and 
the Santa Fe sports utility ve- 


| hiclesaretwo key models 
| that will be manufactured 


there. Sources say this could 
be Kims last assignment for 
Hyundai as he will be retir- 
ing soon. But the TVS group 
will be more than happy to 
have him on board, even if 
only to pick his brain. w 
M. ANAND 
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he idea is interest- 

ing. Platform, a Rs 50 
monthly from Shruti Kapur 
was launched this month. 
Kapur is part of the family 
that owns the estimated 
Rs 300-crore Krishna 
Maruti Group, which makes 
auto interiors. At first 
glance, Platform looks like 
a visual arts magazine and 
that’s what it does best — 
showcasing photography 
and art pieces. But when it 
comes to reading, it is vi- 


platform ' 












sual gymnastics. : 
Matter is painfully m 
confined within lati. 
circles, angles, i. 
colours, pictures and lots of 
unreadable reverse which 
defy all principles of reading 
ergonomics. The collection 
of editorial ideas are invit- 
ing, but you give up as the 
eyes start protesting. There 
is definitely an attempt to 
be an offbeat creative arts 
and entertainment maga- 
zine with superb visuals and 
production quality. 

P.S.: Advertisers should be 
happy as there is little dis- 
tinction between an ad and 
the editorial page. 


BOUT a year back, In- 

dian filmmakers spent 
about £3 million filming in 
the UK. That galvanised 
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| several European countries 
_ into trying to get them to 


shoot the /atka-jhatkas in 
their countries. So, for ex- 
ample, Italy has tried to 
woo Indian filmmakers un- 
der the aegis of the Indo- 
Italian Chamber of Com- 
merce. Now it is the turn of 


| the Germans. Stuttgart, 


one of the largest wine- 
growing areas in Germany, 


_ has had a ‘twin-city’ rela- 


tionship with Mumbai since 


| 1968. The first Indian film 


festival was hosted by 
Stuttgart in July 2004 to 
"pay tribute to the cultural 
diversity of the Indian film 
industry". Oliver Mahn, di- 
rector of the festival, now 
wants to explore the possi- 
bilities of co-production and 
distribution of In- 
dian films in Ger- 
many. Why would 
anybody want to 
watch Indian 
films in Ger- 
many? Mahn 
points to Kal Ho 
Na Ho, which got 
three million 
viewers on a German chan- 
nel, as proof of the demand 
for Indian films. 


T is confirmed. GW Capi- 
tal has picked up a stake 


in Pramod Mittal's Music 


Broadcast Private Limited 
(MBPL). MBPL is the li- 
cense-holder for Radio City, 
a bunch of radio stations 
that Star India operates. 
The details of the deal are 
unclear; what is known is 
that the valuation was not 


| great. The deal was done 
| simply to keep Radio City 


going till the license fee im- 
broglio ends. € 
VANITA KOHLI-KHANDEKAR & 
JYOTI THAPA MANI 





The author is consultant 
editor of The Telegraph. 


A demo- 
cratic 
government 
should 
never have 
the power 
to levy 
arbitrary 
taxes 

on past 
production 








N THIS land of Jaya and Judeo, P. Chi- 
dambaram is a rare species — a politi- 
cian with a reputation unsullied. There 
was a little flutter ten years ago: his wife 
and he had bought into the equity of 
Fairgrowth Investments, an unquoted com- 
pany later taken over by the government in the 
Harshad Mehta affair. But the company has till 
now not been indicted of anything; and the 
custodian appointed in the matter has paid off 
its creditors: at any rate, he has returned all the 
money my wife had lent it. She has lost interest 
for ten years; she would not have lost it if the 
finance ministry had not taken over the com- 
pany. It need never have been taken over; it was 
just the undue zeal of the then finance minister 
that led to its untimely demise. 

It is a reputation that I am sure Mr Chidam- 
baram values — a reputation that can easily be 
lost in a moment of folly, and once lost, can 
never be regained. I believe that it is in danger, 
and that Mr Chidambaram needs to omit do- 
ing something — very soon — to rescue it. 

What he must not do is to let the ordinance 
issued by the law ministry on January 30 go to 
Parliament. Under the ordinance, the Central 
Government takes the power to make rules, in- 
cluding rules conferring the power to issue no- 
tifications with retrospective effect under those 
rules, to carry into effect the purposes of the 
Central Excise Act, 1944. This must alarm even 
those who know nothing about law. It means 
that if you produced something ten years ago, 
the government would take the power to tax 
you on it at a rate it decides today. That is not 
taxation; it is expropriation. It is a power no 
government ruled by law can or should have. 

Why does the government want such 
power? It has no intention — at least at the 
moment, at least this government — of expro- 
priating arbitrary amounts from unspecified 
producers, although that is what it wants to 
empower itself to do. It simply wants Rs 8.03 bil- 
lion from Indian Tobacco Company: it has col- 
lected Rs 3.5 billion under duress, and it wants 





by ashok v. desai . | | | Áo) | 


A blunder 
best buried 





another 4.03 billion. These sums are the excise 
duty the government thinks ITC evaded be- 
tween 1983 and 1987. ITCis alleged to have sold 
cigarettes at a higher price than the maximum 
retail price that it had printed on the cartons. Its 
case was that it did not sell them so; it was re- 
tailers who did so. That case was rejected by the 
Customs, Excise and Gold (Control) Appellate 
Tribunal, but accepted by the Supreme Court. 

Who was right? No one can decide without 
going through voluminous case records which 
are not in the public domain; and there is a 
chance that someone who did so may come to 
the governments conclusion, that ITC evaded 
tax — that it knew perfectly well that the retail- 
ers were overcharging, or that it recovered more 
than the maximum retail price from retailers. 

Even if it did, it would be wrong for the gov- 
ernment to make it disgorge these arrears, for 
three reasons. First, to do so the government 
wants to take power that it should never have — 
it should not be able to tax anyone with retro- 
spective effect. Tax rates should always be an- 
nounced in advance, and everyone should 
know what tax he will ever have to pay if he pro- 
duced something. It should never happen that 
one produced something today and knew only 
later what tax he would have to pay on it. 

Second, the Central Government must not 
overturn the Supreme Courts verdict in this 
case. It can be argued that the Supreme Court 
has given some pretty dumb judgments some- 
times. But this is simply not one of those cases: 
it is not obvious to a reasonably well informed 
common man that ITC evaded tax. The law laid 
down by the Supreme Court may sometimes 
have to be overturned by Parliament. But this is 
a judgment on facts, not on law. The Supreme 
Court has weighed the facts and come to a con- 
clusion; if ours is a constitutional government, 
it should accept that conclusion. 

And finally, Mr Chidambaram should scrap 
theordinance because he is himself — a man of 
honour, an officer of the law — and not just an- 
other Jaya or Judeo. E 
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Let the new Nokia 6260 give you an exciting new spin at work and at play. Match your 
fast paced lifestyle with its smartphone features. Be it business on the move or enjoying NOKIA 
your lighter moments with friends. The stylish Nokia 6260. Live, work and play smart. 6260 

E 
WORK in top form with Work Mode. m 
* Quickpoint & Quickword viewers 
* Bluetooth wireless technology 


PLAY with vibrance in Camera Mode. 
* VGA camera & video recorder 
* 65,536 colours active TFT display 


LIVE life to its fullest in Browse Mode. 

* Media-rich mobile browser & 
streaming capability 

* Java™ & Symbian applications 





For full specifications, please refer to www.nokia.co.in 


; 0303838* Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warranty is applicable only for 
Nokia Cere 2 83 phones imported by Nokia India Pvt. Ltd. #For assistance on Nokia products and services, call Nokia Care. Add STD code when dialling from a GSM connection. 











= ONTRARY to all rational 
advice, the provident fund 
rate for the last two years 
_g has been ratified by the fi- 
Yim” nance ministry at 9.5 per 
cent. Even n this year's PF rate has been 
fixed at 9.5 per cent. Some say the UPA 
government's trade-off with the Left — 
between raising the foreign investment 
limit in telecom and raising the PF rate 
— was worth it. But companies manag- 
ing their employees’ PFs themselves 
wouldnt agree with this politico-eco- 
nomic pragmatism. 

“Deciding the benefits independent 
of the earnings is not a healthy move. It 
is acceptable only if the government is 
willing to subsidise any shortfall that oc- 
curs across funds,” says Nihal Kothari, 
head (taxation) at Hindustan Lever, 
which has one of the largest company- 
managed funds in the country, with as- 
sets over Rs 1,000 crore. 

V.Y. Bedekar, senior manager (cor- 
porate tax) at ACC, one of the older com- 
panies to have its own PF trusts, says: 
“This rate is very difficult to sustain. We 
may manage to scrape through this 
year, thanks to some old high-coupon 
securities, but I dont know what would 
happen going forward.” 

Many old PF trusts like ACC's 
still have a large share (60 per 
cent for ACC) of their cor- 
pus with the govern- 
ment-run Special De- 
posit Scheme (SDS), 
fresh investments into which 
were stopped in 1997. The 
scheme was to return its cor- 
pus to the investors, but the 
government has been 
rolling it over instead. The 
principal is still locked and 
the interest now paid on 
the scheme is 8 per cent. 

"With the SDS interest 
rate not increasing, how 
can we make our invest- 
ments add up to 9.5 per 
cent?" asks Bedekar. He is- 
nt alone in this woe. Of the 3.44 lakh es- 
tablishments covered under the EPF Act 
of 1952, 2,564 now run their own PF 
trusts (See ‘Less are exempt...’). Though 
they form only a minuscule part of the 
total number, these funds account for a 









good third ofall PF contributions and al- 
most a tenth of the total number of em- 
ployees covered by the EPF Act. This 
means the exempt companies are, typi- 


cally, big employers with better-paid 
employees, as underlined in a paper 


written by Renuka Sane and Namrata 
Harishankar of the India Pension Re- 
search Foundation. 








What the higher 
rate means for 
companies 








ANTHONY LAWRENCE 
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Here aresome other issues Sat eee 
deliberation... 

MNC Brigade: ? MNCs have seen the 
perils of defined benefit pension plans 
from up close and most have made use 
of the extent of underfunding allowed in 
those plans in recent years, Since there 
seems to be no correlation between 
earnings and payout rates in India, they 
are beginning to worry. 

“A guaranteed return is nothing but 
a defined benefit,” says a chief financial 
officer at an MNC. Though managing 
PF money in-house is more cost effec- 
tive to companies (they pay only 0.18 
per cent of the contributions as fees to 
the EPF Organisation, as opposed to 4.4 
per cent if the EPFO were to manage the 
money), with the government acting in 
such fashion, some CFOs think it makes 
sense to hand over the funds to the 
EPFO. The fiduciary responsibility 
wouldnt be a headache then. 

Interestingly, this is creating a dis- 
cord between the human resources and 


finance departments in many compa- 


nies. Personnel managers are keen that 
the PF remains in-house, as getting 
money out of the EPFO will bea night- 
mare for employees. Though the trend 
hasn't yet tilted this way or that, the mo- 
entum towards shedding responsibil- 
ityis likely to gain this year, thanks 
„t0 the 9.5 per cent promise. 
 Defaulters Inc.: Of the 
2,564 exempt PF trusts in the 
country, almost half are lo- 
cated in West Bengal (25 per 
cent), Maharashtra and Kar- 
nataka. It is not surprising then 
that West Bengal also has the 
highest number of default- 
ers, accounting for Rs 289 
crore of the Rs 613 crore 
. due from exempt funds. 
And though, over the 
. years, the number of ex- 
 empt companies has been 
falling, the number of those 
who have been paying less 
than the benchmark rate or 
not declaring at all has gone 
up dramatically (See '... But 
More Are Paying Less’). This year, 
the number of defaulters will increase 
for sure. By the way, some of the default- 
ers are very familiar names — HMT, 
Maruti Udyog, Binny Mills, Indian Oil, 
Ballarpur Industries, CMC, ONGC... 

















Bond Blues: HMT stands apart from 
the rest of the companies on the list — 
not only is it defaulting on its PF contri- 
butions, it’s also defaulting on the bonds 
it has issued with Central government 
backing. For a while now, HMT has not 
paid interest to the PFs who had in- 
vested in its bonds. Another Central 
government firm, Instrumentation Ltd, 
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has gotten into a similar trouble. The | 
| Industrial Corporation of Uttar Pradesh 


ministry of heavy industries has, appar- 


ently, written to the finance ministry for | 


help, but there has been no reply yet. 


The cup of woes for PFs, for whom it 


has been mandatory to invest in public 
sector and state government debt, is 
| likely to brim over as more of the high- 


cost debt raised in the mid-1990s starts | 





... But more are p ayin open 


More companies are paying below th 
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. PROVIDENT FUNDS 
maturing. Recently, when Pradeshiya 


bonds came up for redemption, it 
agreed to redeem bonds of only those 
trusts that agreed to waive the interest 
for two years. The 9.5 per cent rate will 
get such trusts farther from reality. 

New Imperatives: Just before the 9.5 
per cent rate was announced, the gov- 
ernment eased some investment norms 
for PFs. They can now invest up to 5 per 
cent oftheir new corpus in equities (and 
up to 10 per cent in equity mutual 
funds). Most PF trustees aren't thrilled at 
this, since they don't have the expertise 
to manage equity investments. 

Moreover, they can only invest in 
companies whose debt has an invest- 
ment grade rating from two agencies. 
Meant to be a safeguard against junk 
bond investments, this may be counter- 
productive. For example, since Infosys is 
a debt-free company, PFs can’t invest in 
it. Also, since most top companies now 
dont raise debt locally, they may not 


bother to get rated by two agencies. This 


leaves the second-rung companies that 
cant raise money overseas. Another 
change is that PFs will now be able to 
hold a part of their portfolios for trading 
— earlier, they had to hold till maturity. 

"Ambiguities still abound on these 
two moves," says Amit Gopal of PF in- 
vestment advisory, India Life Capital. 
"The best move is allowing PFs to use 
the Collateralised Borrowing and Lend- 
ing Obligation (CBLO) mechanism. PF 
money management has a lot of ineffi- 
ciencies, with short-term surpluses ly- 
ing idle. The CBLO will allow them to 
take lending positions in the short term. 
It can be a very potent tool." 

Even the freeing up of investment 
vistas seems to have been a rushed deci- 
sion. There are no systems in place to 
ensure smooth running of the funds un- 
der this regime. The role of PFs' govern- 
ing trustees and their liabilities is still 
unclear. To prevent an Enron-like fiasco, 
there needs to be a clause prohibiting 
trusts from investing in their own com- 
pany stocks. PFs will also need expert 
advice and custodians to deal with their 
stock investments. But a nexus between 
desperate (for higher returns) trustees 
and financial intermediaries is the more 
likely reality in an unregulated environ- 
ment. For more on that, read 'The Hole 
In The Middle on page 52. E 
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DILEEP PRAKASH 





Scott G. McNealy, 
chairman & CEO, 
Sun Microsystems 


RENDS are seldom heralded 
by dramatic beginnings. Yet, in 
the case of the computer in- 
dustry, radical developments 
are ushering in a new era in the 
way companies define and 
manage intellectual property (IP). 

First it was IBM and two weeks later, 
Sun Microsystems. Both have broken 





with convention and released a stream | 


of patents into the open source commu- 
nity. It is a clear shift in corporate IP 
practices that is aimed at fostering inno- 
vation — and enhancing profits. 

Open source relies on the contribu- 
tion of thousands of individual develop- 
ers to make software that remains in the 








public domain. Such programs are 
copyrighted, but only to ensure that 
these remain free and are available to 
anyone who wants to use it. 

IBM has pledged 500 patents that 
cover a range of software from e-com- 
merce, storage and image-processing to 
databases and networking to individu- 
als and groups working on open source. 
These patents will form the basis of an 
industry-wide ‘patent commons’. Such 
a platform, it hopes, will further innova- 
tions in information technology. The 
pledge was made on 11 January. 

Two weeks later, Sun Microsystems 
gave the global open source community 
access to more than 1,600 patents in a 


PEN 
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move that it described as the largest sin- 
gle grant in patent history. Sun's patents 
are associated with its operating system, 
Solaris, and cover the entire spectrum 
from kernel technology and file systems 
to network management. Sun gave de- 
velopers free access to the patents un- 
der its Common Development and Dis- 
tribution Licence (CDDL). The Santa 
Clara (California)-based company is 
hoping to play a leadership role in set- 
ting the framework for a globally recog- 
nised patent commons. 

Critics of the patent regime are, 
of course, delighted. Internet guru 
Lawrence Lessig, Stanford Law School 
professor and founder of its Centre for 
Internet and Society, was quoted as 
saying: “It is IBM making good on 
its commitment to encourage a differ- 
ent kind of software development and 
recognising the burden that patents 
can impose.” 

The move, according to some IP an- 
alysts, has also punctured the myth that 
patents alone can foster innovation. 
Lawrence Liang, head of research at the 
Bangalore-based Alternative Law Fo- 
rum (ALF), says: "The myth that patents 
foster innovation has collapsed and 


Samuel J. Palmi- 
sano, chairman 
& CEO, IBM 


IBM and Sun Microsystems 
have freed up several 








hundred patents. Is this 
the beginning of a radical 


trend’? By Latha Jishnu 


there is more than enough evidence, 
both historical and contemporary, to 
support this.” (See ‘The Public Domain 
Is A Critical Issue’.) ALF has been en- 
gaged in a long-term research project 
on IP and the public domain. 

The IBM release is considered signif- 
icant because the computer giant is 
the largest patent holder in the world 


with about 40,000 active patents, half of 


them for software, which are believed to 
fetch it around $1 billion in royalty. In 
2004, it was granted 3,248 patents — 
way ahead of the second-ranked Mat- 
sushita Electric of Japan which collected 
1,948 patents. For the fourth consecu- 
tive year, IBM had obtained more than 
3,000 patents. It is the only company 


with such a huge annual tally but, 
perhaps, not so surprising since it 
claims to invest approximately $5 bil- 
lion annually on R&D. 

IBMS past contributions to open 
source — it gave Cloudscape, a database 
program which it says cost $85 million 
to develop, to an open source group 
in 2004 — have gone primarily to pro- 
jects for developing Linux, which it 
backs in a big way. However, the latest 
release of patents is not project-specific 
and offers access to over a dozen 
categories of IT, which is the reason why 
champions of the public domain, like 
Lessig, are excited. 

With Sun following this up with its 
‘historic’ contribution, it would appear 
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DEBATE 


SOFTWARE PATENTS 


that interpretation of patents and inno- 
vations are being sharply redefined, at 
least in software. And both companies 
have emphasised that this is not a one- 
off gesture. John Kelly, IBM’s senior vice- 
president (technology and IP), says that 
the company will increasingly use 
patents to encourage and protect global 
innovation and  inter-operability 
through open standards. Sun, for its 
part, has promised that its newest tech- 
nologies would be available under its 
CDDL open access programme. 

Bickering within the open source 
community over the different licensing 
procedures has tended to overshadow 
Sun Microsystems’ offer, which the 
company contends “eclipses any other 
vendor's contribution”. The problem is 
that the CDDL is slightly different from 
the General Public Licence used 
by the community. So critics like Rich- 
ard Stallman, founder of the Free Soft- 
ware Foundation, crib that the CDDL 
imposes certain conditions unlike the 
General Public Licence. All the same, he 
is hopeful that “Sun will eventually 
give substance to its words, and make 
this step a real one 
like IBM's.” 

For the anti-patent 
lobby, the bigger vic- 
tory has been the stun- 
ning defeat of the pro- 
posal to introduce 
software patents in Eu- 
rope. Last week, the Le- 
gal Affairs Committee 
of the European Parlia- 
ment voted 19-2 to 
restart the legislative 
process and seek a rewrite of the Euro- 
pean Commissions proposed Com- 
puter Implemented Inventions Direc- 
tive, as the software patents law is called. 

The vote is stunning because it was 
within a whisker of being approved, 
specially since it came on the heels of a 
diplomatic sortie by Microsoft chief Bill 
Gates. Microsoft, which has been vigor- 
ously filing patents in recent months, 
had been campaigning to tighten Euro- 
pean law on software patents. Gates had 
visited the European Parliament to 
meet MPs who were examining the sen- 
sitive software IP issues. 

The anti-patent lobby, which is de- 
termined not to allow the US patent sys- 
tem to be replicated in Europe, is clearly 


depth 





LAWRENCE Liang is a lawyer working 
with the Alternative Law Forum in 
Bangalore where he heads a long-term 
research project on ‘Intellectual Prop- 
erty and the Public Domain: He was a 
Research Fellow at the Piet Zwart In- 
stitute in 2004, and has written books 
that are available online. In an inter- 
view with BW' Latha Jishnu, he ex- 
plains why we need to look at IP from 
the public domain perspective. 


Is there is a changing perception 
in the West that patents do not 


always encourage innovation? 
Absolutely. More than the developing 
world, it is in fact countries like the US 
which are feeling the impact of an ex- 
cessive patent regime. Take software. 
With more than 30,000 patents being 
granted a year, developers are realis- 
ing that it may not be worth their 
while to develop new software. 


What are the broad trends you 
discern in the IP debate? 
There are two ways in which we can 
look at the situation. One, the myth 
that patents foster innovation has col- 
lapsed. And there is more than 
enough evidence, both historical and 
contemporary, that supports this. 
The other is to de-link innovation 
from patents. The mistake we make 
while thinking of innovation and 
creativity is to think of them as value 
neutral terms. They are not; they have 
to be linked to some idea of the public 
good and greater benefit of the 
aam aadmi (common man). When 
looked at through this prism, one 
sees great levels of innovation which 
do not necessarily reside within the 


elated by the vote because it is almost 
unprecedented for such a high-profile 


piece of legislation to be sent back to the | 


drawing board. But the battle against 
software patents, say campaigners, will 
be along one. What they have gained is a 
respite because the process to sort out 
the issue could take years. 

Will all this have a major impact on 
the patents regime? Both IBM and Sun 


are hopeful that their lead will be taken | 


up by other companies. Stallman is ex- 
tremely sceptical. “We can be quite sure 
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domain is a 
critical issue’ 


framework of the law. 


Has this helped to steer the de- 
bate in a new direction? 

In recent years, a critical awareness 
has emerged in the US and Europe 
about the dangers of an IP system 
that expands without any checks or 
balances. This can broadly be termed 
as the ‘public domain’ debate on IP. 
We ( ALF) were also interested in re- 
sponding to this debate and seeing 
how it shapes up in countries like In- 
dia, Brazil or China which are marked 
by sharp social inequalities. 


Why did you feel this perspective 
was necessary? 

The usual media coverage of IP is 
framed within a protectionist model 
that uses a language of criminality 
and creates moral panic around the 
levels of ‘piracy’ around us. There is 
very little that is analysed in terms of 
the larger public interest that may be 


that not all large patent holders will do 
this. In fact, there is one company with 


lots of patents that surely won't take | 
such a step. That is Microsoft, which | 
| produce anything; they only suck the 
Although he does concede that | 


says it is our enemy.” 


some other large companies might take 
similar steps, his point is that these steps 
would be of limited use. The bigger 


threat, warns Stallman, is not from the | 


big companies that hold the patents but 
from what he terms patent parasites: 
“companies whose sole assets are 
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served by such acts of ‘piracy’. Under- 
lying these narratives are ideas of the 
stability of property forms and prop- 
erty regimes despite other changes, 
such as technological, that may be 
taking place. At every stage in history 
when there is a transition in the prop- 
erty form, huge social conflicts arise. 


What kind of social conflicts are 
you referring to? 

These are tensions that arise when a 
new mode of technology challenges 
the earlier definitions of property. 
This has a much older history starting 
from the print revolution. Instead of 
recognising that a new technology 
will change the rules of property, the 
law assumes that the older rules will 
suffice. It attempts to do this by tam- 
ing the technology instead. Thus, for 
instance, when the VCR was invented, 
Universal Pictures attempted to have 
the VCR outlawed since it enabled 
people to record programmes and 
violate copyright. 

This tension between low-cost 
technology and the owners of content 
has moved to Asia in a big way, where 
it has acted as a price corrective. But it 
is not merely a battle between users 
or pirates against the big music/film 
company. Even within the corporate 
structure, fissures are beginning to 
show. Take Sony which is in the busi- 
ness of manufacturing CD writers, 
blank CDs, etc. They advertise their 
products with statements such as 
Burn, Copy. However, they are also 
the owners of Tristar Entertainment 
which, of course, objects when their 
movies are burnt or copied, even if it 
is on Sony CD writers and Sony CDs! 





patents, and whose only business is 
threats." These are companies which 
buy up patents and make it their main 
business. “Patent parasites don't really 


blood of those who do. As regards their 
choice of victims, they have the scruples 
of a mosquito, so you're only safe if they 
don't think you're worth biting." 

For the rest though, the IBM and Sun 
initiatives have opened up a new space 
—not merely in the debate on patents, 
but for creating a patent commons. W 


“How would you like a slice of an industry that is growing at 
| 4096 annually? An industry that will be well worth over one billion. 
aes dollars in 2005. In India alone. 


‘We’ re a Dubai-based conglomerate operating a range of Quick - 
Service and Fine Dining restaurant formats. With Indian/T: andoori,' 
Chinese, Italian, Thai, Japanese and Mongolian. menus. . 


We are currently seeking entrepreneurs with or. without experience in 
the business to expand our concepts throughout India with a — 
m -focus on Mumbai, Bangalore and the NCR triangle. 


Af you are interested, attend our Franchise Opportunity Seminars in 
| Mumbai, Bangalore and Delhi 


from March 18th - 21st. 


Log on to www. hotbrandsinternational. com 
and fill in 1 your seminar enrolment form. 
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The mammoth 
spending machine 





The author is the founder 
of CERG Advisory that 
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advisory services. He can be 
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The 
Budget is 
about a 
gigantic 
spending 
machine 
that runs 
way faster 
than the 
sputtering 
earnings 
engine | 














HE Central governments 'Budget 
At A Glance contains two pie 
charts — one which says 'The Ru- 
pee Comes From' and the other, 
‘The Rupee Goes To. If you look at 
the expenditure chart for 2004-05, you will see 
that non-Plan expenditure is budgeted to ac- 
count for 69.5 per cent of total spending. 

I have always found this ratio misleading. 
Suppose you were not the sovereign and did 
not have the right to either print money or bor- 
row ad nauseum, how would you look at the in- 
come-expenditure equation? You would bal- 
ance your various expenditures against your 
income. When you do that for the Central gov- 
ernment, the story becomes pretty alarming. 

Total revenue (net tax receipts to the Centre 
plus non-tax revenue) for 2004-05 was esti- 
mated at Rs 309,322 crore. Of this, interest pay- 
ment on past debt will account for 42 per cent; 
defence will take up another 25 per cent; subsi- 
dies are expected to gobble 14 per cent; grants 


to states and Union Territories 6 per cent; and | 


pensions to Central government employees, 
excluding the Army and railways, another 5 per 
cent. These five items will blow up 92 per cent 
of the Central government's revenues. Today, 
revenues can no longer finance even non-Plan 
expenditure, leave aside outlays on Plan heads. 
The Budget estimate of non-Plan spending for 
2004-05 is Rs 332,239 crore, which happens to 


be 7 per cent more than the expected revenue | 


receipts of the Central government. 

This has worrying implications for the long- 
term health of the nation's exchequer. What it 
means is that the government's expenditure on 
unproductive non-Plan heads is so high, and its 
revenue collections relatively so low, that it has 
to constantly borrow and print money to fi- 
nance Plan outlays, especially those needed for 
building critical infrastructure. 

Faced with such a situation, any responsible 
individual or corporation would do everything 
possible to eliminate each head of needless 
expenditure. The sovereign — especially one 

















represented by an unwieldy coalition govern- 
ment — cant do that. There is very little room 
for manoeuvre. Interest payments reflect past 
profligacy, and there is nothing much that the 
government can do about them, except to issue 
new paper at lower interest and, hence, mar- 
ginally reduce the average cost of debt. 

Defence of the realm has been considered 
non-negotiable and beyond the pale of debate. 
Given this government's preferences and the 
pressures from the Left, one cannot see any sig- 
nificant cuts in subsidies. There are also de- 
mands for new heads of expenditure such as an 
extra Rs 19,000 crore in 2005-06 for the Employ- 
ment Guarantee Scheme or an additional Rs 
50,000 crore that the Left wants to implement 
the Common Minimum Programme. In such a 
milieu, there is not much that Chidambaram 
can do to reduce non-Plan outlays. The govern- 
ment will have to continue to borrow to finance 
infrastructure, and pray that there will be more 
projects funded by the private sector. 

Of course, a way of mitigating this problem 
is to raise revenues. We have often heard that, at 
10.2 per cent, the Central tax-to-GDP ratio in 
India is far too low, and that it is possible to raise 
it to around 12 per cent through greater com- 
pliance and widening the tax net. Again, I am 
not so convinced. For one, agriculture is consti- 
tutionally outside the ambit of income-tax; and 
if we net agriculture out, the tax-to-GDP ratio 
already rises to 11.6 per cent. Further, given the 
way the revenue administration actually runs, I 
am not sure how much more can be squeezed 
by better compliance. Moreover, divestment 
seems to be a 'no-no' — and there isnt much 
that Chidambaram can hope for on that front. 

So, that's where we are: huge non-Plan ex- 
penses of a bloated government that is eating 
into our ability to finance infrastructure; and 
not much hope of raising the revenue-to-GDP 
ratio. A mammoth spending machine that is 
sought to be supported by a sputtering earn- 
ings engine. Hats off to the finance minister for 
the courage to take up this job! E 
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Higher utilisation, lower costs. That's the advantage Virtualisation by HP gives your DataCentre. Because it 
enables you to maximise capacity utilisation by pooling and sharing your IT resources. In fact, your IT 
resources will be allocated dynamically, and automatically, across various applications. 





HP offers a choice of tools like Goal-based Work Load Manager, Hard and Soft Partitioning, Process 
Resource Manager, StorageWorks Virtual Array to instantly add capacity and seamlessly move resources 
across applications. All this without compromising the other key attributes of an agile DataCentre: 
Standardisation and Manageability. 


| HP also provides you with a wide range of DataCentre specific services such as consultancy, design, 
| modelling, implementation and operations enabling you to focus on what really matters: your customers; 
| not your DataCentre. 


Customers like Bombay Stock Exchange and Bajaj Allianz Life Insurance are already using the Virtualisation 
principle to improve utilisation of their DataCentre resources. Are you? 
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VERY other month, 37-year-old Murali Aravamu- 
dan does what US entrepreneurs setting up devel- 
opment centres in India usually do: catch a flight to 
Bangalore and hire engineers. Veveo.tv, his six- 
month-old, Massachusetts-based start-up, is de- 
veloping an IP-based platform that will enable the 
transfer of video clips over IP networks. It will allow 
television viewers in, say, the US to watch a channel from the 
UK or Saudi Arabia through his broadband connection. All 
par for the course, except for one interesting fact: the decision 
to base 95 per cent ofVeveos core development work in India 
was taken even before the firm was created. 

Veveo is among a batch of five US-based start-ups that are 
being incubated in Bangalore. Usually, tech start-ups in the 
US tend to relocate up to 50 per cent of their R&D workto India 
after a couple of years of operation. But not these five start- 
ups. They were incorporated as US companies, in and outside 
Silicon Valley, less than six months ago. And they plan to do 






























almost all their product development out of India, except i nan 

maybe some concept design. What is more, these start-ups SILICON VALLEY BANK 

work with cutting edge technologies. In fact, some of the next Ash Lilani, head (global sales 
generation technologies, especially in the wireless space, that X marke tin g) : 















will hit global markets in the next three to four years could well 
be born and fashioned in Indias Pub Capital. 

The arrival of these start-ups could well coincide with a 
string of recent developments in Silicon Valley that suggest 
that the epicentre of control in the tech world could be shifting 
to Asia. But that's the future. And more on it later. First, let us 
find out how these five start-ups got here? The answers to that 
question lie on the top floor of a spanking new building on 
Brunton Road in central Bangalore. 

Beyond the 
chrome-and-glass 
reception area is a dis- 


NAMAS BHOJANI 


play symbolic of California: more than a dozen wine bottles 
from Napa Valley — mellow reds and dry whites — line the left 
side of along corridor. A row of 10 cabins run down the oppo- 
site side. This is the Silicon Valley Bank's (SVB) four-month-old 
India office — the banks first in Asia. Since October 2004, 10 of 
Silicon Valley's most influential venture capitalists (VCs) have 
taken up residence in those cabins. SVB's Bangalore head- 
quarters is informally referred to as Sandhill East. "Sandhill 
Road is home to the majority of VCs in the US and California," 
explains Ash Lilani, head (global sales and marketing), SVB. 
Take a look at whos here. Norwest Venture Partners' man- 
aging partner Promod Haque is a frequent visitor. Two Nor- 
west portfolio companies, one of which is Veveo, are being in- 
cubated on the premises. Theres Dinesh Vaswani, who 
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represents Bessemer Venture Partners, one of the Valley’s old- 
est VC firms. Mobius Venture Capital’s managing director Rex 
Golding was in residence briefly last December. Mumbai- 
born Shirish Sathaye, general partner at Matrix Partners, was 
here in October just after the bank opened shop. He plans to 
be back later to take a closer look at potential entrepreneurs in 
the wireless space. 

These firms and six more signed up with SVB last year to 
use the Brunton Road facility as a springboard to enter the In- 
dian market. In the Valley, these funds have had a distin- 
guished track record of successfully betting on emerging tech- 


nologies. “If you look at the Valley 21 years ago, [it] was kind of | 


where Bangalore is today. In the early 1970s, venture capital 
was just beginning, companies were starting out and people 
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were beginning to take risks,” says Lilani. 


T the height of the dotcom boom, between early 1998 and 
late 2000, US venture capitalists pumped in close to $1 bil- 
lion into India. Much of that money had to be either written off 
or is still being recovered. Many of the top-notch VC firms that 
set up operations then — Draper, Chase-Indocean, Carlyle, 
Chrysalis Capital and eVentures — have either withdrawn 
from India or morphed into private equity investors. Today, 
only two home-grown VC firms play in early-stage technology 
deals — JumpStartUp Fund and WestBridge Capital Partners. 
The arrival of the VCs at the SVB facility marks the return of 
the tribe to India. There is an important difference this time 
though. At its core, Silicon Valley is essentially an amalgam of 
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money, men and ideas. It is this ecosys- 
tem that has been missing in Bangalore. 
What this new band of VCs is trying to do 
is knit together such an ecosystem, 
which will bring venture capital and the 
appetite for risk back into the market. 
The objective: to create an environment 
that will encourage fresh tech entrepre- 


neurs to bring ideas to the deal table — | 


much like the ecosystem many of these 
firms helped create in the Valley two 
decades ago. Of course, none of this 
would be possible without critical sup- 


port systems like legal and accounting | 


experts and banking services that focus 
on early-stage, VC-backed companies. 
Since it doesn't have a licence yet, 
SVB has tied up with Standard Char- 
tered Bank in India to cater not only to 
the local needs of its clients from the Val- 
ley but also, in time, to help finance lo- 
cally groomed start-ups. Then there are 
the legal experts. Mumbai-based law 
firms Nishith Desai and Associates and 
Amarchand Mangaldas have been fo- 














cusing on the cross-border space for the 
last couple of years. They have offices in 
the Valley too. In addition, Valley-based 
legal firms like Wilson Sonsini have also 
started using the SVB office here. Tradi- 
tionally, in the Valley, lawyers have been 


a critical link in the whole process. Law | 


firms can actually be a source of deal 


flow because entrepreneurs go to law | 


firms first. They are, therefore, often in- 
strumental in building the initial trust 
between the VC and the entrepreneur. 
However, no money from the $20.8- 
billion corpus that these 10 VCs control 
globally will begin to flow in till this 
ecosystem falls in place. Over the last 
four months, though, there have been 
indications that the plan to recreate the 
Valley in Bangalore is progressing well. 





But why are these VCs shifting their | 


focus from the Valley to Bangalore? 


O answer that question, we need to 
go back a bit in history. The dotcom 
bust was followed by a recession in the 
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VCs at Menlo Park 
3,000 Sandhill Road, Menlo Park, California: Home to 
the US venture capital community. Some of the first 
batch of Silicon Valley VCs who have taken up 
residence at ‘Sandhill East’ in Bangalore 


US economy, and companies cut back 
on IT spends. This was followed by a 
slowdown in the telecom sector as 
many big operators turned belly up. 
“When the industry began to emerge 
from these crises around 2002, one of 
the things that dawned upon everyone 
was that the exit valuations of compa- 
nies had dropped. The new world was 
different,” says Norwest's Haque. 
During the boom, the average in- 
vestment that a Valley start-up could ex- 
pect from a VC was $100 million. That's 
because the average exit valuation was 
$1 billion. After the slowdown, exit valu- 
ations had dropped to $100 million-200 
million. That became the new bench- 
mark for a good exit. “If you spent $100 
million to build a company and sold it 
for $150 million, that wasn't very good. I 
have to make six to seven times my 
money," 
says Haque. So 
VCs had to build 
companies with just 









SHIRISH S. SATHAYE, general partner, 
Matrix Partners " 

Funds under management — $1.5 billion 
Funding stage — Seed to early stage 
($100,000-10 million) 

Sectors — Wireless, software, serniconduc- 


tors, storage & communications equipment - 


Portfolio Successes — Apple Computer, 
Veritas Software, Tivoli Software, Sycamore | 


YOGEN DALAL, MD, Mayfield Fund — 
Funds under management — $2 billion 
Funding stage — Seed to early stage — 
($1 million-3 million) 

Sectors — Enterprise software, consumer 
services and communications 

Portfolio Successes — 3Com, Silicon | | 
Graphics, Genetech | 


ASH LILANI, head (global sales and market- 
ing), Silicon Valley Bank 


MARK SHERMAN, general partner, Battery 
Ventures 

Funds under management — $2 billion 
Funding stage — Early stage ($5 million-25. 
million) | 

Sectors — Application software, network and 
wireless infrastructure, semiconductors, 
media and content — ' 

Portfolio successes — Pixelworks, Banyan 
Systems, SigmaTel | 


DINESH VASWANI, entrepreneur-in-resi- 
dence, Bessemer Venture Partners | 
Funds under management — $1. billion 
Funding stage — Seed to early stage 

($1. million-10 million) 

Sectors — Biotech, communication services 
& software, data security, optical, healthcare 
Portfolio successes — Verisign, Cascade 
Communications, Gartner 


STEVE KRAUSZ, general partner, US Venture 
Partners 

Funds under management — $2.8 billion 
Funding stage — Seed to early stage —— 
Sectors — Internet, communications soft- 
ware, semiconductors, medical and con- 
sumer products 

Portfolio successes — Sun Microsystems © 


RAJEEV BATRA, principal, Mobius Venture 
Capital 

Funds under management — $2.5 billion 
Funding stage — Early stage to mezzanine 
($2 million-5 million) 

Sectors — Communications and services, 
enterprise application software, healthcare 
-Portfolio successes — Atreus Systems, 
Evant, Stratify 


PROMOD HAQUE, managing partner, 
Norwest Venture Partners 

Funds under management — $1.8 billion 
Funding stage — Early stage 

($3 million-10 million) 

Sectors — Enterprise software and 
communications 


Portfolio successes — PeopleSoft, C2C (Asia | 


Pacific submarine cable system) 
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$20 million-25 million, and stay in busi- 
ness; and start-ups which wanted VC 


money needed a business plan that fo- | 
_ ufacturingis now being done in this part 


cused on cost efficiencies. 
But in the aftermath of the down- 
turn, the Valley had become an expen- 


sive place to do business in. "Salaries | 


and real estate prices had escalated 30- 
40 per cent during the tech boom. The 
downturn brought down salary levels 
but real estate prices remained high. 


Only 19 percent ofthe population in the | 


Valley can actually afford a house,” says 


Sathaye. The downturn also causedan |. 
_ exodus of talent from the Valley, leading | 
_ toashortage of skills. A good percentage - 


: these were Indian immigrant work- 


s. “H1-B visas were not being re- | 
apu. California became an expensive | 


place to live in. At the same time, India 


began to offer more challenging jobs, so - 


people came back,” saysLilani. - 
VCs and start-ups were now looking 


to build their products more cost-effec- 


tively and reach the market on time. 


And the very factors that made Silicon 
. Valley drop out of the VCs' radar also 


helped India fly into it. "Product devel- 


opment required one-fourth the invest- 


ment in India," says Ashok Narasimhan, 
chairman and co-founder, July Systems. 
July was among the first Silicon Valley 
start-ups to experiment with the US-In- 
dia cross-border model. Last August, it 
raised $10 million in third round fund- 
ing from a consortium of US and Indian 
VCs, which included Charles River Ven- 
tures, WestBridge Capital Partners and 
JumpStartUp Fund, NeoCarta Ventures 
and Silicon Valley Bancshares. 


Also, since 2001, the return oftheim- | 
| migrant IT workers had helped India 

| build up a million-plus talent pool. 
| Rough industry estimates put the num- 


ber of US-returned IT professionals now 


working in India at 35,000-45,000. 


Around the same time, another fac- 
tor with far more long-term implica- 


| tions was coming into play: many of the 


start-ups in the Valley realised that the 


markets for their products were shifting 


to the East. Though the US and Europe 


| still remain the largest consumer mar- 


kets for technology products, emerging 


| economies like China, India, Taiwan 
| and South Korea were fast becoming 
| large markets by themselves. 


While IT companies see India as a 


| potential market in itself, it is also in- 
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; market, has 15 per cent of its engineers 


. VENTURE CAPITALISTS - 


creasingly being positioned as a hub for 


go overseas over a period of time." 2 
_ According to Matrix's Sathaye, over 


| which this ecosystem will evolve is 






















accessing these local markets. That is 
because 90 per cent of the world's man- 


of the world. Indian technology start- — 
ups like Ittium, Fedtec and Epigon are - 
currently in the process of expanding ..- 
their front-end presence in the Asia-Pa- 
cific. Several Asian tech multinationals | 
already use India as a product develop- 
ment base. Chinese networking giant. . 
HuaWei, which currently clocks $7bil- ' 
lion-8 billion in revenues in its home ` 


in Bangalore. Says Bessemer's Dinesh — . 
Vaswani: “Today, you canthinkofcreat- ^ 
ing a tech company that is focused on 
the Indian market, hone your skills and : 


the next 10-15 years, global technology © dix 


innovation will revolve around thewire- | 


less space — from infrastructure to ap- ` 
plication to services. India will not only 
emerge as a huge market but a lot of 
product innovation that is done for In- 
dia will also go global. "ARPUs (average 


. revenues per user) in India are so low 


that the innovation rate has to be higher 
to bring costs down. India could emerge 
as a huge test bed for global wireless 
products," says Sathaye. Matrix is cur- 
rently investing the $500-million Matrix 
VII fund in India. 

However, recreating Silicon Valley in 
Bangalore isn't going to be a cakewalk. . 


For one, Silicon Valley's VCs themselves 


don't know the terrain in India well. - 
"Most of them don't know what they 
want to do in India,” says Lilani. | 
How, then, will the ecosystem be - 
stitched together? The pivot around 


SVB's headquarters in Bangalore. 


OUNDED in 1983 by a team ofex- 

managers from Bank of America, 
SVB’s mandate was to bankroll young 
tech start-ups in Silicon Valley. Except 
that the mandate actually went well be- 
yond opening a bank account and ex-  . 
tending credit. Over the years, it has — 
morphed into a networking machine 
that helps entrepreneurs hook up with 
lawyers, accountants and, most impor- 
tantly, venture capitalists. 

A few years ago, the bank decided to 
diversify its business risks and expand  . 
into other tech hubs in the world. Soin . 











tory = 


1998, Lilani was sent to India to lay the 
ground for a US-India forum that would 
bring Silicon Valley VCs and Indian tech 
entrepreneurs together. The result was 
an SVB-led reconnaissance mission by 
20 of the Valley’s top VCs to India in No- 
vember 2003 (See “The New Moneymen 
From Silicon Valley’, BW, 2 
February 2004). This was 
the first step in setting up 
a venture capital hub in 
Bangalore. Then, in Octo- 
ber 2004, the bank invited 
its West Coast clients to 
take up residence at 
Sandhill East. Lilani ex- 
pects two more VCs to 
join the 10 who have al- 
ready signed up for India. 

“This is a three-year 
commitment. It’s not rent 
or sub-lease. It is more of 
a service consulting con- 
tract,” says Lilani. This commitment im- 
plies two things. One, the VCs will use 
the SVB facility to help their portfolio 
companies, both old and new, move op- 
erations to India. Some of these will be 
relatively mature companies that will 
relocate a part of their existing R&D op- 
erations, mainly to Bangalore. Here, 
SVB’s primary role will be to facilitate 
tie-ups with local vendors, help finalise 
office space and hire engineers. But its 
role as a catalyst will be magnified with 
respect to new start-ups like Veveo, 
which are looking to start R&D opera- 
tions from day one in India. 

In October, when Veveo'Às Aravamu- 
dan decided to make a trip down to 
Bangalore to look for people and office 
space, Norwest's Promod Haque sug- 
gested he use the SVB facilities. "The 
only reason I thought I was going to use 
the facility was as office space," says Ar- 
avamudan. He soon discovered there 
was much more to it. SVB's local team 
set up meetings with local recruitment 
firms and real estate agents. For the first 
one month of its operation, Veveo 
worked out of the SVB facility, inter- 
viewing candidates for its core develop- 
ment team and negotiating rates for of- 
fice space. SinceVeveo had already been 
incorporated in the US, it did not re- 
quire the usual legal counselling that 
start-ups need. But legal firms Nishith 
Desai and Wilson Sonsini did counsel 
the firm when it came to negotiating 

















Indian American cross-border entrepreneurs 


From Palo Alto to Santa Clara, Indian-American entrepreneurs have been an 
essential part of Silicon Valley's unique culture of making money out of ideas. 
Today, these entrepreneurs, many of who left India in the early 1980s to create 
successful US product companies, are retracing their paths to India. In time, they 
plan to replicate the same success in Bangalore. 


billion. 


NAMAS BHOJANI 


Mobius and Battery. 


Gururaj Deshpande, chairman and co-founder, 


Sycamore Networks 


The Boston-based serial entrepreneur sold his first 
start-up, Cascade Communications, for $3.7 billion in 
1997. He went on to co-found Sycamore Networks, 
which develops fibre optic-equipment. Sycamore de- 
buted on the Nasdaq in October 1999 and posted a 
market capitalisation of $14.2 billion on day one. 
Deshpande's networth today is estimated at over $4 
billion. He has now taken to his second role as angel 
investor and helps start one company every year. 

In July 2000, Deshpande set up his first pure In- 
dian start-up, Tejas Networks, in Bangalore. It plays in 
the optical networking space. In January this year, Te- 


Ashok Narasimhan, chairman and co-founder, July Systems 


The former founding president of Wipro Infotech went into semi- 
retirement after selling his first Silicon Valley start-up, Prio, for $1. 


In mid-2002, he teamed up with Unimobile founder Rajesh 
Reddy to co-found July Systems, one of the first start-ups to fuel 
the US-India cross-border trend. July, which is building a wireless 
superstructure that knits together various parts of the wireless 
value chain — applications, networks, services and devices — has 
raised $18 million from US and Indian VCs over two successive 
rounds. Narasimhan mans the front-end in the US while Reddy 
heads product development in Bangalore. 

Narasimhan's involvement with the Silicon Valley VC commu- 
nity extends to an advisory role on the boards of funds like 


jas raised $15 million in its third-round funding that was led by Boston VC Battery Ven- 
tures. The deal marks Battery's debut in India. 

Deshpande's vision for Tejas: "You take a domestic market that is growing rapidly 
within India, develop products for that market, perfect it for usage within India and 


then take the product global." 


terms with Indian vendors for its local 
tie-up requirements. 

SVB's presence helped particularly 
in building the core engineering team of 
the company. Aravamudan had worked 
at building an India R&D base for his 
previous company, Winphoria Net- 
works. "They [SVB] re-introduced some 
ofthe people we knew through Winpho- 
ria. So they would say, ‘I know Winpho- 
ria, we did business with you guys," he 
says. It helped cut down the time it usu- 
ally takes — at least four months — to 
create goodwill in the market and bring 
in people. "Within two months, we had 
a dozen or so engineers, the core team, 
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in place,” says Aravamudan. 

In the initial three years, a large part 
of the $20.8-billion corpus will flow in 
through start-ups and mature portfolio 
companies that will begin to move their 
R&D work to India. That’s phase one of 
the plan. SVB expects 10 more fresh 
start-ups to be incubated at its facility by 
the end of the year. Since mid-Decem- 
ber, more than 75 US technology com- 
panies have used the facilities to move 
operations to India. “Each of these VCs 
has a minimum of 50 portfolio compa- 
nies. When you think of the multiples, 
we are talking huge numbers in terms of 
investment,” says Lilani. 





FAY PHOTO 


Lilani expects the VCs to move into 
phase two, that is, direct investments, 
two to three years down the line. “When 
they get down to direct investments, 
one thing we will have to do is identify 
deal flow,” he says. 


UT for the action to actually get off 
the ground requires fixing some big 
missing elements in the ecosystem. The 
first of these is the entrepreneur. The 


first task that the men from the Valley 


have at hand is to find the right entre- 


preneurs to fund; if need be, they will | 


have to create them. That’s because | 


both venture capital and private equity 
deals in India have largely taken place in 
the services space. "It's not that people 


elsewhere are smarter. The issue is that 
there is no context here because there 
hasn't been a history of product compa- - 


nies originating in India," says Vaswani. 

They hope to find some of these en- 
trepreneurs in the R&D labs of large tech 
multinationals in India. These labs are 
mainly run by Indian IT professionals 
who came back from the US. "Since the 
tech slowdown in the US, a large num- 
berofhighly qualified engineers, people 
who ve been exposed to global systems 
and processes, have come back to India. 
They come with eight to 10 years of 
global experience. That is a huge value," 
says Sanjay Anandram,managing direc- 
tor, oflocal VC fund JumpStartUp. 

Over the next 12 months, SVB will 
hold a series of workshops and network- 
ing events which will have 20-25 young 
potential entrepreneurs interacting 
with VCs, lawyers and analysts. “Many 
of them are just beginning to under- 
stand how a venture capitalist works. 
One of the workshops we will do in early 
March will focus on educating entrepre- 
neurs on what a VC does,” says Lilani. 

Unlike start-ups like Veveo, which 
had already got its seed funding in place 
before it approached Norwest for Series 


A funding, entrepreneurs here often | 


have just a business plan in place and 
little else. Some don't even have a busi- 
ness plan. “They would need to be 
taught the basics of entrepreneurship. 
In the US they have courses. Stanford 
has courses on this. So we have to create 
it here,” says Lilani. 

So the task SVB has at hand is to 
identify and train entrepreneurs to get 


to the level where they can approach | fundingit has helped raise. It is stilla 


| Start-up capital. The forum 
| has been in existence for about 


i 
1 
i 
| 
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Indus Entrepreneurs (TiE). “We have a 


` neurs. In the Valley, 275 of the 323 VCs 


. dealsizes they prefer. "So we are in the 





one ofthe VCs in residence fortheinitial | small community, comprising primar- 
$3 million-5 million. Word is slowly get- | ily of VCs and members of the local TIE 
ting around. Theusual channelsarenet- | chapter, who volunteer a few hours 
working events organised by associa- | every month to help young entrepre- 
tions like the Bangalore chapter ofThe | neurs gain access to funding from an- 
gels either in the US or in India. West- 
Bridge also works closely with the . 
Silicon Valley chapter of the Indian Ven- _ 
ture Capitalists Association to raise 
seed capital for Bangalore-based entre- 
preneurs in the Valley. The firms Valley- 
based managing partner  Sumir 
Chadha, leads the initiative there. About ` 
30 US-based VCs are now part ofthe as-. 
sociation and actively look at deal-flow 
originating out of India. There has been 
a fair bit of success. Since 2001, these ini- 
tiatives, along with SVB's own efforts to © 
stimulate the US-India corridor (Lilani - 
has had a team in place in India since `. 
1999, long before the Bangalore hub was. 
envisaged), have helped raise close to$2 © 
billion in the cross-border space. g 
But since many of these VC funds are 
. first-time investors in India, finding the 
right deals will not be easy. This is where 
the local funds, JumpStartUp and West- 
Bridge, come into the picture. "There is . 
no way they can source deals here the 
way we can," says JumpStartUps Anan- 
dram. It's a view that is endorsed by 
Ashok Narasimhan. "Indians have to be 
intheVCDNA to understand the market 
here. If you look at the profile of general 
partners that represent the firms here, a 
lot of them are of Indian origin,” he says. 
JumpStartUp started doing US-In- 
dia cross-border deals as early as 2000, 
the same time that WestBridge did. 
Some of its significant investments in- 


small community ofentrepreneurs who 
know that Silicon Valley VCs are now ac- 
cessible at the SVB office," says Lilani. 
Also, to stimulate deal flow from the 
grassroots, SVB has started allying with 
academic institutions. It has initiated a 
tie-up with IIM Bangalore, which incu- 
bates start-ups on campus. IIT-Chennai 
is next on the list. "The 10 VCs here will 
get first access to the deal flow that is 
generated," says Lilani. The banks pres- 
ence brings one big advantage to the 
table, both for the VCs and the entrepre- 


————————M afl 


operational today are SVBS clients. That 
means it knows exactly which VC invests 
at which stage, in which sector, and the 


best position to open the right chan- 
nels," says Lilani. 

There are two more missing links 
that have to fall in place before the 
ecosystem envisaged by SVB is com- 
plete. One, angel or seed investing, 
which necessarily precedes Series A 
funding ($3 million-5 million) by an 
early-stage VC, has disappeared from 
the Indian scene. "The greatest demand 
is from people who have an idea and 
need $100,000 to prove the idea. No- 
body's giving that $100,000," says K.P. 
Balaraj, managing partner, WestBridge. 

Second, in theValley, when an entre- 
preneur starts out with a product, the. 
initial customers are born out of close | clude July Systems, Nth Orbit and Net — : 
relationships that have been developed | Devices. What makes it a good fit for col- © 
over the years. "If you have 10 such rela- | laborative deals with the Valley VCs is — 
tionships, you can call on one ortwoto | the way it has been modelled. “We're ` 
take a leap of faith and become your | modelled on exactly the same concept — 
first customers. That's almost second | asa Silicon Valley VC." 
nature in the Valley; it doesnt exist in | Whatit implies is that the Silicon Val- = 

| 
| 
| 







India today,” he adds. | ley VC model goes beyond just writinga ` 

WestBridge has been leading the ef- | cheque. It extends into strategic guid- - 
forts in Bangalore to plug the first gap. | ance, operational expertise, constitut- 
Balaraj is a key mover behind an infor- | ing the core management team and 








mal forum in the city helping with initial cus- 
which helps young en- tomer introductions. 
trepreneurs to find JumpStartUp is able to of- 


fer these value-adds because 
* two of its three founding mem- - 
bers, Anandram and K. Ganapathy, 
. have over 15 years of experience on the | 
operating side of the tech business. 


three years now, but there are no of- - 
ficial estimates available on the 
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4 (Former Draper India chief Kiran Nad- 
d karniis the third founder.) 
Indeed, that is yet another aspect 


"v4 that distinguishes the current wave of | 


investors from the previous one. VCs 


E like Shirish Sathaye, Pramod Haque and | 
| Yogen Dalal have been entrepreneurs 
| themselves. “The gene pool is very dif- 
— ferent. Having operating experience 
— does not guarantee success but it cer- 
E tainly helps," says Vaswani, who raised a 
B start-up in the Valley in the early 1990s 
E beforeturningintoaVC. 


Both WestBridge, which is backed by 


— Goldman Sachs, and JumpStartUp op- 
[erate out of Bangalore and Silicon Valley. 
B Both have collaborated with Valley- 
| based VCs on cross-border deals. “The 
| biggest change that we see now in the | 
B | cross-border model is that India is now | 
B. adefaultstandard. It is a musthave from | 
| the technology side,” says Balaraj. 
E That said, neither Anandram nor | 
| Balarajis betting on the Valley VCs un- | 
| leashing serious direct investments in 
6 | India. "The reason for their existence is 
B to do deals in the Valley. If they have a 
B 100companies in their portfolio, two or 
— three will be Indian,” says Anandram. 


CEPTICISM aside, it is important to 
note that two of the biggest VC deals 


| out of India in recent months were dri- | 
| venbyUS firms. In January, Battery Ven- 
B tures led a $15-million investment in 
E Bangalore-based optical networking 
E systems start-up Tejas Networks. Intel | 
: — | Capital, IL&FS Investment Managers | 
B and Silicon Valley tech entrepreneur | 
E Gururaj Deshpande, who founded Te- 
| jas, were co-investors in the deal. 

Earlier, in August 2004, July Systems | 
E  hadraised $10 million in a third round 
E offundingled by Charles River Ventures. 
| “There needs to be a fresh approach to | 
P the way India investments are ac- 
B | counted for. Most industry estimates | 
B | dont take cross-border deals into ac- 
E count because the company is US- 
E based. They have to realise that often up 
| to 80 per cent of the money invested 
| flows into the India operation,” points | 
| outLilani. 

Qo ‘Tejas isüppodesampledfthekind of © 
| company that is likely to see direct in- 
B vestments from Silicon Valley VCs. 


Founder Gururaj Deshpande is a hugely 


oC S successful Indian-American serial en- 
S trepreneur in the Valley and Tejas is his 


| 








the most important elements to make a 


first pure Indian start-up. When Desh- | 
pande started Tejas, his plan was toap- | 
proach the cross-border model from | 
the other side: incorporate an Indian | 
company, which would build products | 
for the local market and use the Indian | 
experience to move overseas. That's be- | 
cause he sees India as an ideal market 
for testing and proving product innova- | 
tion in telecom-related technologies. | 

July Systems came the other way. | 
Ashok Narasimhan says the decision to | 
l 
| 





split the senior management between | 
Silicon Valley and Bangalore was taken 
at the beginning itself. For him, one of | 


cross-border venture 
work is to have India in 
the game plan from day 
one. Co-founder Rajesh 
Reddy, therefore, moved base "^N 
from the Bay Area when the com- | 

pany was set up. "Even if the guy ` 
has been away for 15-20 years, his # 
Indian sensibilities would be of far — 


greater advantage as compared to a to- | 


tal stranger to the Indian market. A non- | 
Indian American would not be ableto | 
fathom the role of the government here, | 
for instance,” he says. Moreover, | 
Narasimhan adds, Indians have been in | 
the fabric of the VC culture in theValley | 
for two decades and, therefore, under- | 
stand both cultures. | 
As both VCs and entrepreneurs like | 
Narasimhan and Deshpande see it, | 
product innovation will drive the next | 
wave of entrepreneurship in India. | 
Thereis already ample evidence to show 
| 
| 
| 


that a fairly high percentage of global 


product development work gets donein | 
the country. But most of the activity has 
remained below the radar. One of the | 
reasons is that a large part of the work is 
| being done in the development labs of | 
large IT multinationals. | 

Take the case of chipmaker. Intel. It 
has 3,000 engineers doing core develop- 
ment work on its Centrino chips in Ban- 
galore. Texas Instruments has its global 
centre for wireless LAN and semicon- 
ductors R&D based in India. It currently 
has 1,300 engineers on its rolls. Net- 


-working giant Cisco has 1,000 engineers 
~ as direct employees and 2,500 engineers 
through partnerships, working on ASIC 
chip design. And all this has happened 


within a span of just two years. 
Since 2003, tech multinationals have 
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Silicon Valley Bank's China - 

















tural,” says Narasimtl 
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Next stop: The aA 
Middle Kingdom - 


strategy is to create aven- 
ture capital hub similar to 
the one in Bangalore, It will 
set up office in Shanghai later this year. 
Last October, SVB's Ash Lilani led 25 
Silicon Valley and Boston VCs, worth $50 
billion in capital under management to 


| China. Since then, Battery Ventures has 


become a member of the Chinese 

Venture Capital Association. 
The VCs' intent for China is slightly dif- 

ferent from that for India. "India will do - 


| the software design for the chip and - 


China will manufacture — 
^ it,” says Lilani. Clearly, 
= the VCs see India comple- 
menting China, which i is also 
a huge market for their portfolio 
companies. Hot areas for direct 


. investment include telecom, semi-con- 
: aie and Internet. | 


filed 1,700 global patents for products 
developed out of India. "This is core 
R&D for a specific product line, run out 
of India. [But] people dont want to talk 
about it because India still suffers from a 
terrible brand image,” says Anandram. 
But before India can lay claim to be- 
ing the next hub for product innovation, 
it will need to demonstrate a couple of 
big successes. “Success breeds success. 


; Weneeda couple ofhome runs in terms 


of big-ticket exits to really establish In- 
dia as a centre for product innovation," 
says Narasimhan. As he sees it, most of 
the Silicon Valley VCs themselves are 
learning about the cross-border model. 

It helps that many of them have In- 
dians leading the move into India, like 
Yogen Dalal of Mayfield, Dinesh 
Vaswani of Bessemer, Shirish Sathaye of 
Matrix and Promod Haque of Norwest. 
"After all, a lot of the movement is cul- 
n. That may bea 
good thing because India may not have 
much time to catch up. 

Lilaniis already c on his way to setting 
up an office in China, which will ape the 
Indian model. He had led a delegation 
of VCs to China in October. How much 
money flows to either country from the 
common pool will.now depend on 
which one moves faster. B = 
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‘Unleashing : 


300 MW BASPA II India’s largest Hydro Power plant in the private sector 


E 300 MW BASPA II, located in North India, the fastest 
growing region in the country, with current power shortages of 
12% i.e. 20,169 MW; and 20% at peak load requirement 

E Commissioned in June 2003 by Jaiprakash Hydro-Power 
Limited at a cost of Rs. 1,612 crores, generating 1,200 million 
units of clean and green energy per annum 

E Power purchase agreement for 40 years, extendable by 
20 years leading to guaranteed offtake of energy generation 

E First mover advantage with assured returns, 16% return on 
equity as per the PPA * incentives 

B Enjoying 10-year tax holiday 

B The most cost-effective source of power with the 
most competitive tariff using an everlasting and abundant 
natural resource, free from inflationary trends 


B Environment-friendly energy from 'run-of-the-river Hydro 
Power plant, with abundant water from the snow-fed River Baspa 






AYPEE 


GROUP 


Oe wee 
Moa, ^ 
yiri 


pe 


€ 


- 

- ‘age.’ Pras oo 
Galatians eaten "E v 
£- z LA 1 A —_ a otis Ae e 


jm 


* (^E. 


"TA Sd" 


ur UE SER ia Taser. 
] P 


The Jaypee Group 

E Spearheading the Hydro Power revolution in the 
private sector being among the first to enter the field of Hydro 
Power generation in the private sector in 1992, supporting the 
Government's commitment to meet 40% of the nation's power 
needs through Hydro Power 

E 8 billion units of clean and green energy by 2010 from 
three of the group's own Hydro Power 'run-of-the-river' plants at 
an investment of over Rs. 9,000 crores, utilizing everlasting water 
from snow-fed rivers of the Himalayas 

E Leader in engineering and construction of multipurpose 
river valley and Hydro Power projects for central and state PSUS, 
involved in 54% of such projects being developed in the 10" Five 
Year Plan 

B Jaiprakash Associates Ltd. is the only engineering 
company to be rated ‘CR1’ by ICRA for Hydro Power (EPC) 
contracts with average values of upto Rs. 2,000 crores 


www.jhpl.com 
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Group's ‘Build-Own-Operate’ Hydro Power initiatives — 


a E 
* ovy", 6 


a 





dept 


ANJULI BHARGAVA, VIKAS 
DHOOT & AVINASH CELESTINE 


AST week, banking 
secretary N.S. Siso- 


dia called up the 
chairmen of a few nationali- 


on ge 
sed banks, asking them not 
to talk or speculate in public about any 
merger with other nationalised banks. 
The finance ministry had belatedly 
woken up to the fact that share prices of 
some nationalised banks had risen by as 


much as 80 per cent over three and a half 
months on the back of widespread PSU banks Can 
merge only if 


















speculation that mergers were immi- 
nent. The buzz had been partially 
fuelled by public statements 
made by the chairmen of some 
nationalised banks. 

The speculation began 
when finance minister P. Chi- 
dambaram, at the annual gen- 
eral meeting of the Indian 
Banks' Association (IBA) last 
year, talked about the need for 
mergers of nationalised banks. 
On 28 January, at a meeting be- 
tween public sector bank chairmen 1! 
and Chidambaram, consolidation 
was on the agenda again. Copies of 
the agenda papers available with BW 
clearly talk about the need for consoli- 
dation, but they also make it clear that 
nothing concrete has happened so 
far. "The initiative for consolidation 
has to come from the manage- 
ment of the banks themselves... | 
no directive on consolidation has | 
been issued by government and 
RBI.” However, the agenda states: 

"No such proposal has been re- 
ceived from any of the PSBs." 

Despite this, since Chidam- 
barams speech last year, talk of 
possible mergers between banks 
like Union Bank of India and Bank 
of India, and between Bank of Bar- 
oda and Dena Bank, have been do- > 
ing the rounds. Some newspapers  , zn 
had gone so far as to speculate about 
the problems that such banks could 
face post-merger. This was jumping 
the gun, to put it mildly. Any merger 
between two public sector banks is a 
tortuous process which can take mon- 
ths, if not years of back-and-forth be- 
tween the bank management, the Cen- 
tral government, the RBI, shareholders 















maze of laws 
and past political 
barriers 


and employees. Last but not the least, 
such mergers require parliamentary ap- 
proval. So even if everybody else agrees, 
Parliament can still veto the merger. 
“The FM, through his speeches, is cre- 
ating an environment for this (mergers) 
to happen, so that debate can be gen- 
erated and a consensus arrived at,” 
says K. Unnikrishnan, senior vice- 
president (policy), IBA. “It’s not that 
he has any formula in mind. RBI will 
only be a facilitator in the process 
and is only concerned with stake- 
holders’ interests being protected.” 
: Bank consolidation has been ona 
___ slow burner for over 13 years now. 
_ The 1991 Narasimhan Committee 
.. Report, which laid the blueprint for 
financial sector reforms after liberali- 
sation, had set out a vision of how the 
Indian banking system should look. It 
envisioned a four-tier structure with 
three or four large banks of interna- 
tional character at the top, eight to ten 
‘universal’ banks spread out across the 
country, and then local banks, and rural 
banks below them. India’s financial sec- 
tor is nowhere close to this vision — 
The buzz over bank mergers began 


when Chidambaram talked about the 
possibility of such M&As late last year 


there are 26 public sector banks alone, 
along with 30 private sector banks, not 
to mention 33 foreign banks. Eventually, 
Indian banks will have to compete with 
foreign banks in the world market. But 
for that to happen, Indian banks must 
be large enough. 

In September last year, the IBA pre- 
pared a 50-page paper which looked 
solely at the legal roadblocks for such 
mergers. There are considerable ones — 
several laws that set down different reg- 
ulations for different types of banks, and 
which are vague about mergers and 
takeovers of one bank by another. 

The first problem is that the various 
groups of banks are covered by a consid- 
erable mishmash of statutes — the State 
Bank of India and its seven associates 
are governed by two separate Acts; the 
remaining 19 nationalised banks are 
governed by the two Nationalisation 
Acts of 1970 and 1980; and private sector 
banks are governed by the Companies 
Act. The Companies Act doesn't apply to 
SBI, its associates or to nationalised 
banks. And only parts of the Banking 
Regulation Act apply to all PSU banks. 
Listed banks, both nationalised and pri- 
vate, have to comply with Sebi regula- 
tions. Should banks comply with both 
the Companies Act and the statutes they 
come under when they merge, or just 
one of the two? The second problem is 
that when these Acts were made, “any 
consolidation was not contemplated". 

Interestingly enough, according to 
RBI data, 71 bank mergers have taken 
place in the country between 1961 and 
2004; almost all of them in cases where 
one of the candidates had either failed 
or was in trouble. If banks get into trou- 


"Investors should invest on bank's 
fundamentals, and not speculate over 
mergers." — K. Cherian Varghese, UBI 














€ LEGAL The government will 
need to make amendments to 


€ HR Bank unions oppose merg- 
ers as a matter of principle. An 
the Left parties need convincing 


€ TECHNOLOGY Integrating te- 
chnology platforms of banks with 
thousands of branches is difficult 
€ BRANCH RATIONALISATION 
Bank unions will be a stumbling 
block here too 

€ CULTURE Merging a private 
sector bank with a nationalised 
one can lead to clashes 


ble or fail, the RBI has special powers to 
merge or liquidate them. 


the possibilities of mergers. The SBI Act 


banks), for instance, allows it to take 
over a banking business. But the langu- 
age on what types of banks SBI or any of 
its associates can take over is so open to 
interpretation that the paper has ad- 
vised the government to make amend- 


subsidiaries. These banks can then be 
involved in mergers, the paper adds. 
The statutes which govern nation- 
alised banks also allow for mergers. 
Both Acts give wide powers to the Cen- 
tral government to promote a merger 
between two nationalised banks. "The 
government being the majority share- 
holder in public sector banks, their ini- 
tiative is necessary to get the consolida- 
tion ball rolling," says Unnikrishnan. 
The paper lists 10 steps that nation- 
alised banks would have to go through if 
they have to merge. And the agenda for 
the 28 January meeting between Chi- 
dambaram and PSU bank chairmen 
lists at least three changes that need to 
be made to the laws to promote consol- 
idation. In fact, as the IBA paper hints at 
but doesn't say explicitly, any solution to 
get a merger done between nationali- 
sed banks requires a political consensus 
in the shape of parliamentary approval. 
The paper proposes a way around 
the morass of different rules and regula- 
tions, and makes it clear that it isa much 
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more preferable option in the long term. 
It proposes that all PSU banks be corpo- 
ratised, that is, converted into compa- 
nies that operate under the Companies 
Act. The government has already done 
this with IFCI and IDBI. 
"Corporatisation would provide 
some distinct advantages for consolida- 
tion and partial disinvestments of the 
shareholding ofthe Central government 
in such banks," states the IBA paper. 
"Corporatisation is the best permanent 
solution," says Unnikrishnan. "The pro- 
cedure was different and easier earlier, 
when New Bank of India merged with 
PNB, as most banks were unlisted then." 
Yet, legal issues are just the begin- 
ning of the process, as even the paper 
notes. The most critical of the other iss- 
ues is the possible reduction of staff nu- 
mbers that might be needed to be done 


| after the merger to make the merged 
| entity profitable in the long run. "The 
So, it is not that the Acts aresilenton | 


most important issue will be integrating 


| people of different entities into one,” 
(and the Act that applies to its associate | 


says K. Cherian Varghese, chairman and 
managing director, Union Bank of India. 

"Also, cultural fits are not so simple 
to achieve," says an industry observer. 
“PNB's merger with NBI was expected to 
be smooth but was very difficult, while 


| its merger with Nedungadi Bank was 
ments to Acts which govern SBI and its | 


expected to be tough but was smooth, 
despite the language problem." Another 


| instance is the long talked-of merger 


proposal between SBI and its subsidiary 
banks, which has been mooted since 
the mid-1990s. "But merging with its 
subsidiaries will be a problem because 
three of the seven subsidiaries are run 
by MDs from their own cadre,” says the 
industry observer. "The four others are 
run by deputy MDs who are on deputa- 
tion from SBI. How will SBI accommo- 
date these big guns in its fold again? Pro- 
motion opportunities are limited." 
"Investors should invest in bank 
stocks based on the bank's fundamen- 
tals, not because of market speculation 
over merger targets," asserts Varghese. 
Mark those words before you read or 
hear the next bank merger story from 
your broker or the pink dailies. Inciden- 
tally, when BW recently wrote a story to 
show that Bank of India-Union Bank of 
India merger speculation is just hot air, 
an analyst called us to ask why we 
wanted to spoil the party. Our answer 
was: no comments. F 
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A journey 
ofa 
destitute, 
young 
mother 
that began 
in 1926 
carries 
lessons in 
leadership 
and 
decision- 
making 


subroto bagch 


The spirit 








of Kamatchi 


AMATCHI was born in 1898 in 
Kattikulam — now in Tamil Nadu. 
Those were the days when a fe- 
male child was raised with the sole 
purpose of getting her married off. 
So was Kamatchi. By stitching together subse- 
quent events in her life, we gather that by the 
time she was twenty-five, she had five children 
from her husband, Thalakaswami. He did not 
care much for her, and one day just went away. 
The eldest daughter was all of twelve and 
the youngest was two and a half years old when 
Kamatchi decided to take charge. We do not 
know how but she left Kattikulam and finally 
landed up in Madras in a state of destitution. 
She looked for work — not an easy thing in 
1926. Around the same time, there were recruit- 
ment agents looking for rubber plantation wor- 
kers for British clients. Kamatchi signed up and 
sat in a sailboat with the five children in tow, 
and arrived at a rubber plantation to become a 
'tapper. As Kamatchi went to work, the oldest 
daughter took up the task of mothering the 
other four. Two of these were the in-between 
sons who started going to school. Kamatchi 
and her brood braved on under a hutment of a 
swampy rubber estate until 1945. Then came 
the Japanese, and took away the two boys as 
slaves to build the bridge over the river Kwai in 
Burma. This was called the 'death railway' be- 
cause people seldom returned, falling to the 
rampant bouts of cholera, typhoid and malaria. 
The war was over and the Japanese re- 
treated, but Kamatchis little boy never came 
back. The older son somehow did and went on 
to complete his higher education, eventually 
becoming a headmaster. On his return, he took 
complete charge of the surviving siblings, and 
asked Kamatchi to retire. In 1966, she passed 
away, a single mother — leaving behind her 
legacy in Malaysia, a country with the highest 
number of people of Indian origin. Kamatchi's 
son, in turn, carried on her lineage. One of his 
sons, Dr Vignesh, was narrating this fascinating 
story of courage as he was driving me to the 


venue of the Malaysian-Indian Economic 
Summit in Kuala Lumpur. 

He grew up to qualify as a veterinary practi- 
tioner. All his siblings are in the mainstream of 
Malaysian society today. I asked him about his 
recollections of Kamatchi. When Dr Vignesh 
was a boy, Kamatchi's sunset years had begun. 
Life in the rubber estates had left her an asth- 
matic. But she remained until her last, the ma- 
triarch who wasa go-getter, who knew no fear, a 
motivator anda fighter. Though she believed in 
God, she was non-ritualistic and exhorted her 
children to rely on self-help. She used to say: 
“You have to take charge; God does not come 
through the tin roofto dole out bounties." 

We study leadership and decision-making 
in business — a subject that fascinates us. We 
debate if leaders create circumstances or vice 
versa. We talk about decisions and momentous 
ones, with the power to create generational im- 
pact. In all this, we analyse character in leader- 
ship, and use analogies from political history 
and military conquests because business lead- 
ership hasn't been in existence long enough to 
create narratives with directional value. 

My mind goes back to 1926. I see a twenty- 
five year old, illiterate woman — nah, girl. She is 
with five children; the youngest by her bosom. 
Six human frames and a small bundle of cloth, 
representing her departure from the past. What 
would have happened if Kamatchi had stayed 
on in Kattikulam, bemoaning the runaway 
husband and seeking the alms and mercy of vil- 
lage elders? What would have happened if she 
had killed her children and herself? What if she 
had abandoned them? I shudder and seek 
solace in the miracle of now. 

In all this, what was the most important de- 
cision that Kamatchi took? For me, it was the 
one to dislocate herself from Kattikulam. That 
single decision changed the fate of three gener- 
ations. It was the potently unsafe option. Ka- 
matchi did not go to business school but lived 
the saying that 'the safest place for a ship is the 
harbour. But it was never built tostaythere. Wi 
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Profit From It. 


All India market shares for English News 
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CNBC-TV18 NOWO Headlines: Folk | — BBC CNN S| 


Period: 2nd to 29th Jan. 2005, 1G: cs Males SEC AB 25+ Dayparts: Weekdays 7am to midnight 
Note: NDTV Profit share is for the HPEHOR 17th Jan. to 29th Jan. 2005 | 


‘india means business. Not surprisingly, CNBC-TV18.is ahead of NDTV 24X7 and is ; the: leader. in the English. 
news category. In fact, CNBC-TV18 empowers viewers. with a basket of. programining. that has. enabled. 
| consumers all over India make decisions they can profit from. i oe TA 
` The budget on CNBC-TV18 is India's most comprehensive and respected guide to Budget 2 2005 and will be 
- watched by every section of society. | 


Let the world leader in Business News power your brand this Budget. 


Watch out for incisive coverage of Budget 2005 on CNBC-TV18, 








We, who build brands for a 
living, often fail when we 
have to position ourselves 
for a job. How do we 
express our potential? 


MEERA SETH 
BHIRAM Suri was a little surprised to see a 
cake of Diva, a soap bar, sitting on his table. 
An old soap with the most pretentious 
name, he thought sadly. Wrapped around 
the soap with a rubber band was an inter 
b office memo suggesting elimination of the 
Bim inner wax wrapper to save costs. This an- 
I Abhi. Diva was the most side-tracked brand at Alto In- 
dia and more so because the brand moved its way through 
markets with uncanny agility — barely any advertising, no 
shop level push, no point-of-purchase danglers and things, 
and often, no mention even at target meetings. Diva, which 
had been on auto pilot for close to eight years, did appear on 
every sales report in good colours, especially in the East, 
where it sold much more than elsewhere. 

Now, how did anyone find the time to examine its packag- 
ing, wondered Abhi. So much so that they had done a costing 
of the wax wrapper and decided to knock it off. This is what 
happens, thought Abhi, when someone or something is 
‘minding its own business, you mistreat it, expecting it won't 
complain or stand to lose. Fix it, because it won't break. 
Abhi crushed the memo, assigned it to the trash can, and look- 





ing at Diva, said: "Baby, we need to give you an ego. That's what | 


is missing." 

Diva sold without any strategic or tactical effort. There was 
one commercial which kept popping up here and there, with- 
out any planning or thought. The storyboard of the soap went 
thus: man rushes for shower, shampoos, reaches for soap eyes 
tightly shut and scrubs, then he sniffs suspiciously and shouts 
out through door, ‘Mera wala saboon kahan hai?’ (‘Where is 
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my soap?) and his wife hands him Diva. The man comes out 
looking happy, feeling good and the voice over says, 'Diva — 
mera wala saboon for that mera wala freshness! End of 10 sec- 
onds, end of commercial. The ad had been running for years. 
Nobody at Alto knew if the ad touched anyone, but the media 
bills came and were paid. Every now and then the ad popped 
up in the least relevant channels, on the least relevant pro- 
gramme slots. No one asked any questions. 

When it found place on MTV, some people mumbled; 
when it found lodgings in DD, nobody noticed — at Alto the 
marketing men never watched DD. Once it sprang up on an 
obscure channel right next to some religious programme. 
That was when Abhi noticed it. It was a lazy Sunday morning 
and he was sitting with his mother as she watched some pro- 
gramme while stringing beans. And Diva popped up. Amazed, 
alarmed and aghast, Abhi called the brand manager, then his 
ad agency — neither knew why it was there; then he called the 
media planner and asked pointed questions. Diva, the ‘audit’ 
showed, was tossed around between slots and channels look- 
ing for aleast-cost best-fit. And when it did, everyone heaved a 
sigh of relief. Diva had been slotted for the moment. 

In fact, this had been a turning point in Abhi's mind. A bit 
of anger, a bit of surprise and he had sworn to resurrect Diva, 
Well, at least overhaul it, he thought. And now this memo, so 
blasé, so unfeeling, so absurd, he thought. What was happen- 
ing at Alto? But he knew what was happening, this was brand 





iliustration: ANTHONY LAWRENCE 
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y i management’s way of milking a cash cow to show results on 
. the profit line. For some inexplicable reason Abhi was im- 


mensely annoyed. He strode up to his white board and wrote: 
‘Brand abuse: Diva!’ 

Just then Puneet Dave, a brand manager, tapped on Abhi's 
open door, waiting to be permitted in. Smiling softly, 
papers clutched in his hands, he stood there hesitantly and 
before Abhi could switch off from Diva and focus on his next 
response, Puneet was saying: “Sorry if you are busy, I can 
come later.” 

“But why?” asked Abhi, annoyed. “Why woke I be busy or 
not want to see you? Why do you apologise readily? Come, 
come right in.” And Puneet, in halting words, explained he 
had seen a posting on Altos internal website. Alto was seeking 
to extend its dental care division into a kind of service area 
through which it could mean much more than a toothpaste 
and mouthwash. Essentially, Alto wanted to change the dental 
care approach. But how, what, when and why and so much 
more would be the job of the new general manager of Opera- 
tion Bite, as it would be called. “You know, this is exactly what I 


want to.be doing. This is almost crafted for me, Abhi. I want to | 


apply. Hope you won't mind. I wanted to let you know before 
you find out from the network. After all, you have been my 
mentor since I came here." 

"Of course, you must apply,” said Abhi. “Go, position your- 
self for it. Go, market yourself aggressively." Puneet grinned: "I 
cant do things like that Abhi, positioning myself and all that. 
But I will write out a good application and send it." Abhi nod- 


ded and said: "Showit to me before you send it." Then his eyes - 


fell on Divaunwittingly. Picking it up, Abhi handed itto Puneet 
and said: “Aur iska bhi biodata likhna hai. Image theek nahi 
hai.” Puneet was startled: “A soap’s biodata? Ah, I understand. 
Ok. What's the objective?” he asked. 

"^I want to overhaul the brand,” said Abhi. "Diva has been 
neglected far too long, whereas it is a brilliant brand. Self- | 


starter types," he said, using the colloquial. "The brand is not | 


speaking enough for itself. It is capable of a lot, but becauseit | 
hasnotspoken correctly, we are mistreating it. Give mea asheet | 
on Divas life." | 


HE next day Puneet presented a single typedsheetto | 


Abhi. "Brand Diva, green soap launched in 1967, low 
priced, with the smell of neem leaves. Rectangulari in 
shape, with the name cut into the soap. Then, in 
1978, the 75- -gram soap cake was made into a 98-gram soap 
cake and the name was embossed to give it additional beauty. 
Neem oil was added in 1980. The price went up by 10 paise 
and later by 22 paise following excise duty revisions. Colour 
modified to give marble effect, did not work well, was again 
changed to the old green. Outer wrapper changed to a greeny- 








| jthas been avery quiet brand. She nen 


would you like to work with me in 


yellow and font changed. Brand management averred the 
wrapper did not appeal as the sales dropped. In 1982..." After 
another paragraph, that was devoted to detailing the attacks 
on the soap, came the brand. attributes: "Diva is a highly 
bought soap both at retail and stockist levels. Sales has had to 
do barely anything! to move the brand. pene soap: with the 
freshness ofneem... 

Abhi read it and put it a Then, looking at Puneet, he 
asked: "If want to sell this soap in Chennai, will this biodata 
entice the consumer?” Puneet laughed, “No way. Dum nahi 
hai,” he said. “In any case, thisi is just thë d sheet. We will use 
this to evolve its image." 

"Oh, but we have no money to do: up the rand, you . 
know,” said Abhi, “like new packaging, new model, change of | 
colour, nothing. Jaisa hai waisa hi bikna hai. Yet we have to sell 
in a new market, must appeal to the southern consutiier; she 
must see the qualities ofthe soap." i 

"Yes, Diva must talk, she needs to be head’ mi Puneet. 

“All we need to do is to go to the heart of the brand and | 
examine its performance, speak about whyitap- g 
peals to the East and North and West, study its P 
capability, potential, intention, strength, 

what makes it tick, its goodness, whatitcan . , 
do better that other soaps cannot. Sadly, - 














ascript." 
Abhi nodded: "Tell me Puneet, 


turning Diva around on a shoestring | 
budget? What that means is huge | 
amount of thinking and ideating, - 
hard work but all low-cost ideating -| 
that cannot translate into touchingthe — 
physique of the brand. Bolo.” Puneet ` 
looked at Abhi for a bit and then looked 
down at his shoes. Then, choosing his ^d 
words carefully, he said: "Anything you say ` 
Abhi, but what happens to the Operation Bite ^ " 
job? It's the chance of a lifetime. I don't wantto be " 
in the midst of something that will put shackles on. 
my mobility. Operation Bite is all that I ever wanted to do 
in brand mining. I hope you dont mind my saying this...’ 

Abhi clucked and said: "Hanh, hanh, but where is your ap- 
plication? If you want that job all that badly you would have 
worked on that first, no? Jao, write your application and 
come back. lam not saying I will pitchi for you, pur I will be 
| your shepherd.” == 

Two days later, Puneet returned with an application. Abhi 
shook his head in dismay. It was in a classical management 
terest in the job. “Bas?” Abhi asked in amazement. “Ts this all 


you have to say for yourself in connection with that job? There 


are 10others equally interested. So why you? Here I was asking 
you to reposition Diva, but if your own biodata is so boring. 
and you are the most important brand for yourself, how can I 
expect you to write something exciting for another brand, let 


| alone position it! We need to bring passion and conviction into 


everything we do and that will get reflected in what we write. 
Conviction comes from believing in the brand and its capabil- 
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ities. But look at what you have written, Puneet. You have at- 
tached your biodata. Dekho, you have said in a very boring 
way all the stuff that we already know about you! Name, ad- 
dress, date of birth... Then after a double space (what were you 
thinking in that space?!) you have said father’s name, marital 
status, languages known, another double space, then school- 
ing, college... 

"Puneet! What were you thinking? That is what is going to 
explain how you have chosen to present yourself. You were 
thinking of yourself as a bunch of degrees, as a name — as yet 
another soap. I don't even think you were positioning yourself. 
You were simply putting a data sheet together, when the fact is 


this: you are already known at Alto, the market. Why have you 


wasted the valuable space and time of the reader saying stuff 
that he already knows? No reader has that kind of time. He is 
looking at your application because he already knows you are 
operating in the market, Alto. Now he wants to know if you 

have something new to say, something you know that he 
does not know about you, something you have 
added to your attributes which he missed be- 
fore reading this. 

“Did you acquire any new skill, any 
new evolution, any new insight, have 
you made a leap while he was not 
watching...How were you expecting 

him to be enamoured by you after 
 readingthis? Have you sold yourself 
through such a script?” 

Puneet was agonised. “Howam 
I to hardsell myself?” he asked. 
“Alto’s management knows me, I 
have been working here for four 

years, they do my appraisal every 
year. They know me, Abhi, then how 
do I say: ‘I am extraordinarily good, I 
am earthshaking, no one can do the job 
better than me...it will appear pompous!” 

Abhi shook his head. “Hardsell is not 
about glossing over or lying. It is about bring- 
ing to the front end the key strengths that you pos- 
sess which delineates you better for the position. An 
aptitude, a mindset, those soft hidden qualities and opinions 
and thoughts which are not ordinarily visible to one who does 
not live with you, work closely with you. It is about emphasis- 
ing the key strengths in a manner DE to the person 
who needs those skills." 

Puneet was hot behind the ears as he said: "This is where | 
you don't understand me, Abhi! I know what skills are needed | 
for that job, see? And I know I have them. Unfortunately, it is 
not the job that is hiring me but Altaf Nensey who is hiring for 
that job! 5o how am I to know how to appeal to Altaf? I don't 
even know Altaf beyond his name!" 

“Brilliant, brilliant" said Abhi, “but you know what Altaf is 





















looking for in that job, don't you? Ok, Diva is a soap. Juhi | 
Chawla is a prospective consumer. Chawla bathes as all hu- | 
mans do. Chawla needs a soap to bathe. There are 10 soaps on | 
| word, no wonder you went and filled it up with data. Let's call 


the shop shelf. Chawla has a few expectations from a soap. 


Now you don't know Juhi Chawla. Then how can you project | 


brand Diva to her? Going by your logic, Diva knows how to ac- 


| 
| 
| 
| 
| 
| 
| 
j 
| 
| 
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- delineate: 


complish a terrific bath. Diva does not know Chawla. But Diva : 
knows the job. But because Diva does not know Chawla, Diva — 
cannot position itself to Chawla. Therefore Diva cannot enter 
Chawla's bathroom. End of Divas life. Scrap the brand?" 

Puneet grinned despite his acute embarrassment. "Abhi, 
it's not the same thing," he said softly. "Of course, it is the same 
thing, you nut!” said Abhi. "Examine what I am saying. Diva 
needs to probe into consumer needs, discover new insights 
about consumers — understanding their lives, their tears, 


ofthis to make better brand connects with the end consumer, 
be it Juhi Chawla or Juhi Suri!” 

"Juhi Suri?” asked Puneet. “My wife, you idiot!” said Abhi. 
“So what we do is mine consumer knowledge and use that to 
build better brands. So examine carefully: if we create small 
bubbles to denote each need of consumers, then that ‘need 
bubble’ is the world in which brand Diva can operate. We need 
to understand this world keenly so that Diva can connect well, 

make sound, enduring connections with the people in that 
world. Yes? “ 

“Yes,” agreed Puneet, a bit mollified br now. And Abhi went 
on: "Now, because you are the brand owner or manager- 
choreographer, you have to imbue the brand with a language, 
an operating system (OS) \ vhich is compatible with the OS of 
that ‘need bubble’. If you don't, Diva cannot operate there, 
right? Diva has attributes, but the peoplein that bubble do not 
know about it. Why, some of them don't even know Diva! So 
you, the brand manager-owner, will craft a script for Diva 
based on what it is, based on its real capabilities and make her 
enact it. So Diva will deep-cleanse, nourish, soothe, mois- 
turise, make skin supple, refresh, fill environ with beauty ofthe 
hills...all these are the consumer's needs from a performer 
soap. The beauty is, Diva does all that!" 





WIFTLY and smoothly falling into line, Puneet added: 
"The need bubble we work in is probably one where. 
| the consumers are 16-25 years of age, spend 12-14 
 hoursaday outdoors, have continuous need for fresh- 
ness, etc. So we identify who we want to sell Diva to and what 
is it about Diva that fits in with their need gaps. And project 
that sharply." 

"Precisely, my dear fellow. So now, why on earth cant you 
market yourself likewise?" said Abhi. "What!" said Puneet. "So 
all this was about me and not about Diva?" 

"It's about using your knowledge," said Abhi. "Now if you 
go and read your biodata — in fact, that is such a horrible. 





it the ‘Get to know me’ sheets. What was missing there was the 
fact that the young man is an innovative thinker and has 
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fears and cheers, their dreams and aspirations, their fantasies — 7 
and their nightmares about the bathing experienceanduseall ^ ^. 











demonstrated the skill of generating and developing new 
ideas as he did on Swish deos, on Cala hair gel's dispenser, in 
entering rural markets, etc; whereas the most obvious place 
where these skills need mentioning is missing in the biodata 
format itself! 

"Puneet, stay tuned in with every moment you live. Con- 
sider how many hours a week we spend talking about con- 
sumer insights, brand building, planning, etc. And now con- 
sider how we project our own selves. Do we ever treat 
ourselves as a brand? Do we build upon the Me-brand con- 
sciously — I am not referring to random self-help books you 
may read, but what you read with a genuine desire Mid a 
weak spot in your personality. 

"Do we position ourselves clearly? Do we examine if the 
message we are sending about ourselves is relevant to the au- 
dience? For example, in the presentation room I may use a 
clipped, terse style of communicating, but ín a consumer call 
do I want to be seen as a terse, severe guy or one who is 
friendly, chatty, accessible? 

“Do I keep renewing myself and, thus, am able to say new 
things about myself — which is very, very different from lying 
and glossing over. Which brings me to your own tenure here at 
Alto: In the four years you have been here, in the four years 
since you stepped out of Symbiosis, Pune, did you fit yourself 
like Diva did, into any old slot that was vacant, on any channel, 
before any old programme, or did you create a distinct posi- 








tion for yourself, or find one and say ‘that is the slot I want to 
occupy’? Did you examine what Alto needs and see if you 
could top up your self brand and provide that need also? Like, 
for example, tomorrow I may choose to add some stuffto Diva 
and make ita soap that also exfoliates. | 
"Your biodata is a mere fact sheet, but nothing single- 
minded, nothing persuasive, nothing that says ‘I am the best 
for the job’, nothing that makes the biodata different from the 
host Altaf Nensey is likely to get. It covers who. am I’ but does- 
n't answer why buy me’ in any way. You have worked with me 
for two out of the four years and I have found a stellar quality 
about you. 
"Let me tell you: you do not overstate things, you do not 


exaggerate in presenting a fact, neither do you exaggerate an 


emotion in thought, nor do you exaggerate an action while 
doing it, which means no flamboyant gesturing. In a subtle 
way, it has impressed upon me that you are cautious, you seek 
more of content and less of packaging. Which also means you 
will not fall for dressed-up numbers, dressed-up literature and 
data. You will go beyond that to establish content. Funnily, I 
dont find any mention of that in your bio!" | 

Puneet shrugged in embarrassment and said:; "But Abhi, 
how can I say that about myself?” 

"I was waiting for just that,” said Abhi. “You don't say ex- 
actly that as a description, instead you say ‘I place a greater 
value on content than on form and this is what I do during my 
research process...’ Then again, the fact that you worked for six 
months on a rural market scheme is a terrific plus for a job like 
Operation Bite. 

“But what do I see? It's tucked away in a dull corner of your 


| bio as, ‘Other areas of exposure: Spent six months on rural 

marketing. Arre baba, what does that translate into? It's like us 
_ saying in the Diva ad: ‘Preferred soap of many people’. So what 
_ does it mean to anybody? But decode that and say: ‘2.5 million 


people in Kolkata use Diva. Then it means something closer to 


; what the consumer is thinking, no?" 


BHIRAM continued. “Again read this: you have 
multiple talents which have all gotten unfairly 
clubbed under hobbies; you like kitchen gardening 
„and do your own cultivation on a neat patch of land 





| for a school. But you call it hobby as if it was the same as col- 


lecting finger nails. If you placed it as a talent, I would read 
deeper insights into your subtle nature, your versatility. 
"Ah, now look at this. You worked on five projects during 


your MBA, of which only one is relevant to Operation Bite — 
"Attitudes to visiting a dentist and other mind blocks among 


urban Indians’, but it is lost in a mire of all the wares you are 
showcasing as ‘MBA projects"" 

Abhi looked hard at Puneet and what he saw was a young 
man made old and pointless by a system that defined people 
before they could define themselves. The system taught its 
managers to think out of the box, yes, but about the external 


| world where they themselves were not participants, mere wit- 
| nesses. So managers made macho suggestions that ordered 


other managers to do very dangerous things, out of the box 


| things, while in their own personal world these humans led 
| very protected, safe, predictable lives, unaware of their extra- 


ordinariness! E 
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Ashok George is director (training and 
academics), HeroMindmine, which is 
part of the Hero group. He has over 20 
years experience in the training industry. 


HAD a conversation recently with a 

friend who was having a tough time 

getting a new job, despite his years 

of varied experience in sales, mar- 
keting and media. It turns out that this is 
a major issue with career professionals 
like Puneet, who lack the concepts of 
personal branding and marketing self. 
Whatever you are selling— product or 
your own skills and talents — to a poten- 
tial employer, the principles of sales and 
marketing remain the same. It won't do 
any good to be strong, confident, skilled 
and qualified if you keep it a secret. If 
you want to be successful, you are going 
to have to let the rest of the world 


know about yourself. 
In short, you need to sell and 
market yourself — your own 


unique brand. Whatever position 
you have today, you are still sim- 
ply on your own. What it boils 
down to is that it is all about you, 
your personal brand and how you 
exercise it. Establish ‘My Company 
Limited’. You will immediately see 
what areas you need to change or de- 
velop and what type of activities you 
should focus on in order to create the re- 
sults you are looking for. ‘My Co. Ltd’ is 


your personal brand. It’s about you, 
your life and career. Jot down all the 
things that comes to your mind about 
what makes you yourself. 

Here are a few questions to set the 
ball rolling. What roles do you have in 
your professional and personal life? 
What dramatic difference can you make 
for the people around you? Why should 
any employer be interested in you? How 
can you help your potential employer 
company succeed? How are you 
unique? By answering these questions, 
you will have a chance to find your pur- 
pose in life. You will build your own 
brand, your personal company. Pre- 
pare, plan and do. You need to be stub- 
born and persistent, even after failure. 
You need to have that inner belief that 
you will succeed. 

The elements are largely the same as 
product branding; personal branding is, 
well, personal. It requires a load of soul 
searching and honesty. And that's where 
we start — with the hardcore reality of 
where you are now. It's important to 
recognise that your branding effort 
must align with the current reality. You 
can't just create a mask or you'll lose 
your integrity. That would be bad. What 
you can do is find ways to build on your 
strengths and differentiate yourself 
from your competition. 

Too many CVs look like long shop- 
ping lists, like what Puneet wrote. The 
would-be employer is actually more in- 
terested in what you've achieved than 
what you've done. Compare "As cus- 
tomer service executive, I liaised with 
customers, responded to queries, 
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logged complaints, and was involved in 
customer service meetings", to "As cus- 
tomer service executive, I reduced 
query response time from four to two 
days, contributing to a 15 per cent im- 
provement in customer satisfaction rat- 
ings" Compare "I have just been made 
redundant, and am looking for some- 
thing in media sales”, to “I believe that 
my five years' experience in media sales 
would allow me to bring the level of ex- 
pertise you seek to help expand your 
business". Your CV is a sales document, 
not a legal document. You don't have to 
put everything you've done since birth 
init. Pickoutthe most relevant skills and 
achievements and describe what you 
did in your previous jobs, with the re- 
sults. Choose who you want to reach 
and craft an identity around the needs 
of that target audience. The identity 
must come from your personality so 
your target audience can relate to you. 
People often describe themselves 
solely in terms of what they are. Talking 
in terms of benefits means adding how 
these aspects of yourself will benefit the 
potential employer. For example, a will- 
ingness to take on responsibility (fea- 
ture) implies capability to accept more 
delegated tasks (benefit to employer): 
Some more samples of feature: punc- 
tual, reliable, delivers on time, diligent, 
productive, ambitious. Benefit: consis- 
tency, trustworthiness, cost-effective- 
ness, drive and energy. So go ahead and 
write what you can do rather than what 
you are. Self-confidence is a necessary 
prerequisite to self-marketing. The con- 
trary is also true: when you dont believe 
in yourself, you sell yourself short. 
Start right now: think of yourself dif- 
ferently! You're not an ‘employee’, a 
‘staffer’, a ‘worker’ or a ‘human re- 
source’. Stop being defensive! You're 
not defined by your job title and 
you're not confined by your job de- 
scription. Finally, I’m recom- 
mending you to be realistic — 
confident without hype and 
humble without putting yourself 
down. In short, be yourself. 
YOU are a brand. You are in 
charge of your brand. There is no 
single path to success. And there is 
no one right way to create the brand 
called YOU. Except this: Start today. 


What will your 30-second commercial 


sound like and how will it go? E 
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yourself 


Madhukar Sabnavis is country manager 
(Discovery) at Ogilvy and Mather, India. 
The views expressed here are his own. 


T was my first class in personnel 

management at IIM-A. The head of 

department was conducting it and 

there was a Class III/IV employee 
strike on campus. A classmate quietly 
asked: "Why don't you give us a live 
demonstration of this by resolving this 
strike?" The elderly professor was caught 
off guard! It's often said that manage- 
ment schools are the worst managed. 
And it's perhaps true that the best plan- 
ners for others are the worst planners for 
themselves — it's easier to give prescrip- 
tions than to act on them. 

In my current assignment of'discov- 
ering new things about consumers, I've 
discovered that most of us have not 
discovered enough about ourselves! 

The truth is that the corporate 
world for employees is very similar 
to the marketplace for brands. It is 
. highly competitive, with many 
players fighting for a few plum 
jobs. And it is here that Abhiram's 
advice makes great practical sense. 

Just as brands, through their ad- 
vertising, have to persuade con- 
sumers to buy, a biodata (the word is 
horrible, I agree with Abhi) is an adver- 
tisement to sell an employee to a 
prospective employer. It needs to follow 


the same principles of marketing: 

m Understand the target prospect's 
(employer's) needs; 

m Tailor message (content) to the need; 
W Ensure it is said in a way (presenta- 
tion) that it stands out. 

If a ‘biodata’ is remembered by your 
prospective boss or HRD head three 
days post his or her reading it, it has 
made a difference! 

Unfortunately, most people in the 
marketing and advertising world follow 
these principles for brands but fail to ap- 
ply it when it comes to the most impor- 
tant brand, himself or herself. Yes, many 
corporates do have strict formats to 
write a biodata. However, these are 
much like international guidelines for 
global brand advertising — the chal- 
lenge is to make the brand interesting 
and relevant within that framework. 

I would actually extend Abhiram's 
advice beyond the job application and 
take the concept 360 degrees. It is critical 
for every employee brand to carve a dis- 
tinct position for himself or herself in his 
or her boss's (and colleagues’) mind and 
this needs to be reinforced at all mo- 
ments of truths — whether in internal 
written communication, interpersonal 
transactions, or even in sartorial appear- 
ance. Just as a market brand has to be 
nurtured and grown, an employee brand 
needs to be similarly developed over a 
period of time. It is better to be excellent 
in one thing and good in many others, 
rather than being Jack of all trades and 
master of none’. My experience is that 
people who have managed to pull them- 
selves out of the middle world of medi- 
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ocrity and made a real difference in the 
corporate world are those who have ex- 
celled in one thing and made themselves 
invaluable to an organisation based on a 
specialised knowledge or skill, a soft or 
hard talent. It is often worthwhile to fo- 
cus on a few areas you excel in and make 
a difference to your boss and organisa- 
tion, rather than attempt to be a cham- 
pion in everything. The challenge is to 
identify that core strength and hone that. 
Like market brands, employee brands 
need to keep themselves salient, rele- 
vant and continuously reinvent them- 
selves to keep in tune with the changing 
times. Employees often tend to learn 
new skills to keep pace with the crowd; 
the aim should be to be more proactive 
and do skills upgradation to stay ahead 
ofthe pack! Re-invention should not be a 
case oftopping up, but a case of enhanc- 
ing value. 

I, however, empathise with Puneet's 
problem of being unable to ‘sing’ his own 
praises, as suggested by Abhiram. In 
eastern cultures, humility is held as a 
virtue. A competitive, capitalistic, corpo- 
rate world is basically a western concept. 
It is, in effect, a clash oftwo value systems 
and we are trying to resolve two fairly 
distinct cultures! It is easier to blow the 
trumpet for a third person — a brand — 
than to do it for oneself. Market brands 
have the advantage of the owner being 
the marketer and the communicator be- 
ing an agency. For employee brands, the 
owner and communicator are the same. 
There is a thin line that separates pride 
and arrogance, making oneself exciting 
and being pompous, being passionate 
and being egoistic. There is always a fear 
of transgressing this fine line. However, 
the danger of erring on the ‘negative’ side 

should not deter one from displaying 
one’s own strengths and reaping the 
benefits of one’s past work and in- 
herent skills. So the challenge is to 
say the right things the right way. 
The lesson is that career man- 
agement is much like brand man- 
agement. ‘Do unto yourself what 
you do to others’ should be the 
guiding light for at least marketing 
and advertising people. Apply all 
those principles of positioning and 
insight into your life as you manage 
your way through the corporate world 
and work your way forward. It’s some- 
thing worth thinking about. gn 
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THE HOLE 
IN THE 
MIDDLE 


AROKH Billimoria, a certified financial planner 
who has been practising in the US for 22 years, was 
in Mumbai recently for a short stay with his 
friends, the Patels. One evening, while he was rub- 
bishing a magazine cover that speculated on the 
Sensex touching 7,500, a couple of young brokers landed up, 
asking the Patels to invest in the stockmarket because it was 
going to touch 10,000. When Billimoria asked them when that 
would be and what would they do if the market touched 4,000 
before reaching 10,000, they simply shrugged. 

Billimoria, who had emigrated to the US 39 years ago, says: 
“Who is monitoring the advice people get and what is the lia- 
bility of the seller? People here use terms like financial planner, 
adviser and wealth manager interchangeably. It may take 
decades to correct the system.” 

It wouldn't take a financial planner to tell us we are often 
victims of bad sales practices — because of a lack of 
choice or sheer ignorance. In financial services, the / 
possibility of being sold a wrong product is scary, 
as consumers stake their life's savings on them. 

There is plenty of advice available — from 
your broker, your chartered accountant, your 
friend, or your mutual fund or insurance agent. 
The problem is that the advice may not always 
be professional and in your interest. Indeed, 
over the past few years, efforts have been made 
to make financial product distributors more 
than just form-thrusting-commission-earning 
delivery boys. The Insurance Regulatory & De- 
velopment Authority (IRDA) has made it 
mandatory for insurance agents to go through 
100 hours of training before they are allowed to 
sell. The Association of Mutual Funds in India 
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India Is one of the few 
countries where selling 
of financial products is 
Still not governed by law. 
When will we wake up? 
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funds) to their agents (See ‘Carrots, Anyone?’). Typically, tradi- 
tional pure-risk products like term assurance (the cheapest 
policy for covering life) are ignored by agents (and insurers), 
while equity-linked policies are favoured, as they generate 
more commissions for the agent and more fees for the insurer. 
What's worse, the practice of rebating or offering kickbacks 
to investors, banned by both IRDA and the Securities Ex- 
change Board of India (Sebi), continues unchecked. An 
anonymous shopping exercise conducted by Amfi among its 
certified distributors revealed that rebates still abound. And 
though Amfi has a code of conduct for its qualified agents, vio- 
lating which can lead to cancellation of registration, no action 
has been taken even against the sellers Amfi itself came across 
during the exercise. IRDA, on the other hand, has recently sus- 
pended registrations of some agents for the same offence. 
As each segment of the financial services industry oper- 
ates separately, with different regulators and 
different sales forces, investors are un- 


CARROTS, 
ANYONE? 
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intermediaries 


INCENTIVES 


3% pic brokerage 
+ Rs 150 per application 
| during IPO * 
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(Amfi) has been conducting certification ex- 
ams for mutual fund distributors. 

But the reality hasn't changed much. The 
product choices offered to investors are still dri- 
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Mutual Fund 





Super Achievers’ Club incentives for- 
January-March 2005: casseroles, 
mixer-grinders, DVD players, a flat- 
screen TV, and a washing machine 





ven by the amount of commissions earned on 
them by the sellers. A mutual fund IPO is sold 
harder than an existing scheme with a track 
record because commissions in the IPO phase 


Prudential ci oe a Hero Honda motorcycle, a 


Incentives for January-February 2005 
, premium mobilisation: 10 gms of 








Singapore trip, a Maruti 800, a Ford 
Ikon, and even a Chevrolet Optra 





are higher than the usual. Insurance compa- Mv 
nies offer incentives like foreign trips and ex- 
pensive consumer durables (as do mutual 


* The usual commission for equity fund IPOs is 2-2.2596 upfront; 
the actual commission may vary among distributors 


Source: Industry 
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likely to get comprehensive financial advice. A chartered ac- | 


countant will tell you how to save tax, an insurance agent will 
sell you some life cover, and a mutual fund agent some long- 
term savings product. But as each operates in isolation, the big 
picture will remain elusive to you. 


[ N the 15 years since the Indian markets opened up, house- 
holds' investments in stockmarkets and mutual funds have 
halved to about 4 per cent of their savings. 

UTI Mutual Fund's chief marketing officer Ashutosh 
Bishnoi says: "It's not for nothing that retail investors are away 
from the markets. The early 1990s' euphoria and the subse- 
quent scam has burnt peoples fingers. And though the aver- 
age mutual fund has outperformed the market in the last 10 
years, investors have not been told this in sufficient depth." So, 
people have not regained their faith enough to come back in 
droves. What can give rise to a true investment culture among 
the masses of India? - 

For a start, having qualified financial planners who offer 
holistic advice for a fee would help put some of that faith back. 
The Association of Financial Planners, which has started giving 
out an internationally-recognised certification called the CFP 
(Certified Financial Planner) in India, is trying to encourage in- 


termediaries and students to get qualified and popularise | 


among investors the idea of dealing with professionals forafee. 


possible against unqualified and fraudulent planners. This is 
something that even the new Pension Fund Regulatory and 
Development Authority will have to grapple with, as an army 
of retirement advisers will be needed to help the millions who 
will become part of the New Pension Scheme. How will the 
regulator ensure that pensioners arent left in penury? 

Clearly, the CFP programme will - 
take time to gain ground — very few 
have completed the course so far. An- 
other solution could be to make dis- 
tributors disclose their commission 
earnings on various products to the 
investor. This will give investors a bet- 
ter judgement on the sellers' advice. 

Some moves are afoot to change 
the state of affairs. The finance min- 
istry has asked the Association of Financial Planners to submit 
awhite paper on the ways of doing that. The Indian Banks' As- 
sociation, too, is working on guidelines for direct sales agents 
selling credit cards. In the middle of this, curiously, Amfi re- 
cently took a U-turn on its no rebates' stance and requested 
Sebi to legalise rebates. 

While there is sense in creating a differentiation between 
advisers and pure salesmen (discount brokers who add little 
value, but get the job done), these differences need to be spelt 
out in the proposal to legalise rebates. On their part, Sebi and 
the other regulators need to take sales misdemeanours more 


the 


seriously. Last year, Prudential ICICI Mutual Fund was caught | 


illegally allowing a provident fund into equity schernes — but 
Sebi has not even issued a show-cause notice to them yet. Till 
a law is not enforced in the selling space, India may continue 
to be largely a nation of non-investing savers. 





_ FINANCIAL INTERMEDIARIES 


THE New Pension Scheme is on its way, the Indian stockmar- 
kets are kissing new heights, private life insurers are covering 


| greater parts of India, and most mutual funds are consciously 
One problem is that financial planning is not even defined | 
by the Reserve Bank of India, IRDA, or Sebi — and no actionis | 


moving closer to retail investors. Ata time like this, Business- 
world and the Association of Financial Planners decided to fo- 


; cus on the one common thread running through the financial 


_ Roundtaple: X 


| with 
Association of Financial Planners 





services sector that could spoil the bright picture — the prob- 
lems of selling financial products to the retail investor. Thirty- 
six delegates from mutual funds, insurers, banks, distributors, 
brokers and economic think-tanks, and a handful of Certified 
Financial Planners discussed the 'Need for Reforms In Finan- 
-cial Planning and Possible Regulatory 
Frameworks. Also present was Pratip 
Kar, Sebi executive director in charge of 
market regulation and training. 
Sailesh Haribhakti from auditors 
 Haribhakti & Co. moderated the dis- 
cussion. Excerpts: 
Sailesh Haribhakti: Twenty per cent | 
of Indian households wealth is 
parked in bank deposits, 10 per cent is 
in gold, and only 4 percent is in equities and mutual funds. The 
extent of retail involvement is still minimal. Why is it that we. 
cant encourage a larger proportion of the savings to go into fi- 
nancial assets? Two, what can be done to mitigate the risks in 
performing asset allocations in a proper manner? What should 
be the role of the intermediary? Should he be purely client-cen- 
tered, or should he be loyal to a company or an industry? 
C. Jayram, executive director, Kotak Wealth Management: 
Various parts of our industry are regulated very well. But then, 
in the middle, you have this huge number of intermediaries 
who are not regulated. The way they sell, the information they 
provide — | am unsure if people are figuring out how to cor- 
rect it. How does one do that? I guess it will evolve gradually. 


| But unless we set the benchmarks early on, you will have mis- 


selling going on in various ways. For the life of me, I cannot un- 
derstand why any mutual fund IPO excites so much response. 
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Need for reforms in Financial Planning 


TATA 


A: Re eliance 





do: $e —9Ó euno 





: Banks largely 
act as distributors that on bend the distribution network 


of mutual funds and other financial products. But how do we | 


get the branch manager interested in selling other products? 
Its a competing product for him... We have to convince him 
that this is good business. I don't think anybody provides in- 
puts to the investor on planning his investment — for that we 
need qualified people. We don't need to search for a new breed. 
The 1.2 million people who work in banks can be trained fur- 
ther to give quality advice. But the industry has to deliver, the 
confidence level has to be maintained, else people will lose 
faith. Another challenge before us is to convert savings in phys- 


ical assets like gold. It is the most unproductive asset. Banks | 
have this gold deposit scheme but even that is not selling be- | 


cause it is not M presented to the customer properly. 


: How to | 


handle money in an increasingly consumerist society is 


hardly taught in any curriculum. If at this point in time you | 
catch people in schools and colleges and tell them howto plan | 


your money, the things we are talking of today would become 
a movement going forward. — 

: There are three 
things that excite us very much — dividend, IPO and Rs 10 


only. Everybody has used the three in ads every time. Let's | 


practice what we preach. We always talk about regulations, 
bui never about compliance. 

hri: el I : Regulation in this area 
must be vais abouti in at least three boxes. One is certifica- 


tion, which I understand has been a hot topic here. The second | 
is order. How can you assure yourself that people who are in- | 
volved in these activities are actually performing their dutiesto | 
the standards expected? The third is sanctions. If we find some- | 
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FINANCIAL INTERMEDIARIES 





Providing financial advice is a profession and a business 
— how can the two co-exist? Thirty-six delegates and a 
few Certified Financial Planners debated the point at the 
BW Round Table held at The Taj, Mumbai on 31 January 


one going against the rules, what is the appropriate action to be 
taken? These are fairly standard and obvious. The fourth one, 
which I add from my experience, is the selection process. What 
you need is the best quality people entering the game. 


We need to look at this in a slightly more unbundled way. We 
need to look at customers, their access to financial services, at 
sales as a separate function, and at advisory as a function di- 
vorced from sales. Some of these, I think, tend to assume the 
characteristics of public goods, so when I have a financially lit- 
erate customer, I think it becomes a public good. 

: I open CNBC and they tell me which stocks 
and fundsto pick. I go to a bank and they tell me which funds to 
pick. I go to a portfolio manager and he takes my risk profile 
and advises me. So why do I need a financial planner I have to 
pay? First, we need to convince people of the needs of financial 
planning. In our country, unfortunately, the experience of self- 
regulation has not been successful. If you want self-regulation 
for financial planners, you would need to think of the issues. 

Another point is about licensing and certification. That's 
very important, because it's going to give credibility to the fi- 
nancial planner. Whichever model you look at in regulations, 
the key is that nothing should be driven by commissions. 


For the full transcript of the Round Table discussions 
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When 
used 
well, the 
human 
medium 
can be 
more 
powerful 
than any 
box of 
electronics 











human medium 


N August 2004, a thirteen-by-four col- 
umn story in the Times of India went by 





'Lever's Lakme Loses Urban Sheen’, and 

the line below it said: '... Modi-Revlon is 
leader with 28.6% share.’ In less than a year and 
with an ad spend of under Rs 2 crore, Revlon 
had knocked off the No.1 lipstick seller in the 
country. Notwithstanding that Lakme spent 
more than twice that in media on lipsticks, be- 


without much fanfare. The headline read | 





sides enjoying the rub off from their spend on | 
other colour cosmetics, skin creams, and soon. | 


A remarkable achievement, made more 
laudable by the lack of publicity and media 
hype around this. Revlon resolutely stays away 
from TV, that darling of the cosmetics industry. 
We show them competitive spends informa- 
tion every month, and encourage them to stay 
firmly on their chosen path. I have taken their 
permission to share their special beauty secret: 


the art of making alastingimpression with your | 


customer, without spending unnecessarily. 
Revlon has discovered what many other ad- 
vertisers have: when used well, the human 
medium can be more powerful than any box of 
electronics. In 2003, Revlon decided to take the 
store-in-store strategy adopted by most inter- 
national cosmetic firms forward by training 
and employing beauty advisors even in smaller 
markets, and for stores much smaller than the 
department store. They increased the number 
of beauty advisors by nearly 10 times in less 
than a year, from a base that was reasonably big 
to begin with. This was at a time when key com- 
petitors were reducing their number of beauty 
advisors. Revion has now embarked on a pro- 
gramme to train even more women in even 
smaller markets. Not surprisingly, market share 
has touched an even higher 31 per cent. As for 
ad spend, it’s still at a nice low of 15 per cent. 
Initiative Media investigated this phenome- 
non further. In exit interviews last month, we 
met women who bought lipsticks at the Revion 
store-in-store, and those who bought brands 
elsewhere. Not surprisingly, the former group 

















rated their brand significantly higher on image 
parameters like look and feel on lips, trust, and 
safety. These women were great word-of- 
mouth media themselves. 

Every year, Initiative and BBC World study 
advertising avoidance behaviour in our coun- 
try. The most recent one, in the last quarter of 
2004, painted a fairly dismal picture. While the 
advertising and media industry enjoyed a pros- 
perous year, it also meant growth in clutter lev- 
els — by 70.4 per cent! The average Indian sees 
at least 450 TV spots a week (excluding channel 
and programme promotions). The Adwatch 
found that only 31 per cent of people dont at- 
tempt to avoid ads. It gets worse. Ad avoidance 
is highest on the media we use the most, as 
much as 78 per cent on TV and among people 
we target the most — young people (up-market 
upwardly mobile people). Yet, we pour crores 
into the mass media, and they guzzle it all up. 

But wait a minute. The point is not to flog 
the media; after all, they are doing well to deli- 
ver more and more of better and better audi- 
ences. Rather, itis to question the role of blindly 
scheduling truckloads of inventory (ad spots) 
in channels, to futilely measure GRPs that a 
people meter captured but the eyeballs did not. 

A very senior gentleman, head of one of the 
largest advertisers in India, commented when 
we shared this concern with him: "Maybe we 
should be making ads that dont look like ads!" 

But of course, how many infomercials and 
vignettes and in-programme promotions 
should one negotiate for before the viewer gets 
tuned off these too? Instead, move on to the 
Revlon Beauty Advisor... and there she is. She 
doesn't look like an ad, and yet she does. She is a 
right-where-you-are spokesperson for the 
company and brand; she tells you what's good 
for you; you can go back to her if you're not sat- 
isfied; you can get your friends to meet her. And 
then you become the spokesperson for the 
brand yourself — a loyal, satisfied customer. 
Marshal MacLuhan comes full circle: the 
medium is the message. " 
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matter. And sleeping on your 


job is bad for your career, as | 
Uttam Manohar Nakate dis- | 
| creased memory, decreased intelli- 


covered. He took his em- 
ployers, Bharat Forge, to 


court after being sacked for | 


sleeping during work hours. Last month, 


the Supreme Court upheld his employ- | 
ers’ decision. Perhaps Bharat Forge | 
should have asked for details ofhis snor- | 


ing pattern before recruiting him! 


Human resources managers may do | 
_ well to take as much interest in a poten- | 
_ tialemployee’s snoring patterns as his or | 
her curriculum vitae. The way one | 
snores — once a prime cause of marital | 
discord — may make all the difference | 
| is sure what the toll is in India, but ac- 
cording to Kanwar, the numbers in ur- 
ban India are likely to be similar to that - 


to one's productivity at the workplace. 


Indeed, some HR experts have al- | 
ready taken a deep interest in employ- - 
ees' snoring patterns. In 2003, Circadian | 
Technologies, a US-based research and | 
consulting company, surveyed the | 
snoring patterns of more than5,000em- | 
ployees on irregular schedules or shifts - 


in the US. They concluded that heavy 
snoring — a sign of a disorder called 


a sleep apnea — had a significant impact 


on employees’ health, performance and 
safety. Very few non-snorers (less than 
half) required more than eight hours of 


sleep per day. In comparison, an over- 


whelming 70 per cent of heavy snorers 






uninterrupted sleep 


i the same time are important 


^ Stay away from stimulants like. caffeine. uus: | 
. avoid all stimulants in the evening, including E | 
- chocolate, caffeinated sodas and caffeinated teas. 


Em Alcohol may help you to get to sleep but it may 
~ cause you to wake up during the night - 


E Avoid watching TV, using laptops, or reading in bed. 
i f u really need to read, use a small wattage bulb 


< e Don't get stressed over lack of [PED " will only 


| make matters \ worse. 





OUD snores are no laughing | 
| per day; they also had a greater ten- _ 
‘dency to take naps during the day. 





e Most people need between 7.5 to 8. 5 hours of : 


needed more than eight hours of sleep 


“People with sleep apnea have de- 


gence while working on a mentally de- 


manding task, slower thought processes 
| and reactions, all leading to loss of pro- 


ductivity,” explains Dr M.S. Kanwar, 
head of sleep medicine at Delhi's In- 


draprastha Apollo Hospital. It increases 
| the risks of road accidents too. 


In the US, where an estimated 
18 million people suffer from this disor- 
der, the loss of productivity, industrial 
and personal accidents and medical 
bills due to sleep apnea costs the coun- 
try more than $60 billion a year. No one 


of the US — 2 per cent of adult women 
and 4 per cent of adult men in the 30-60 
age group suffer from this disorder. 

So what is sleep apnea, and how is it 








Howto sleep. ster 


caused? In Greek, apnea means'wantof | - 


breath’. It is a disorder where one liter- - 
ally. chokes while breathing during 


sleep, and is characterised by loud, ir- 


| regular snoring patterns. In medical 


terms, it is defined as 'a drop in oxygen ' 
saturation of atleast 3 percent. 

Every night, as a person drifts to . 
sleep, thebody relaxes. This includes the 
throat muscles, which are generally taut 
when one is awake, and helps keep the . 
throat open to allow air to flow into the - 
lungs while breathing. During sleep, - 
when the throat and tongue muscles re- 
lax and become flaccid, they hit against 
the upper portions of the throat, caüs- 
ing vibrations while breathing. Thatis 
snoring; and it’s quite normal, ‘However, 


_ when those muscles are excessively re- 





le Avoid bright light around the house before bed. 


E e Do not exercise at least three hours before bed. 


| 

_ * Keep regular hours. Getting to bed and getting mem | e Dont go to bed hungry. Have a light snack, but avoid. 
| [ 
| 


a heavy meal before bedtime - 


| Avoid looking at the clock if you wake’ up in the 
middle of the night. it can cause anxiety | : 


e If you carit get to sleep for over 30 minutes, do. 
something boring in dim light till you are Sleepy - 


e Keep your bedroom at a comfortable temperature 


e If you have a sleeping partner, ask them if they . 
- notice any snoring, leg movements and/or pauses | 
. in breathing. Take this information and consult 8 | 
doctor if hecessary on 





HEALTH 


laxed, or the tonsils are large, then the | are shown as spikes in squiggly graphs S lee a nea 
breathing pipe actually gets momentar- | running laterally along the computer. In D D 
ily blocked from the pressure of breath- | a normal person, about six such spikes, 


ing in, and the person chokes in his | arousals in doctor-speak, are seen Can make you 


sleep. “Overweight people and those | every hour. In contrast, in a sleep apnea 


with high blood pressure are generally | patient, 200-300 'arousals are seeninan | less prod uctive 


at greater risk," adds Dr R.R. Kasliwal, di- | hour. It's hardly surprising, then, that a | 

rector, cardiology, Escorts Heart Insti- | sleep apneac is often the textbook : 
tute and Research Centre, who has | grouch, waking up tired and grumpy, and even Kill 
treated such patients for more than 20 | onlyto fall asleep at work. 


years of his career. The reason is that These momentary, nocturnal chok- yOU E Ih IS 
overweight people are more likely to | ingspells have a far-reaching impact, as 


have more fat around the throat, mak- | one businessman (who prefers to re- disorder costs 


ing the air passage narrower. main anonymous) found out. For years, 

Because the choking only happens | he trudged to work sleepily. In his semi- 
for 20 seconds or so, the affected person | somnolent state, he would sign leave the U S a lo ne 
does not realise it— although his orher | forms for workers, authorise cash pay- 


spouse might, as the snoring getslouder | ments, etc., all without really paying at- | [WOE tha N 
and can rent the air in large, gurgling | tention. He simply could not concen- | 


snorts. The brain wakes up suddenly, | trate, and his balance books were soon $60 Di | | ion a 


disrupting sleep patterns, although it | precariously poised — till a friend 

goes back to sleep almost immediately | nudged him towards the doctor. He was . 

before the person is fully conscious. diagnosed and treated for sleep apnea. yea g By Su priya 
In the modern, computerised world | Now he’s a veritable picture of success. 

ofa sleep laboratory, the waking periods : Its the lucky ones who lose just their Bezba rua h 


SHUT 


What is sleep apnea? 


Disturbed sleep at night due to temporary choking 








Symptoms: loud snoring, gasping during sleep, sleepy 
during the day 






Long-term dangers: Cardiac arrest, stroke, 
hypertension, memory loss, tiredness. Can cause 
accidents, loss of productivity at work 







Those at risk: Overweight, hypertension sufferers, 
those with small airways of the nose, throat or mouth, 
those with family history of sleep apnea 







Incidence: Estimated 2 per cent of adult women and 
4 per cent of adult men in the 20-60 age group 






Treatment: Mild sufferers should avoid alcohol, 
smoking, reduce weight. Sleeping on the side helps 






Severe cases will need surgery or Continuous Positive 
Air Pressure treatment 
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OTHER SLEEP DISORDERS 


LEEP apnea is, thankfully, not very common. But other sleep disorders can 
S still significantly affect your quality of life. The most common sleep disorder 
is, of course, insomnia. The term covers a range of symptoms. Some peo- 

ple simply find it difficult falling asleep at night. Others go to sleep normally but 
wake up frequently — as many as 15-20 times — in the course of the night. Still oth- 
ers fall asleep at the right time but wake up within a few hours, after which they 
can't go back to sleep again. Over a period of time, sleep deprivation because of in- 
somnia can lead to a host of problems ranging from just slow reactions and lack of 
concentration at work or while driving, to heart and blood pressure problems. 

Stress is the most common cause of insomnia but there are lots of other fac- 
tors as well. Drinking or exercising too close to bedtime can trigger off a bout of in- 
somnia, as can excessive partying. Even great fatigue can bring about insomnia. 
Then, there are a host of prescription drugs whose side effects include insomnia. 

Narcolepsy is probably the exact opposite of insomnia. This is one disorder 
where one feels the sudden urge to go to sleep at odd times despite having had a 
full and proper night's sleep. People suffering from narcolepsy may fall asleep 
even while driving or having a conversation. The sleep may last from 30 seconds to 
30 minutes. People suffering from narcolepsy are al- 
ways in danger of accidents, simply because they 
never know when they will fall asleep next. ` 

One rather unusual sleep disorder that has at- 
tracted a lot of attention of late is the restless legs 
syndrome (RLS). This essentially manifests itself in 
the incontrollable urge to move your legs. Some peo- 
ple with RLS say that their leg muscles are constantly 
twitching, which causes the movements. Others say 
that they feel a deep discomfort in their legs which 
goes only with some movements. Either way, RLS 
can give you insomnia. And then again, you may fall 
asleep but your leg movements during sleep might 
simply prevent you from feeling rested when you get 
up the next morning. 


The Sleep Drugs Industry 


There's a whole host of little pills that have 
cropped up to help you sleep better — or in the case of 
narcolepsy, to keep you awake. Most doctors are unanimous, though, that chemi- 
cal aids should be used only after all other means — like lifestyle changes or losing 
weight or simply going to bed every day at the same time — have failed. 

The most common pills prescribed by doctors for short-term insomnia are gen- 
erally benzodiazepines. These might be the older generation of hypnotics (di- 
azepam) or the newer generation anxiolytics (alprazolam, etc). However, they can 
be habit-forming and a lot of doctors say that they should be prescribed only with 
extreme caution because of their abuse potential. 

Some non-benzodiazepine sleeping aids have also come into the market and 
they promise sleep without many of benzodiazepine's side effects. Meanwhile, 
melatonin, a hormone, is also gaining fame as a great aid for regulating sleep. 
Melatonin was initially being used to help combat jet lag, but is now often used by 
doctors to treat insomnia from other causes as well. 

Till fairly recently, there was hardly a drug meant to properly treat narcolepsy. 
Strong coffee (because of the caffeine) was the only option for keeping awake. 
Some time back though, in the US, a drug called Provigil was introduced to help 
narcolepsy sufferers. Provigil is supposed to improve alertness. However, doctors 
worry the drug will become popular with students wanting to stay awake all night 
before exams or executives who want to stretch their working hours. ga 
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jobs from this disorder. The more unfor- 
tunate souls simply do not wake up one 
morning — a condition called sudden 
cardiac death. When oxygen levels in 
the brain fall — a situation called hy- 
poxia — the brain releases certain 
chemicals, called neurotransmitters. 
These chemicals disrupt signals being 
transmitted to the heart muscles, rather 
like changes in radio signals affecting 
the clarity of the voice speaking to you 
on a mobile phone. Just as the voice on 
the mobile phone fades, disappears into 
static, and then becomes clear again for 
a few minutes, the rate and efficiency 
with which the heart muscles pump 
blood and keep the heart going be- 
comes erratic as oxygen levels dip, and 
the person suffers a heart attack. 

Sleep apnea also leads to hyperten- 
sion and stroke. Dr Kasliwal explains: 
"The neurotransmitters released by the 
brain in response to low oxygen levels 
cause very small blood vessels to con- 
strict. Consequently, the bigger blood 
vessels that are connected to these 
smaller ones have to work harder to 
push the blood through." This increased 
pressure leads to hypertension and the 
risk of cardiovascular diseases like heart 
attack and stroke. 

Those are the medical dangers. 
Sleep apnea is also one of the biggest 
killers on the road, — tired, sleepy dri- 
vers often cause fatal crashes. 

The tragedy is, the treatment is not 
difficult ifonly people realised they were 
suffering from a genuine medical con- 
dition. Those suffering from mild sleep 
apnea need only to readjust their 
lifestyles a bit — give up smoking and al- 
cohol, lose weight (even losing a little bit 
helps), sleep on the side instead of on 
the back. That's all it takes to infuse en- 
ergy into their lives. Some people can 
benefit from surgery of the tonsils or 
adenoids or the mouth. 

The more severe cases will need 
continuous positive air pressure 
(CPAP). Such patients will have to wear a 
mask that blows air at just the right pres- 
sure into their throats while they are 
sleeping. The mask costs less than Rs 
100, but needs a doctor's prescription as 
it has to be adjusted to the individual in 
order to be effective. 

To those exiled to the Land of Sleep, 
or rather half sleep, this infuses a fresh 
burst of oxygen into their lives. i 
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| BUSINESSWORLD SPECIAL. Find out which company held its nerve and 


M which was shown the door Who managed to break into the elite. group and 


who celebrated on the winner's podium. Taking into account both listed and unlis ted 


| companies, this comes out as the most authentic survey on corporate India. 
| The list of India's top 500 companies out on stands, February 21. Are you in the race? 


mm—————————— 


—— — 





H 
i 
i 
i 
i 
$ 
j 





mure ves anra Sp ate e e LAA metet n art Raat av MB EE RSS indes RR 


Toa advertise, please contact - New Delhi. Anindo Banerjee- 098105141349: Mumbai: Anusuya Roy- 0982 Kolkata- Subhro Sarkar 098 303491 T 
, Chennai: R. V, Praveen: 0988401 4966; Hyderabad. Deborrah Wheeler: 09848280263; Bangalo lore: Francisco Lobo: 09880292820 








set eher ert ann tt yt tav PP rV gd PA S3 Pos Nt e Pm ro ze e a t iH MS A 


HANAN thnk Ara We i I NA fn nr 


n——— 


inate paring pcan yelping ata palit raster 


E UP TENIS 





E aea AAA d A a A A A NAA A E AA A EA A S S N 








MANAIA NAA ENAA AAAS Goel nA OP Ag AE A AS, 


ETEEN EPI DEE A eae Reka 


ite rime vens ri meta rrt teint anu NM t pt NAA ar Ste 





IRR 








BROWSING | 


Rajendra S. Pawar 
Chairman, NIIT 


I read books in parallel. At any point, I 
have a dozen books with page mark- 
ers. The two that are being read more 
just now are THE FORTUNEAT THE 
BOTTOM OF THE PYRAMID by C.K. 
Prahalad, and David Bornstein's 
HOWTO CHANGE THEWORLD. The 
second is on social entrepreneurs, 
and I am reading that partly as I had a 
session at the World Economic Fo- 
rum on a related topic. 

The books I read depend upon 
my current preoccupation. Since we 
are doing alot of business in China 
and the Far East, I read Understand- 
ing the Chinese Mind by Robert E. 
Allinson and Dr Mahathir bin Mo- 
hamad’s The Malay Dilemma. 

Iam also rediscovering Shake- 
speare, thanks to my youngest daugh- 
ter, who is in Class 8. I read early 
morning or on flights. Some of my 
books are bought at airports, some at 
bookstores and some | get as gifts. Mi 


ALERT 
The Broker 


John Grisham 
(Doubleday) 





THE master of the legal 
thriller is breaking for- 
mula again. After The 
Painted House (a 'liter- 
ary' work), he has again 
left the courtroom for a 
spy yarn set mostly in 
Italy. A notorious power broker is 
out of jail and the CIA is after 
him. Racy, but it's not Grisham. Ill 
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ABHIJIT MITRA 


F no story of America Inc. is com- 
plete without Ford Motor Com- 
pany, then no story of Ford Motor 
Company is complete without the 
saga of how Bill Ford, the great- 
grandson of founder Henry Ford, 
stepped in just in time to save the 100- 
year-old firm from going into the dust- 
bin of history. That is what author David 
Magee writes about in Ford Tough. 

It is well known that during the early 
part of the 20th century Ford Mo- 
tors assembly line had com- 
pletely changed the para- 
digm, not only in 
automobile manufactur- 
ing, but in the production 
of other goods as well. But 
towards the end of that 
same century, most of its 
vehicles were being driven 
off the road because the 
company wasnt keeping 
up with the likes of Toyota 











Motor Corporation that, ironically, had 
taken Ford Motor as its role model. In 
1999, to counter that, rather than trying 
to make competitive products, the then 
CEO of Ford Motor, Jacques Nasser, de- 
cided to change the game altogether: 
the company would not only make au- 
tomobiles, it would do a number of 
other things as well. 

Only a small part of expenses in- 
curred on a car during its life is on its 
purchase. While this money was coming 
to Ford Motor, Nasser wanted it to get a 

substantial chunk of 
the stream of in- 





FORD TOUGH 


Bill Ford And The 
Battle To Rebuild 
America’s Automaker 


By David Magee 


John Wiley & Sons 


Pages: 256; 


Price: $27.95 











JAWED NAQVI 


E it as Shylock in William Shake- 
speare's Merchant of Venice or as 
Sukhi Lala in Mother India, Hindi 
cinemas ovation to the resilience 
of exploited peasants — the usurious 
trader, or baniya in India, has been uni- 
versally reviled. Often such deep-rooted 
prejudices result in strange myths. 

One such is the quest for supernat- 
ural antidotes on the other side of the 
globe. In south-west Colombia, peas- 
ants of the Cauca Valley claim that plan- 
tation workers enter into secret pacts 
with the Devil to increase their produc- 
tion and, thus, their wages. The peasants 
also believe that occasionally a godpar- 
ent-to-be will secretly hold a currency 
note while the godchild is being bap- 
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No Shylocks 


tised, implying the note is baptised in- 
stead of the child. It thus becomes in- 
vested with a power that will cause it to 
return to its owner — ^who has become 


| its godparent” — with interest. 


Using an idiom drawn from their 
culture, this is the peasants' way of ex- 
pressing their sense ofthe "evil nature of 
money" and its mysterious capacity to 
reproduce and multiply. 

Is it possible that the Rajasthan 
trader is the South Asian equivalent of 
the devil-allied treacherous godparent 
in Colombia? Such a hypothesis would 
at least be consistent with the general 
unpopularity of traders everywhere. 
But, says Lawrence A. Babb in Alchemies 
of Violence — Myths of Identity and the 
Life of Trade in Western India, there is lit- 
tle evidence to support the view that In- 





come the car generated thereafter. 
Nasser's logic was impeccable, but his 
execution was not. Very quickly, Ford 
Motor lost focus and began foundering. 
It was neither making much money 
from the post-sales stream, nor was it 
able to hold its own in the new vehicle 
market. In 2001, Ford Motor incurred 
one of the biggest losses in its history. 
That was when Bill Ford stepped in. 
Ford Tough describes the company’s 
slump and its subsequent recovery. The 
story is interesting in itself and Magee 
tells a straightforward narrative that 
runs at a smart clip. He, however, seems 
to have fallen into a distinct Nasser- 
could-do-no-right-Bill-Ford-could-do- 
no-wrong trap. While nobody can ab- 
solve Nasser of his mistakes, it must be 
remembered that he did not have the 


advantage of hindsight that Bill Ford | 


did. Second, when Nasser announced 
his strategy, most of the world had said it 
could shift the paradigm for automak- 
ers in the 21st century just as the assem- 


bly line had done in the 20th. Besides, | 





in Rajasthan? 


dian traders were ever regarded as radi- 
cally evil “as opposed to shrewd, greedy 
or shady”. Nor has money lending been 
condemned in this country “with the 
severity” it has faced in Europe. 

The book examines this amazing 
balance struck between a reviled com- 
munity that the baniyas are seen as and 
their role in society as possibly the most 
integrated and institutionalised caste in 
the Hindu social order. Babb, professor 
at the department of anthropology-so- 
ciology, Amherst College in Massachu- 
setts takes up a cluster of trading castes 
generically known as ‘Marwaris’, tra- 
versing both their mythical origins and 
their historical functions as they 
evolved into one of the most powerful 
and wealthy groups in India today. 

But what then are the alchemies of 


| what Nasser had done had the approval 











DAVID MAGEE is the 
founder-owner of Jeffer- 
son Press, a small liter- 
ary publisher, and is the 
author of two other busi- 
ness books, Turnaround: 
How Carlos Ghosn Res- 
cued Nissan and The 
John Deere Way 





of the Ford Motor board, including Bill 
Ford. So, some responsibility definitely 
rests there too. Towards what turned out 
to be the end of his tenure, Nasser had 
done a few things that could politely be 
called stupid, but by then he was just 
trying to save his job. 

Partly with Nassers mistakes to 


learn from, Bill Ford figured out soon | 


enough that to get anywhere, Ford Mo- 


tor would have to stick to making cars 


and trucks that captured the imagina- 
tion of the consumers. This was the for- 
mula the company had been built on 
and had lived by. Bill Ford’s name was on 
the Ford Motor headquarters building. 








BOOKMARK 


Ford right again 


And that brought with it a 
certain feeling of trust from 
employees, dealers, suppli- 
ers and stakeholders, and a 
faith that he would be able 
to revive the company. Be- 
sides, he managed to capi- 
talise on opportunities to 
project the right image. 

All this helped him go about the task 
of refocusing the company on strength- 
ening its strong products — like the F- 
150 truck — and coming out with new 
and exciting ones while improving effi- 
ciency and quality. It was the same for- 
mula that the company had used to turn 
around Jaguar, which it had acquired as 
an ailing outfit in 1989. The results of 
this turnaround strategy are there for all 
to see. In 2004, Ford Motor earned prof- 
its of $3.5 billion. Magees story does not 
go up to that point, but only till the time 
the direction was set. 

On the whole, a good read, but keep 
in mind that the author clearly reveres 
the ‘Ford’ name. a 








violence the title of the book refers to? 
Babb argues that Hindu society, con- 
trary to western notions and its own cul- 
tivated beliefs "nourished by filtered 
recollections of Mahatma Gandhi", has 
been as violent as any other society in 
any other part of the world." The export 
of a somewhat limited range of Indian 
religions to the West, "especially Bud- 
dhism, but also an assortment of vege- 


ALCHEMIES OF 
VIOLENCE 


Myths of Identity and 
the Life of Trade in 
Western India 


By Lawrence A. Babb 
Sage Publications 
Pages: 254; 

Price: Rs 550 
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tarianised versions of Hinduism", has 


_ also contributed to the image of a non- 


violent India. (However) “I know of no 
empirical evidence showing that Indian 
national society is any less violent than 
any other." 

So how do the seemingly non-vio- 
lent trading classes adapt to the violence 
of their milieu in which their past is 
deeply rooted? They do so partly by re- 
sorting to the doctrine of salvation. Ac- 
cording to the author, non-violence can 
also be seen as “socially and politically 
adaptive for traders who have to live in 
close proximity to groups that are or 
were very violent indeed”. 

In trying to define themselves, the 
Marwaris tend to rely on the symbolism 
drawn from the Vedic rite of sacrifice. 
That's because myths use "sacrifice as a 
master metaphor for creative power 
and social order”. An interesting thesis, 
spun out almost entirely on the litera- 
ture published by caste and religious 
associations. an 
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Left’s pound of flesh - 





F politics is the art of the possible, liberalisation is 
the art of the impossible. Or so the finance minister 
is bound to think. The NDA government had intro- 
duced a system of action taken reports (ATRs) on its 
Budget promises. In 2004-05, Mr Chidambaram 
scrapped the idea. Why should the UPA take action on the 
NDAs promises? However, if the ATRs are revived, the fi- 
nance minister will have egg on his face. Several of his 
promises in the last Budget — revamping ITIs, introduc- 
ing food-stamps and so on — are yet to materialise. 

Having described himself as an investment minister 
and having hawked India's case for FDI abroad, the FM 
should feel miffed that the equity cap of only one sector 
(telecom) has been raised while he wanted it for three sec- 
tors. Itisa different matter that 
he shouldn't have made the 
promise about the insurance 
sector, because that requires 
parliamentary approval and 
legislative changes. 

And he can't be happy 
either that his proposition that 
FDI should be put on auto- 
matic approval and the For- 
eign Investment Promotion 
Board be scrapped hasn't had 
much success. 

Under the circumstances, 
North Block must have been 
desperate to have raised the 
proposed telecom equity cap 
from 49 per cent to 74 per cent 
well before 28 February. But 
then, the FM has to contend 
with the Left and leftist sentiments within the Congress 
and among other allies. 

For quite some time, the Prime Minister has given 
"careful consideration" to the Left's demand for increase 
in the EPF (Employees' Provident Fund) rate. For the 
Union government, that is a small price to pay to make 
the Left accept the equity cap increase in telecom and the 
National Electricity Policy. The trouble is the Left is sup- 
porting the government from outside and, therefore, the 
rules of such trade-offs don't apply in their case. In case 
you have forgotten, one of the earliest images of the UPA 
government was the sight of CPM leader Sitaram Yechury 
staging a dharna against airport privatisation. 

This time, too, the Left has launched a nationwide 
protest on telecom FDI, Patents Act, Electricity Act, disin- 
vestment and banking reforms. With the West Bengal and 
Kerala elections not far away, this may be more than just 
public posturing. 

So what is the objection to hiking FDI in telecom to 





The trade-off on the EPF rate 
and telecom FDI is bad 
economics. And it raises the 
spectre of blackmail by the Left 








74 per cent, especially in light of the fact that the 49 per 
cent cap guidelines were such that they could have been 
bypassed? Telecom has been the showpiece of Indias lib- 
eralisation story. As the industry grows, shakeouts and 
consolidation are inevitable. And companies that face an 
exit threat portray their interests as the national interest, 
reinforcing the generic opposition to FDI that is present. 

The fact is telecom needs foreign investment if the tar- 
get subscriber base of 250 million by 2007 is to be reached. 
A transparent liberalisation is welcome and the present 
transition accomplishes that. 

Telecom, however, raises the security bogey. Any tech- 
nology can be misused and that should not be an argu- 
ment against technology itself. But have the Left's and the 

home ministry's concerns on 

security been adequately ad- 

dressed? The clauses on legal 

jurisdiction, restrictions on op- 

erating in selected areas, and 

possible cancellation of 
, « licences seem to have taken 
|. careofthose concerns. 

Now the flip side of the 
trade-off. The FM had prom- 
ised in the last Budget that all 
interest rates would be market- 
determined. That's not the sig- 
nal conveyed by the hike in the 
EPF rate. If the EPF Organisa- 
tion pays its 27 million in- 
vestors a high return, that's not 
quite our business, as long as 
those returns are not guaran- 
teed by the government. 

Sadly, that's not howit works. The tension between the 
labour and finance ministries is partly about figures and 
the extent to which EPFO’s surplus will be eroded. But the 
more substantive issue is whether there will be bailouts 
through budgetary support. The answer is certain to be 
yes, and it will mean a regressive cross-subsidy from the 
poor to those working in the organised sector. Should the 
government pay 3.5-plus per cent real returns to the rela- 
tively rich and ignore those who the National Common 
Minimum Programme caters to? Also, it will now be diffi- 
cult to prevent a spillover of administratively guaranteed 
high returns to other small savings instruments. 

The opportunity costs of such a scenario would be the 
missed expenditure in physical and social infrastructure, 
including in the rural sector. 

The UPA Cabinet has accepted the trade-off, instead 
of calling the Left's bluff. Compromises may be an integral 
component of politics. But this is bad economics and 
raises the spectre of future blackmail, too. E 
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And you thought an HP Photosmart 2608 All-in-One only gave brilliant photos? It also offers powerful 
fax, scan and copy functions. And lets you explore unlimited possibilities with its manage-edit-share 
functions besides advanced photo printing without a PC! So, add that everlasting touch to your 
cherished moments and do a lot more, with an HP Photosmart 2608 All-in-One. 
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HP PHOTOSMART 
7260 PHOTO PRINTER HP PSC 1350 


5 999* ALL-IN-ONE 
Rs. 
* Up to je sane dpi colour’ Rs. 7,499* 











* HP PhotoREt 4 colour layering * Up to 4800-optimised dpi colour' 
technology with 6-ink printing * HP PhotoREt 4 colour layering technology 
* Borderless 4" x 6" photo printing with optional 6-ink colour printing’ 
* As fast as 36 secs’ (4" x 6" photo) * Up to 17/12 ppm (Blk/Clr)’ 
* Multi-slot memory card reader” * Up to 600 x 2400 dpi optical 
D ial * Convenient front-mounted USB resolution/up to 36-bit colour scan 
El e $ conneclivity * Copy without PC 
rin * HP Photo & Imaging software * 4" x 6" borderless photo printing’ 
cart ridges * Multi-slot memory card reader’ 
HP Care Pack : Rs. 1,960/- 
3030 4499 HP Care Pack : Rs. 1,600/- 


doorstep delivery 





To extend warranty to 3 years, buy HP Care Pack at above list price. 


Unit level replacement warranty. 539 cities support helpline, 99 cities service centers. 


CALL 3030 4499 or 1600 444 999 EMAIL in.contact@hp.com 


Est. street price, taxes extra. 'Up to 4800 x 1200-optimised dpi colour when printing from a computer & 1200-input dpi. "Optional 6-ink colour printing available with purchase of HP 58 Photo Inkjet Print Cartridge; not included; 
old seperately. "Print and copy speeds may vary according to the complexity of the document and type of output. “Based on standard ITU-T Test image #1 at standard resolution. More complicated pages or higher resolution will 
ake longer and use more memory. "When using 4" x 6.5" 4R-size HP Colourfast Glossy Photo Paper. “Print a 9-frame action sequence from your digital video clips. "Supports Compactflash™, Smart Media™, Memory Stick®, 
secure Digital™/MultiMediaCard™ and xD-Picture Card™. "Using optional HP bt300 Bluetooth® Wireless Printer Adapter; not included sold separately. Supports camera phones with Bluetooth? wireless technology. Visit 
iWww.hp.com/support/bluetooth for a list of compatible devices. "When using 4" x 6.5" 4R-size HP Colourfast Glossy Photo Paper; with included print cartridge. "Supports Compactflash™, Smart Media™, Memory Stick®, 
nemory Stick Pro, Memory Stick Duo, IBM Microdrive™, Secure Digital™/MultiMediaCard™ and xD-Picture Card". ©2005 Hewlett Packard Development Company, L.P. 
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HP PHOTOSMART 
2608 ALLIN-ONE 


Rs. 14,999* 


* Up to 4800-optimised dpi colour' 


* HP PhotoREt 4 colour layering technology 
with optional 6-ink colour printing’ 

* Up to 30/20 ppm (BIk/Clr? 

* 33.6 kbps fax modem 

* Up to 60-page memory fax‘ 


* Up to 2400 x 4800 dpi optical 
resolution/up to 48-bit colour scan 


* A4/4" x 6" borderless photo printing’ 
* 2.5” colour LCD, video action printing* 


* Multi-slot memory card reader’ 
and PictBridge 


* Networkable/Bluetooth? option" 


HP Care Pack : Rs. 1,960/- 
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Today's businesses demand round the clock connectivity, no matter where you are or which time zone you 
are in. Precisely why, your IP Telephony solution needs rich multi-modal capabilities and control. 
So that your end-users can connect from anywhere, as per preferences and availability, using modes and 
devices that are most convenient to them. This in turn enables access to any part of the business process, 
over any network. In short, enterprise wide mobility. 


As your business and network grows, it must give you the flexibility to create and deliver your own applications. 
Thanks to the power of converged communication, today, all this is possible. Now you can integrate 
communication and business applications, backed by Avaya GlobalConnect. Smoothly, effectively, securely. 
So while your competitor derives mere cost efficiencies from proprietory converged networks, you could be 
miles ahead reaping the benefits of converged communication. Guaranteeing you an edge over competition. 


converged solutions contact center solutions customer services 


GLOBALCONNECT 





TO INDIA'S NO.1 ENTERPRISE COMMUNICATION COMPANY 


www.avayaglobalconnect.com 


For more information, contact Anju Williams at +91-124-5093317 or +91-98106-04222 or e-mail: anju.williams@avayaglobalconnect.com 
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RJE Businessworld Poor Economics 


Q The recent move to increase the 
PF rate to 9.5 per cent is nota 
rational economic decision. The 
actual returns will fall well short 
of the required earnings, unless 
the government is willing to 
finance or subsidise the gap, which 
is not a right thing to do. l 
Instead of increasing the rate to 9.5 per cent across the board for 
all PF members, why can't the government devise a slab with varying . 
rates of interest? Under this, employees who earn less can have higher 
rates of interest, while lower rates can be adopted for employees in the 
higher-income groups. Such a move would mitigate the burden of 
paying a higher interest rate when nobody can afford it at this stage. 


Ramesh Murty, Bangalore 





WHAT DAVOS CALLS FOR | impact. Among our business leaders, 
As a former ambassador to Switzerland | there are several who can make this 
who has handled Indian participation | impact (Rahul Bajaj, for one). But 
in six meetings at Davos between 1995 | without effective participation of the 
and 2000, I would entirely agree with | political element, the country 
the observations made in the column | presentation fails altogether. I do feel 
(‘Down at Davos, BW, 14 February. ^ | that Davos is an excellent opportunity 
Might I also add that there is a systemic | to showcase and project India, but no 
problem in ensuring our effective | amount of planning can remove the 
representation in Davos? omen factor of participation of the 
The Davos work-method largely political leadership, on which much of 
involves a freewheeling exchange of our success in this venture depends. 


ideas among the political leaders and K.P. Balakrishnan, Thrissur 
the business representatives with, of — | 
course, the participation of the LIMIT SCOPE OF NDPS ACT 


audience. This requires the leaders to 
be effective communicators. How 
many good communicators do we - 
have in the political leadership — at 
levels that count? Our leaders are used | stretch of imagination (‘Psychotropic 
to making formal, prepared Threat, BW, 14 February). Codeine, 
statements, which do not make any | alprazolam and diazepam are widely 
used in modern medicine. For 
instance, many cough syrups have 
codeine phosphate as a constituent, 
which are given even to children. 
Almost every medicine has some 
side reaction if not taken in 
recommended doses. Let's not forget 
that the difference between over-the- 
counter (OTC) and prescription drugs 
is getting blurred, and needs to be 
addressed. While the misuse of any 
drug is undesirable, it is also 
important to protect chemists from 
undue harassment and maintain 
supplies of all drugs. 
M.M. Gurbaxani, Bangalore 


Drug authorities have bracketed 
|! several drugs under the Narcotic Drugs 
| and Psychotropic Substances (NDPS) 


| 
| 
| 
| 
| 
| 
| 
| 
| 
| Act which are not narcotics by any 
{ 

| 

| 

| 
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Everywhere. And nothing captures it better than a Kodak DX7590. Equipped 


digital cameras from the people who invented them. 
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The Kodak DX7590 — 10X optical zoom lens, Kodak Colour Science Chip, 5 megapixels 


Also Available 
CX7430 DX7440 DX7630 
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MRP Rs. 14,900 


For more information, please contact Kodak India Limited on e-mail: 956509N@knotes.kodak.com, or call Mumbai: 022-56416300/819; Chennai: 044- 
23621490/1838; Kolkata: 033-22295711/12; New Delhi: 011-23387215/16 or log on to www.kodakindia.com; for sales and demo call: 011-23315300/23318500. 
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0484-2319530/2324310; Coimbatore: 0422-2482259/2490085; Dehradun: 0135-2750756; Guwahati: 0361-2606152/58; Indore: 0731-5026619/20; Jaipur: 0141- 


2360978; Kolkata: 033-22346347/86/87; Lucknow: 0522-2201154/2201325; Mumbai: 022-23812874; Nagpur: 0712-3099498/2525243; New Delhi: 011 
26433549/50/51; Pune: 020-25450118; Raipur: 0771-3090878; Ranchi: 0651-2331376; Surat: 0261-3099753/31 13671; Trivandrum: 0471-3102327. Distributor: MCC, 


Bangalore: 9886563514; Chennai: 9840025684; Hyderabad: 9849624888. 











UPLIFT OF THE SOCIAL SECTOR 
On the face of it, the decision to use 
government borrowings to fund the 
social sector and schemes like the 
Employment Guarantee Scheme may 
. seem to be regressive measures 
(‘Watering It Down, BW, 14 February). 

But in the long run, the social sector 
can become a big contributor to the 
economy and would lead to equitable 
development of the country. 

The government should not stretch 
its borrowings too far to fund the social 
sector. But in the current situation, 
it has to take hard decisions for the 
uplift of the social sector which has 
~ been the most neglected sector on the 
pretext of lack of funds. 

Siddhartha Raj Guha, Jabalpur 


JUST A METAPHOR 

Subroto Bagchi used the Bajaj Auto 
advertisement only to highlight the 
insensitive portrayal of the disabled in 
India. There was definitely no intention 
to disparage the company. If Rajiv 
Bajaj's response (‘Rajiv Bajaj Responds, 
BW, 14 February) had consisted only 
of the actual admission of the mistake 
(as it did in the final paragraphs), 

_it would have put him on a much 
higher ground. 

Ajit Velonie, Mumbai 


FACTOR IN HUMAN NEEDS 
Truth hurts and enlightens at the 
same time. The needs of India 
vis-a-vis TRIPS needs to be 

looked at with a long-term 
perspective (‘How To Stop 
Worrying and Learn To Live With 
Piracy’, BW, 7 February). WTO 
mandates don't always factor in the 
human needs parameters. In our 
eagerness to be world citizens, let us 
not forget that some in our country 





light of pharmaceutical companies 


companies, stockists and retailers.. 
|. The worst to suffer will be patients, 


-vare unable to choose correctly. 
because of institutionalised up 
--to my nose’ views. 

z S.M. Bhandari, on email 


The implementation of VAT will 
increase paperwork and 
corruption. Instead, there has 
to beataxsystemthatis — E 

simpler and results in better - 

tax collection at reduced costs. 
One way to do this is to have single- 
point tax at the manufacturing level, 
and a separate formula to distribute 
the tax between the Centre and states. 
Subhash Chandra Agarwal, by email 


DON'T CHARGE MRP 
Indian pharmaceutical companies are 
among the most competitive ones in 
the world. Still, while the cost of 
making medicines is on the lower side 
in our country, the maximum retail 
price (MRP) is much higher ( ‘Excise 
Excess?’ BW, 14 February). 

This is especially so when seen in the 


around the world whose costs are 





“With thet new excise policy, the duty 
will be charged on the MRP of the drug. 
This will definitely lead to an increase 
in the price of medicines, and will. - 
reduce the margin of inánufacturing | 


who will have to pay more for. 
medicines. The government should - 
not charge more than 8 per cent 
excise duty on medicines. Further, 
medicines used in costly treatments, 
like organ transplants, should be fully 
exempted from duties and sales taxes. 
Also, the sales tax on medicines should 
not exceed 4 per cent. 
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SIMPLIFIED TAX SYSTEM | 
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| MRP inclusive of all taxes, will | 
be sndoosstul only if all the states agree 
to have a uniform sales tax rate. - 


With the WTO regime having come | 
into effect from 1 January 2005, we are 


all worried that the prices of medicines 
will shoot up. In fact, the prices of - 
some medicines have increased with 
effect from 8 January — not due to | 


the patent law or WTO, but due to 


the new excise policy. 
Subrato Chatterjee, Kolkata 


FOREX FOR NEW INDIA 

Montek Singh Ahluwalia is right (‘The 
Forex Solution, BW, 31 January) in 
recommending the use of foreign 
exchange reserves for infrastructure 
development. The ostriches at the 
Reserve Bank of India should know 
that it wasn't just oil dollars that have 
transformed the Middle East over the 
last 50 years, but also the involvement 
of world-class construction companies 
like Bechtel and Fluor. Speed is of the 
essence. The task in India is so huge 
that just a handful of truly world-class 


companies like L&T cannot be 


expected to do speedy justice. A flyover 
in Bangalore, for instance, is touted as 
rocket science and takes over 30 
months to build. Infusion of dollars 
can help solve the problem. 


-Raj Gadasalli, by email 


FINANCING INFRASTRUCTURE 
No doubt, India is on ‘The Road To 
Growth’ (BW, 31 January) but the 
question is how far or high? Will she 
become the star of the 21st century? 
World-class infrastructure is essential 
for growth. And that needs money. 
What needs to be done is known. And 
money flows where there is depth to 
absorb it. The vicious circle of demand 
and supply has to be overcome by a 
balancing act. 

A. Jacob Sahayam, Thiruvananthapuram 


CORRIGENDUM 
In the story 'SAIL Checks Out The Gas 
Option’ (BW, 21 February 2005), the 
term 'coal-dust injection' was wrongly 
printed as ‘cold dust injection’. We 
regret the error. 
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All Wool Super 120s 
Wool Rich Super 1205 
Polywool Super 100s 
Polywool Super 90s 
High Twist Fabrics 


Wool Cashmere 


BOND WITH THE BEST 


LUXURY SUITPNGS 


Reid and Taylor fabrics are available at all leading outlets, as well as the following Reid & Taylor Shops : Ahmedabad : CG Road. Tel : 079-6403662 Bangalore : Jayanagar. 
Tel : 080-6343852, Entrance Commercial Street. Tel : 080-5325898 Hubli : Station Road. Tel : 0836-2369333 Hyderabad : Mebaz - 55662222 Jaipur : Opp. Golcha Cinema. 
Tel :0141-2317309 Kolkata : Mahatma Gandhi Road. Tel : 033-22682045, 22707396 Natural Essentials (Poddar Court) Tel: 22251577 Surat : Adajan Road. Tel : 0261-2696619, 
Varacha Road. Tel : 0261-2551839 Mumbai : VN Road, Fountain. Tel : 22042630 Patna : Bari Road. Tel : 0621-2300467 Vishakapatnam : Daba Gardens. Tel : 0891-745616. 
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coun wom.) The BW Real 500 | 


Businessworld, along with the Centre for Monitoring Indian Economy, presents the most com- 





prehensive listing of Indian companies. Rather than use just revenues or assets as a criterion, 
we've taken an average of the two to give a more holistic ranking of India Inc' giants. 








42. Opening Essay 


The third year of the BW Real 500 has seen the perform- 
ance of India Inc's best companies improving. The super 
heavyweights on our list had a better sales and profit 
growth in 2002-03. Yet, just 178 companies on the BW 500 
gave returns higher than a 5-year bank deposit to their in- 
vestors. Also, this time there were a few dramatic entries 
into the list and exits from it. Presenting the big picture of 
corporate India. 


as. New Growth Cycle 


After trying to grow 
their toplines through 
efficiency gains, India 
Inc. is adding fresh ca- 
pacities again. What is 
different about this 
phase of growth for 
companies? 

















COMING UP TOPS 


52 Indian Oil Corp- 
oration The public sector 
company is trying to transform it- 
self from being a pure refining 
and marketing company to a fully 
integrated oil major. 


M.S. Ramachandran: big plans > 





























54 Reliance Industries 
India’s largest private sector firm is 
growing the way it knows best— on 
the back of huge investments. It’s also 
investing in natural gas to leverage 
the synergies with its power business. 


4 Mukesh Ambani: firmly in control 


56 State Bank of India 
India’s largest financial institution has 
taken its first few steps towards going 
global. Admittedly, its first overseas 
acquisition is a small bank — but for 
SBI, this is just the beginning. 





A.K. Purwar: banking on IT > ` 





LISTINGS 


58 Definitions And Notes The key to under- 
standing the BW 500 listings, and how we arrived at 


| therankings. 


60 India's Super Heavyweights The full list 
ofthe biggest 500 companies in India — using an average 
of revenues and assets. 


78 Financial Services Companies Taking 
stock of who the truly big moneybags in India Inc. are . 


80 Top 50 2003-04 Thetop 50 companies in 
financial year 2003-04 . 


82 Industry Rankings A peer-to-peer compari- 
son of India’s biggest companies. 


98 Sector Rankings A comparison between 
sectors; where is the growth coming from. 


100 The Top 50s How the biggest of the biggies 
compare in terms of assets, sales, profits, losses, sales 
growth, ROCE, value creation and destruction. 


108 In Out, Up Down Alookat the new entrants, 
the ones that exited and the big gainers and losers. 


110 Index The alphabetical guide to the BW500. 
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IN THE NEWS 


:2 New Course 


The global restructuring might put Unilever 
on the high growth path. But will it do the 
same for Hindustan Lever employees? 


12 Retail Union minister Kamal Nath on why India 
needs an integrated approach to attract FDI in the sector. 


IN DEPTH 


36. The Drying of China 


China's mighty rivers are drying up. How the country tackles 
its water scarcity will have serious implications for the globe. 





28 EDLI Though well run, the Employees Deposit 
Linked Insurance scheme is expensive. Can the Left help? 


30 Interview Peter Hill, the CEO of Sri 
Lankan Airlines, describes the fascinating 
story of the loss-making government 
carrier's turnaround. Any lessons here for 
Air- India and Indian Airlines? 


Peter M. Hill: Turnaround man > 








112 Bookmark The story ofhow tiny Intuit took on 
mighty Microsoft — and lived to tell the tale. 


COMMENT 


10 Omkar Anhonest, realistic Budget is preferable to 
one that sells make-believe dreams. 


THAT'S IT 


26 Mala Bhargava The new features and technolo- 
gies you will see on mobile phones in 2005. 


GUEST COLUMN 

34 Rohit Arora The pioneers of outsourcing targetted 
growth but never dropped the ball on quality. 

4 FEEDBACK 

114 BW OPINION 


Cover Design: Jyoti Thapa Mani 




















Web Exclusives 
How the Premier Hockey League livened up a 


post-Naidu Hyderabad. 


y A look at a recent study on whether the persistence- 
.. based approach exists in Indian equity markets. 


Jf Stock Sense: The Budget maths doesn't look promi- 
sing. Can the FM deliver on the expectations? 


ETLIEN on to www.businessworldindia.com ) 
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| cause we wanted to identify the 





Good times 


HE third edition of the BW Real 500 shows how 

dramatically the corporate environment has im- 

proved in one short year. Sales growth for the 

companies that constituted the BW 500 this year 

was over three times that of last year's 500. Profits, 
return on capital, return on assets — you can see the differ- 
ence in every single financial parameter. 


Some things, of course, remained much the same. The top 
three companies in this year's list — Indian Oil, Reliance In- 
dustries and Bharat Sanchar Nigam (BSNL) — are the same, 


| though Reliance and BSNL have interchanged positions. The 


top 50 companies this year account for over 50 per cent of the 
sales and over 80 per cent of the profits of the group asa 
whole — just as they had last year. 


There were a few dramatic 
climbs — and several precipi- 
tous falls. As always, the BW Real 
500 provides a rich ore of data 
that can be mined profitably to 
pick out trends. 


Businessworld 


Three years ago, we had kicked 
off the BW Real 500 project be- 


500 


INDIA INC's GROWTH IMPERATIVE 


biggest corporations in the 
country. There were other top 





| 500 lists available, but each of 


those provided a partial picture of the corporate world. The 
top 500 by market capitalisation, for example, was overly de- 
pendent on the fickle stock market sentiment. And it did not 
capture companies that were not publicly listed. 


Similarly, the top 500 by sales provided a good picture of the 
revenue end of the corporate world but ignored the asset 
bases of companies. That’s why we created a methodology 
that would provide a more balanced picture. The BW Real 500 
takes into account both listed and unlisted public limited 
companies, and takes the average of sales and assets to come 
up with the rankings. Special correspondent Avinash Celes- 


tine and assistant editor Ranju Sarkar anchored the project. 


In this issue, don't miss an interesting interview with Peter 
Hill, CEO of SriLankan Airlines, on page 30. The turnaround 
of our island neighbour's national airline holds lessons for 
our own airlines. And on page 36, read a fascinating story on 
the looming water crisis in China. 


CO o pa 


yoser y 


PROSENJIT DATTA, EXECUTIVE EDITOR 





omkar goswami . . 


tby 









The author is the founder 
of CERG Advisory that 
specialises in corporate 
consulting and economic 
advisory services. He can be 
reached at omkar. 
goswami@cergindia.com. 


WO weeks ago, I wrote about the 
fiscal challenges facing finance 
| minister P Chidambaram, especi- 
ally the need to kick-start infra- 


structure. Last week, I discussed 
| abouta government that has become a gigantic 
spending machine: one that spends 7 per cent 
more than what it earns — just on non-Plan ex- 
penditure. When you read this column, it will 
be less than a week from the day when Chidam- 
baram presents the fourth Union Budget of his 
career. What could we expect from him? 

No self-respecting economist will ever give 
you a forecast from which he or she can't wrig- 
gle out. Being no great respecter of oneself, I 
have always felt that it is the job of an econo- 
mist to explain things in simple language and 
to make educated guesses — even at the cost of 
being proven hopelessly wrong. So, let me 
choose the path that only fools dare to tread... 

I would be very surprised if Chidambaram 
does not herald a slew of significant policy refo- 
rms. Among them, I expect him to announce a 
sizeable viability funding gap for infrastructure 


I WO uld projects; a much larger outlay for financing 
roads, power, water supply and airports; a dedi- 
rathe r cated special purpose vehicle for infrastructure 
which could use some of our dollar reserves as 
have an quasi-equity to leverage market borrowings; 
possibly additional tax breaks to create a mar- 
honest, ket for long-term paper, vital for funding infra- 
icti structure; and greater FDI in land, property de- 
re alistic velopment, retail and banking. There may be 
Budget other initiatives, especially those concerning 
reforms of Centre-state fiscal relations. By and 
than one large, these will be welcomed. In the long run, 
: they will be good for the nation; in the short, 

th at tr 1eS they should keep the stock markets happy. 
Regarding the fiscal deficit, I am confident 
to cre ate that Chidambaram will meet his target of keep- 
m ake » ing the deficit to 4.4 per cent of nominal GDP. 
j The economy has grown faster than antici- 
believe pated, which will cushion the denominator. 
Moreover, thanks to the loan restructuring pro- 
dr eams gramme, receipts from the NTPC divestment, 


eg What to expect 
, on Budget Day 


cuts in Plan expenditure and aggressive reve- 
nue collection in the last quarter, the FM may 
even maintain his deficit targets in absolute 
terms. This would also please everyone no end. 
Now we come to the more difficult part of 
guessing Chidambaram’s compulsions. Let me 
focus on four issues. First, will he cut the peak 
rate of customs duty by another 5 percentage 
points? There are industrialists who have 
steadfastly opposed it for the coming year, on 
the ground that appreciation of the rupee has 
already eroded some of the protection. There is 
also a revenue issue: in the absence of strong 
import elasticities, customs duty cuts coupled 
with exchange rate appreciation tend to reduce 
revenues. My guess is that Chidambaram could 
do a ‘giveth and taketh’ act, where he could cut 
the peak rate by 5 points and then impose a de- 
velopmental or infrastructure cess of an addi- 
tional 2 per cent. He has done this in the past. 
Second, will we see more sops directed at 
personal income-tax payers? I think not. The 
Chidambaram exchequer can scarce afford 
more of these. Moreover, he is a great believer in 
clarity and cleanliness of the tax code. Of cou- 
rse, this doesn't mean he will adopt all the rec- 
ommendations of the Vijay Kelkar committee 
in toto. He will maintain some exemptions, re- 
move a few, and grandfather as many as he can. 
Third, will we see any significant reduction 
in the corporate tax rate? Chidambaram 
believes that the corporate tax rate should be 
no greater than the maximum marginal in- 
come tax rate. However, I doubt whether rev- 
enue compulsions will allow him to cut the 
rate, especially when the average corporate tax 
paid at today's rate is no more than 22 per cent. 
Fourth, another VDIS but at 40 per cent tax- 
es? If he can make the prime minister agree to 
that, he will be a 'super-cat' No prediction here. 
The 28th of February, therefore, will see a 
strong reform-oriented Budget but it will also 
be a tough, realistic one. And, frankly speaking, 
I would rather have an honest, real Budget than 
one that tries to create dreams. x 
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A recent study of licensing and support costs conducted by BearingPoint, 
a leading independent consulting firm, found that these acquisition 
costs for Windows Server'" 2003 are comparable to Red Hat Enterprise 
Linux or Novell's SUSE Linux Enterprise Server "despite the common 
perception that Linux is free or very inexpensive." However, if you 
require full 24x7 phone support on all servers, licensing and support for 
Windows Server 2003 can cost up to 73?6 less than Red Hat Enterprise 
Linux" over five years. 
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For the full study, visit microsoft .com/getthefacts 
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| Server System 


‘Red Hat Full Support (24x7) estimates based on case where 100% of servers are Enterprise Linux AS Premium. Red Hat Limited Support estimates are based on case where 10% of servers 
are Enterprise Linux AS Premium (24x7 phone support) and 90% are Enterprise Linux ES Standard subscriptions (9 a.m.-9 p.m. EST M-F phone support). Windows Server estimates are 
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commissioned by Microsoft. © 2005 Microsoft Corporation. All rights reserved. Microsoft, Windows, the Windows logo, Windows Server, and Windows Server System are either registered trademarks or 
trademarks of Microsoft Corporation in the United States and/or other countries. The names of actual companies and products mentioned herein may be the trademarks of their respective owners. 





FDI IN RETAIL 


An integrated 
approach 


NION minister for com- 
U merce and industry Kamal 

Nath believes the retail 
sector can attract FDI worth $2 bil- 
lion within two years of the sector 
being opened up. He had recently 
announced that the government 
would unveil its policy on retail FDI. 
“We are still discussing it. But if we 
go ahead, it will not be a leap, but 
gradual steps forward," he told BW 
in an exclusive interview. 

The ministry is not looking at 
retail FDI in isolation. “We cannot 
delink retail from construction. If 
there is not enough real estate 
available, rentals go up and ulti- 
mately it is the consumer who pays 
the price," he ar- 
gued. However, 
he added that a 
distinction will be 
made between 
construction and 
real estate — for- 
eign investments 
will not be mea- 
sured in number 
of acres pur- 
chased, but in 
the square 
footage constructed. 

On the question of capping the 
FDI at 26 per cent, the minister 
said the government has to “look 
at it holistically. We have been hav- 
ing consultations with retail associ- 
ations. We are yet to take a stand". 

Past governments have been 
opposed to FDI in retail owing to 
fears that the entry of global retail- 
ing giants could wipe out a large 
base of indigenous kiranas. The 
minister is aware of these con- 
cerns. He said: “We will ensure 
that our subsistence retailers are 
not displaced. Organised retail is 
only 2 per cent of the market. Sub- 
sistence retailers make up the 98 
per cent." No policy can be drawn 
up at the expense of the latter. E 

M. RAJSHEKHAR & M. ANAND 


DINESH KRISHNAN 


HINDUSTAN LEVER 


A tryst with change 


VEN as the hoopla over Vindi 

Banga and Harish Manwani 

bagging top slots at Unilever's 

new seven-member executive 
dies down, Hindustan Lever managers 
are squaring up to the prospect of an- 
other wave of change. Just that this time, 
the impact may not be quite as rosy. So 
far, while the changes are still unfold- 
ing, insiders fear that it could mean 
job cuts at senior levels and cur- 
tailment of existing roles in the 
Indian subsidiary. 

Heres the trigger: across 
the world, Unilever is qui- 
etly putting in place a new 
regional category man- 
agement structure on the lines of 
what Procter & Gamble did five 
years ago. Brand strategy and inno- 
vation for all global brands will now 
be done on a regional basis. In No- 
vember 2004, HLL category head 
(skin) Vivek Rampal was moved to 
Singapore to head the skin care cat- 
egory. Then, two weeks ago, Gopal 
Vittal was designated regional 
brand director for top clean, which 
includes upmarket fabric wash 





ROCERY store chain Fabmall 
has merged with Trinethra 
Super Retail, the largest retail 
grocer in Andhra Pradesh, to 
create a Rs 170-crore grocery retailing 
business, among the three largest in the 
country. GW Capital, a private equity 


fund and an in- 
vestor in Fabmall, 
brokered the deal. 
No firm numbers are 
available, but the market 
estimates that FoodWorld, 
the RPG group grocery re- 
tailer, has a turnover of Rs 
270 crore. The Mumbai- 











crore in Fabmall, the retail op- 
eration, after it split with the 
company's online retailing 
business. 

On the anvil is an experi- 
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brands like Surf, Comfort and Omo. Vit- 
tal will continue to be based in Mumbai, 
but report to Nihal Kaviratne who heads 
the home care category in Singapore. 

The new structure could signifi- 
cantly dilute roles at HLL and restrict ca- 
reer growth opportunities for existing 

managers. For instance, Nitin Paranj- 
paye, a Lever lister who headed in- 
novation for the entire fabric 
wash category in India, will now 
look after local brands Wheel, 
Rin and Sunlight, and also 
execute strategy for the cat- 
egory. Says an HLL man- 
ager: “Many of the senior 
managers, particularly 
those in work level four, are under- 
standably quite anxious about 
their fate." 

How many Indians will eventu- 
ally make it in the new regional 
roles is also unclear. But, head- 
hunters say they are being flooded 
with resumes of Lever managers. 

Whether or not these anxieties 
are valid, experts say this will in- 
creasingly be the way global con- 
sumer product companies will be 


THE FABMALL-TRINETHRA 


In search 


ment with a hypermarket for grocery, 
apparel and white goods in Vijaywada, 
Andhra Pradesh, which will go on 
stream by March 2005. This format, 
which is used by Big Bazaar, will be new 
for both the hitherto family run 
Trinethra, as well as Fab- 

mall, both of which 
have been working on 
ual the neighbourhood store 
format so far. Trinethra 
has 82 stores in Andhra 
Pradesh and Fabmall has 12 
in Bangalore. 

GW Capital's business man- 
ager George Thomas says: 
"Trinethra needed to expand 


managed in the future. Unilever has 
merely taken a leaf out of P&G’s book. 
And if P&G sources are to be believed, 
their regional category management 
structure has clearly helped bring about 
speed and significant economies of 
scale. P&G's dictum is simple: con- 
sumers across the world are more simi- 
lar, than dissimilar. And so, instead of 
spending money and time to develop 
products and communication for each 
local market, P&G has chosen to roll out 
concepts that work across markets. If 
the local market nuances demand some 
tweaking, it is the local market organisa- 
tion (referred to as a market develop- 
ment organisation) steps in. 

But how has the structure helped? 
One, it has brought in speed of execu- 
tion. Two, relatively smaller countries in 
Asia, like Vietnam, whose size may not 
have allowed them to invest in high-cost 
innovation programmes, now stand to 
benefit from a centralised approach. 
And three, there are significant 
economies of scale in manufacturing, 
product development and innovation. 
Besides, of course, there is also a reduc- 
tion in head count. “You simply don't 
need so many brand managers in every 
country," says a P&G manager. No won- 
der headhunters expect more HLL 
managers to head for the door. m 

INDRAJIT GUPTA 





MERGER 


of size 


beyond Andhra Pradesh and needed 
greater management depth. Fabmall 
had a good team that had scraped its 
knees on the dotcom bust and ran a 
tight ship out of Bangalore." 

The merged entity plans to open 45 
more stores by the end of 2006. Cur- 
rently, the companyis trying to work out 
which brand of store will sell what type 
of products. While Trinethra is not 
known outside the state, Fabmall has 
wider recognition. The joint entity will 
have a greater critical mass to get better 
sourcing advantages, a critical competi- 
tive factor in grocery retailing, where 
margins are very thin. li 

RADHIKA DHAWAN 


CORPORATE CAPSULES 


Ranbaxy loses R&D stalwarts 


AST week, BW had reported that some senior executives in Ranbaxy Labo- 

ratories' research & development were on their way out. It appears now that 
Yatinder Kumar of Ranbaxy is in talks with Wockhardt and is perhaps set to join 
them as head of generics research. Like Ranbaxy, Wockhardt, too, has big 
plans on the generics side and, therefore, needs to beef up its R&D strength in 
that area. To a BW question, a Wockhardt spokesman said that he was “unable 
to comment". The Ranbaxy official spokesman said that ^we do not comment 
on HR and individual people issues". 

Meanwhile, it is rumoured that Mookhtiyar Kasim, Ranbaxy's vice-president, 
new drug discovery research, is exploring the possibility of joining former Ran- 
baxy R&D head Rashmi Barbhaiya's start-up. Both Kasim and Barbhaiya were 
handpicked from Bristol Myers Squibb to lead Ranbaxy's R&D efforts. 

Also, the drug company's current R&D head, Rajinder Kumar, seems out of 
daily operations, as he is ensconced in London because of personal reasons. Ill 


M. Damodaran new Sebi chief 


. DAMODARAN, the chairman of Industrial Development Bank of India, 

has been appointed the chairman of capital market regulator Securities 
and Exchange Board of India. He takes over from G.N. Bajpai, whose term ex- 
pired on 18 February 2005. a 


All roads lead to India 


NDIA flashed brightly on the radars of two global auto majors last week. In Ko- 

rea, Hyundai Motor chairman Chung Mong-Koo announced that its wholly- 
owned subsidiary in India will be setting up a new plant near Chennai. The new 
plant will have a capacity to roll out 150,000 cars taking Hyundai's total capac- 
ity to 400,000 cars per annum. In Singapore, BMW chief executive Helmut 
Panke said that a plant in India was under consideration. This is part of BMW's 
plans to increase its Asian sales to 150,000 units. w 


TPG blocks son-in-law's exit route 


HE Chennai bench of the Company Law Board (CLB) has restrained BPL 

Communications, BPL Mobile Communications and BPL Mobile Cellular 
from selling any of its assets or licences, or from transferring any share till it has 
ruled on a petition filed by the BPL group patriarch T.PG. Nambiar. This ruling 
blocks the exit route for his warring son-in-law Rajeev Chandrasekhar, who may 
have thought of selling his shareholding in these companies in the wake of the 
recent Cabinet approval for 74 per cent foreign direct investment in telecom. 
Chandrasekhar's lawyers are preparing to file their counter to the CLB. 

Nambiar and Chandrasekhar have been battling for the control of BPUs tele- 
com businesses. It was reported that T.PG. moved the 
CLB fearing that his son-in-law may sell off the 
telecom business. This has been refuted by 
the Chandrasekhar camp.(See ‘Face-Off’, 
BW, 18 October 2004). This is the second 
such petition filed by Nambiar. The first, 
filed in the Delhi bench of the CLB, 
also resulted in a similar stay. But it 
was vacated the very next day. B 
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suggest that it is negotiating between 
the Boeing 747, 777 and the Airbus 
A-340 family, for leasing three aircraft. - 
Destinations like London need special | 
wide-bodied aircraft capable of carrying 
a larger number of passengers over a 
long distance, giving economy of scale 
to the carrier. The airline has already 
bagged two landing slots at London's 
Heathrow Airport. 

Jet's current fleet consists of Boeing 
and ATR aircraft for the short-haul 
flights. Last week, announcing its IPO in 
Mumbai, the company said it decided 
to add an additional 10 Boeing 737-800s 
to its fleet by 2006-2007. These are 
medium-haul aircraft capable of flying 
to south-east Asian destinations. (Jet 
has also applied for landing slots in Sin- 
gapore, Kuala Lumpur and Bangkok.) 

To ensure that the airline does not 
miss the March deadline for its first Lon- 
don flight, it is currently leasing these 
three aircraft depending on cost and 
availability. The decision over aircraft for 
long-haul flights, which might include 
New York subsequently, will be taken 


S offi i ; daily London scl edule.this 
March. Sources close to the company 


ap tN TN I lt i Se B ere P a atii ti gra aim arr reme d SE aat 


“tenance i issues are very diferent from 
the shorter-distance aircraft. - 


Jet's real challenge will be the tik of 
quickly upgrading skills internally. 
Training a pilot to fly one of these wide- 
bodied aircraft can take up to a year and 
Jet does not have such luxury of time. 
Even training a pilot to sit in the co-pi- 
lot's seat on the left-hand side could 
easily take up to six months for just 
ground school. Besides, taking too 
many pilots out for training could upset 
the current 737 fleet and disrupt domes- 
tic operations, something the carrier 
cannot afford to do at this time. 

Therefore, initially for the first six 
months to a year, the airline will need to 
hire foreign pilots which is a pretty ex- 
pensive proposition. The same argu- 
ment holds true for engineering ser- 
vices. All the spares and maintenance 
skills need to be upgraded and once 
again due to lack of time, Jet will need to 
get into third-party arrangements for 
now. Clearly, chairman Naresh Goyal 
will have to take a decision in a hurry. Bi 

RADHIKA DHAWAN 





National Private Leased Circuit (NPLC) 


In today's fast booming economy, no business can really go 
‘laces unless it is supported by a secure and uninterrupted 
onnectivity network across India. A fact that we, at Tata 
ndicom, are fully aware of. 

That's precisely why we have a network that can keep 
ace with your ever expanding business needs and gives 
: the necessary coverage across every nook and corner 
if India. 


Starting with our NPLC network, which is among the largest 


International 
Private 
Leased Circuits 


Internet 
a Bandwidth 


Data Centres Managed Voice 


and widest within the country (over 35,000 km of fibre). Or, 
for instance, the multiple ring-architecture of our network 
that provides you with ample redundancy and restorability 
options. Giving you the convenience of end-to-end services 
being available through a single touch point. All of which 
adds up to give you just what your business needs. A secure, 


reliable source of uninterrupted domestic business connectivity. 


To find out how your business can go places, call Tata 
Indicom Enterprise Business Unit at *91-22-56644000. 
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BROADCASTING 
Blinkers on 


Y mid-2005, India is likely to 
R have a content regulator. 
Rumours are that it will be 
Navin Chawla, secretary, Ministry of 
Information and Broadcasting. Re- 
ports say he would retire around 
that time and will be given autono- 
mous charge. Chawla denies it. 
The build-up to the appoint- 
ment began last week in Delhi with 
a round table that stakeholders — 
from teachers to broadcasters and 
cable operators — participated in. 
The immediate provocation for this 
has been some ‘adultish’ music 
videos being aired on almost every 
mainline entertainment channel. 
Irrespective of who eventually 

becomes the regulator, the idea 
that someone will foist his morality 
on the country is undemocratic. 
But most of those who were at the 


- round table say that is not what it 


will be. “We have told the govern- 
ment that we are already sending 
music videos for censorship,” says 
Vijay Lazarus, president of the In- 
dian Music Industry Association, 
who was at the round table. What 
came out was that 
the regulator would 
not make rules, but 
would be a body for 
' redressal, a bit like 
^. The Press Council 
of India. "It will not 
be a censorship - 
body,” says Laza- 
rus. Others present 
also say that the 
tone of the discus- 
sion was liberal. 
The point is why have a content 
regulator when we have a Cable 
Act, a programming code and an 
advertising code. Several players 
feel better implementation of the 
laws rather than more of them is 
what is needed. The proposed 
fixed time for channels to air shows 
with adult content is a better way to 
tackle the problem. M 
VANITA KOHLI-KHANDEKAR 
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COUNTERING FII CLOUT 


Will this be 
enough? 


ECENTLY the government 

has taken a couple of steps 

which are being seen as 

measures to counter the 
growing influence of foreign institu- 
tional investors (FIIs) on the the 
bourses. First, it allowed provident 
funds to invest up to 5 per cent of their 
incremental funds in equities asi 
directly and another 10 per 
cent through mutual funds. 7. 
Second, the Reserve Bank of (f 
India allowed banks to in- 
crease their stockmarket expo- 
sure from 5 per cent of the previous 
year's outstanding advances to 10 per 
cent on a case-by-case basis. 

But are these steps enough? 
Probably not. Last year FIIs brou- — 
ght in a staggering $8.5 billion, 27 “= 
per cent of the total inflows into In- 
dian markets since 1994. 

Meanwhile, barring a few private 
banks, the rest are well short ofeven the 5 
per cent limit, and PSU banks are just 
about gearing up for greater stock expo- 
sures. The RBI seems to be doing its bit to 
help — it recently organised a seminar 
on capital market exposure for senior 
bank managers. The PF trustees have 
even more ground to cover. They are still 
largely dependent on and vulnerable to 
unscrupulous and unregulated inter- 
mediaries for advice. So, it will be a while 











ONY LAWRENCE 


before banks and PFs start putting 
enough money into the stock markets to 
make any real impact on FII dominance. 
North Block recognises the prob- 
lem. Since UTI went down, no Indian 
institution has been able to match the 
FII clout. Indian mutual funds are too 
focused on corporate funds and not on 
household savings, only 2 per cent of 
which makes its way into the capital 
market. And therein lies the key to chal- 
lenging the FIIs. K 
VIKAS DHOOT 


SECURITIES AND EXCHANGE BOARD OF INDIA 


Renewal mystery 


ary shall stop undertaking any fresh 
business from the date of expiry. Sebi 
may initiate... action... for late submis- 
sion of application...” In jobseeker’s 
English: ‘If you apply late, don't call us, 
we will call you. If we don't, your appli- 
cation has been rejected. We may also 

punish you for applying late.’ 
Compliance officers are stumped 
why a renewal would take three months 
when Sebi's internal deadline for clear- 
ing first-time registrations is a month. 
And why would incomplete applica- 
tions be treated as no application? "With 
the onerous paperwork required, a mis- 
take may happen in the form uninten- 
tionally, but does that mean our liveli- 
hood should be cut off?” theyask. E 
VIKAS DHOOT 


SEBI circular issued in early 

January clarifies issues about 

the renewal of registrations 

of market intermediaries. 
Renewal applications have to be made 
three months before the registrations 
expire. The circular says: “It is... possible 
that an application for renewal may not 
be disposed of by the expiry of the regis- 
tration. As aresult... clients are not quite 
clear if the intermediary can continue... 
after expiry of registration.” 

In its clarification, Sebi makes a 
break from the past, when it used to 
keep the applicant posted about the sta- 
tus of its registration. It says: “If the ap- 
plication is received at Sebi less than 
three months before expiry and Sebi has 
not advised otherwise..., the intermedi- 
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Non-stop bandwidth for non-stop business. 
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' ^IBW — Direct, instant access to the IP cloud.’ 


Internet Bandwidth (IBW) 

The internet can become your biggest weapon in the fight for higher 
»roductivity, increased customer satisfaction and more profits. That's a 
act, we, at Tata Indicom are fully aware of. 

That's why we provide the most comprehensive range of internet 
'andwidth services that ensure uninterrupted business connectivity, not 
ust across the length and breadth of India, but anywhere on earth. For 
nstance, you can choose from Shared, Compressed or Premium services 
in multiple bit-rates of 64 kbps up to 155 mbps), depending on your 
leeds. Plus, you are assured of highest availability and easy scalability, to 


iandle the exponential customer growth in your business. Not to mention 


International 
Private 
Leased Circuits 


IP-VPNs 


Managed Data 
Network Services 


Circuits A 


| Private EE PE + an 


Data Centres 


our 24x7 network monitoring and customer support, which ensures that 
all the aspects of your e-business run smoothly. 

What makes all this possible is a state-of-the-art Tier-| class infrastructure, 
with our connections to the Tier-! IP backbones in North America, 
Europe and the Far East. And our legacy of being India's largest service 
provider and internet connectivity pioneer. All of which translates into 
unprecedented domestic and international coverage for your business. 

To know more about how the internet can become an 
invaluable business tool, call Tata Indicom Enterprise Business 
Unit at + 91-22-56644000 
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? . gies has taken a cue from group BPO 
. outfit Wipro Spectramind and set up the 

4 -~ sement, HR and Web help for its staff. 
/. caters to 39,337 employees (as on 31 


/^ December 2004) at its 30 delivery cen- 


./ handles 13,000 travel and expense 
. claims, 5,000 accounts payable 


c greenhouse gas (GHG) emis- 


.. opportunity. Heres how. 
. panies have to cut 


. sions. So, they can ei- 


7 companies or countries | 
. not using their full quota of emissions. 


—, credits up for sale for the next five years. 


. ; wards fossil fuels. Our plants are ineffi- 
X. cient. Technology upgradation should 


^. thata full third of that targeted 2.5 bil- 






WIPRO 


'" *»z Self service 


USINESS process outsourcing 
outfits are finally trying to im- 
prove their own back offices. 
Take Wipro. Wipro Technolo- 


invoices, 8,000 purchase orders, 5,000 
Web queries, 3,000 e-mails and answers 
an average of 100 calls. Earlier, there 
were more than 200 people doing the 
same job. This and better processes has 
resulted in savings of over 40 per cent. 

Besides, there are no delays in reim- 
bursements and Wipro is able to nego- 
tiate better discounts on purchases 
made across the company as a single 
team is handling the work. 

The shared services centre also acts 
as a lab for best practices. Now Wipro 
Spectramind can test a solution inter- 
nally before giving it to a client. Lz 

SHELLEY SINGH 


Wipro Shared Services Center for func- 
tions spanning travel, expense disbur- 


Located in Bangalore, the centre 


tres in India and 10 overseas. 
Every month, the 90-man team 





KYOTO PROTOCOL 


A mixed blessing 


NDER the Kyoto 
Protocol, the world 
has to reduce carbon 
dioxide and other 


— emissions would come from India. 
! This will also earn us $4 billion-5 
billion over the next six years. Today, 
India has the largest number of 
CDM projects anywhere in the 

world — about 57. 
Having said that, 
there is still along way 
to go. Any jubilation 
over Kyoto is mis- 
placed. Caps for 
emissions beyond 
2012 are to be ham- 
mered out. The US, the 
largest polluter in the 
world, is staying out. In 
its present avatar, Kyoto 
is applicable only to the developed 
world. The Third World balked, fearing 
adherence would torpedo its growth. 
But while its per capita emissions are 
low, the global South scores high in ton- 
nages. India's per capita carbon dioxide 
emissions might be a twelfth of the de- 
veloped countries, but it does rank fifth 
in overall emissions — after the US, 
China, Russia and Japan. Also, given the 
present growth rate in emissions, the 
global North will be overtaken by the 
South in GHG emissionsby2010. W 
M. RAJSHEKHAR 











sions. This is a business » 
Developed na- 49 li N 
tions and their com- is AES 


their carbon dioxide 
and other GHG emis- 


ther switch to cleaner 
fuels and technologies, 
or buy permits from 


Russia, for one, is expected to have extra 


Or, they can fund projects in the Third 
World to either capture and store car- 
bon (forestry), or promote the develop- 
ment ofless polluting energy sources. 
India can capture a large share of 
that. Our economy is heavily biased to- 


do wonders. The result: it's expected 
lion-tonne reduction in carbon dioxide 
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B-SCHOOLS 


IIM-B goes to 
Singapore 


FTER S.P Jain Institute of 
A Management Research's 

global foray early last year, 
the Indian Institute of Manage- 
ment-Bangalore is all set to offer 
courses out of Singapore. 

The offi- 
cial an- 
nouncement 
will be made 
in early 
March. ^We 
realised that 
we have 
tremendous 
brand equity 
globally and 
we wanted to 
exploit that," says Prakash G. 
Apte, director, IIM-B. He also sees 
the research benefits that accrue 
from exposing faculty to a new en- 
vironment. Besides that, there is 
also a possibility of having re- 
search tie-ups with Singapore- 
based institutions. 

To start with, IIM-B will offer 
short-term executive development 
programmes and eventually an 
executive MBA. There are no 
plans to offer a regular full-time 
MBA right now. The courses would 
be the same as those offered in 
Bangalore but they would have a 
more global context. 

IIM-B will not set up a physical 
campus in Singapore. Instead, 
they will take on lease the facili- 
ties of a local institute and oper- 
ate out of there. 

Much like S.P. Jain, in IIM-B's 
case too, faculty from Bangalore 
would regularly travel to Singa- 
pore and teach there. As for facili- 
ties like libraries, IIM-Bangalore 
plans to work out arrangements 
with local institutions to allow IIM- 
Bangalore students to use their 
resources. The first of these 
courses is likely to begin in ano- 
ther six months. E 

NEELIMA MAHAJAN 
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uan Tsang, 

he first Chinese traveller to India. 
Dur ED (Business Development), 
he first Indian gas man to China. 
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| 
i 
| Direct and indirect EDEN 
| for over 40,000 people 


Ripple effect on investment 
climate in the state 


Creation of an industrial culture 


“| inthe state 


| Could lead to large-scale 
development of tribal areas 


HE signing of the memoran- 


dum of understanding by | 


. Orissa and South Korea's 
Posco for a Rs 39,000-crore in- 
vestment in the state has been delayed. 
That is because the steel company has 
not been able to agree on the details of 
its agreement with Australian mining gi- 
ant BHP Billiton. 
According to top sources in the 


_ Orissa government, Posco is supposed 


to give BHP its partner for the project, 


> access to a part of the iron ore allocated 


to it in return for coke from the Aus- 


tralian company. While Orissa is yet to 
. take a decision on this arrangement, 


Posco seems open to the state govern- 
ment's decision to limit the amount of 
iron ore to be used for barter. 

Given the economic importance of 






POSCO 


Orissa deal on track 


mE What's in t for them N 


Access to some the world's 
: richest iron ore reserves 


———————————————————————————————— * —————————————————————————————————————— 


: Easy reach to markets like China, 
: Korea and South-east Asia 


Shen rere then reece rem em n n mem RT e n man na e n an an A en ARR e a RE m n mm Š Rt nea renne tite tenen ne eet ta dn teen nnne he Hm hene tee te aaa mir eriat Ae miinat nn trennt tA neman M ene rn 


: An investor-friendly state that has 
: pulled all stops for the project 


: A thriving Indian market, going by 


: GDP growth forecasts 
EE RERUN A rer mre T MOM NUNSUH PUN NN EET 





RAHA NARA P ———————— GOEL T CA AAA na minena RAL OA 


the project, however, both the Orissa 
and the Union government are going all 
out to ensure that Posco does make 
what would be the biggest foreign direct 
investmentinIndia. - 

Last week, Posco president Chang 


Oh Kang and Orissa chief minister 


Navin Patnaik confirmed that the MoU 
for the 12 mtpa plant will be signed in 
April. News that Posco and Orissa would 
not meet the 17 February deadline for 
the MoU had led to speculation that 
Posco would not invest in Orissa. The at- 
traction of the state is its iron ore re- 
serves and the possibility of reducing 
the price of exports to South-east Asia 
and China by at least $15 per tonne as 
compared with Brazil, Posco's alterna- 
tive destination for investment. | E 

PALLAVI ROY 
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Welcome to UTI country. 





* You can now insure upto Rs. 5 lakhs. Life Insurance Cover to the extent of the unpaid but not due amount of : | 
the chosen Target Amount. Existing investors can enhance their Target Amount to upto Rs. 5 lakhs. * Current expense UT! Mutual Fund 





ratio 1.58% for half year (unaudited) ended 30th September 2004. #In terms of AUM as on 31st January 2005, source: India's Not Mutual Fund 
www.amfiindia.com “As on 31st December 2004. www.utimf.com 


cheme Objective: To encourage the habit of regular savings primarily by tax paying individual investors to obtain tax rebate under section 88 of the 
icome Tax Act, 1961 on the investment made in the scheme each year and at the same time to get life insurance cover to the extent of unpaid but- 
ot due targeted amount. Investment Objective: To primarily provide returns through growth in the NAV or through income distribution and reinvestment: 
iereof. Amounts collected under the scheme shall generally be invested with not less than 60% of the funds in debt instruments with low to medium 
sk profile and not more than 40% of the funds in equities and equity related instruments. Entry load: Nil. Exit Load: 296 for premature withdrawal. 
EGISTERED OFFICE: UTI Tower, ‘Gn’ Block, Bandra-Kurla Complex, Bandra (East), Mumbai-400051. STATUTORY DETAILS: 
Ti Mutual Fund has been set up as a trust under the Indian Trust Act, 1882. SPONSORS: State Bank of India, Punjab National Bank, Bank of Baroda and Life 
surance Corporation of India. (Liability of sponsors limited to Rs. 10,000/-). TRUSTEE: UT! Trustee Co. (P) Ltd. (incorporated under the Companies Act, 1956). 
IVESTMENT MANAGER: UT! Asset Management Co. (P) Ltd. (incorporated under the Companies Act, 1956). RISK FACTORS: All investments in mutual funds 
Yd securities are subject to market risks and the NAV of the funds may go up or down depending on the factors and forces affecting the securities markets. There 
in be no assurance that the Fund's objectives will be achieved. Past performance of the Sponsor/Mutual Fund/Scheme(s//AMC is not necessarily indicative of the 
ture results. UTI ULIP is only the name of the scheme of UTI Mutual Fund and does not in any manner indicate the quality of the scheme; its future prospects or 
turns. There may be instances where no income distribution could be made. Realisation of all the assurances and promises made, if any, are subject to the laws 
the land, as they exist at any relevant point of time. The scheme is subject to risk relating to credit, interest rate, liquidity, securities lending, investment in overseas. 
arket, trading in debt & equity derivatives (the specific risk could be credit market, iltiquidity, judgemental error, interest rate, swaps and forward rate agreements). 
TI ULIP is a Mutual Fund product. It is not solicitation of Insurance. Mutual Fund investments are subject to market risks. Please read the offer document carefully 
id do consult your financial advisor before investing. UTI Financial Centres: Agra: 2158046/2158047 + Ahmedabad: 26580849/2658386 
Allahabad: 2561016/37/57/2561028 + Amritsar: 2564463 * JVPD: 26239841/26287750 * Bandra-Kurla Complex: 5678 6354 e Bangalore: 25585382 
Baroda: 2336962 * Bhopal: 2558308/ 2578408 * Bhubaneshwar: 2410995/7 + Borivaii (Wy: 28990715/28996372 « Chandigarh: 703683 » Chennai: 25243059/25272090 © 
Churchgate (Lotus Court): 22822513/22885976 + Cochin: 2369762/2380259 «e Coimbatore: 2214973 + Dehradun: 2749112/2746720 e Durgapur: 2546831 
Faridabad: 2419156/2410010 « Ghatkopar (W): 25167833/25158015 * Ghaziabad: 2790366 « Guwahati: 2521870/2543131 » Hubli: 363963/4 . 
Hyderabad: 24611095/98 * Indore: 2542468/2533869 * Jaipur: 2365212/2360434 « Jamshedpur: 2425508 * Jodhpur: 2645229/2624055 + Kanpur: 2304278/5279 | 
Kolhapur: 2657315/2666603 + Kolkata (Rash Behari): 24639811/3 © Kolkata: 22134846/657 1/5947 * Lucknow: 2238491/8628 © Ludhiana: 2441264 /1337 . 
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HE policy for cruise shipping, 

to be formulated by the mid- 

dle of 2005, is being designed 

to push Indian ports into the 
international circuit. 

The first recommendations are in. 
They include speeding up immigration 
= and customs clearances, improving air 
and rail connectivity, creating a favour- 
able tax regime for cruise operators 
who want to set up base in India, iden- 
tifying potential ports of call for cruise 
ships, and building cruise terminals on 
a build-operate-transfer (BOT) basis. 

These are in the reports of two com- 
mittees set up jointly by the shipping 
and tourism ministries. One was to as- 
sess the potential of cruise tourism at 
ports and the other to review the regula- 
tions connected with cruise shipping. 

The interest is natural. “Experience in 
the Caribbean, Latin America and South- 
east Asia shows that huge amounts of for- 
eign exchange can be earned by provid- 
-ing the right policy environment and 
infrastructure for the growth of cruise 
shipping,” says Rani Jadhav, chairman, 
Mumbai Port Trust. In 2004 alone, about 
40,000 tourists left India on outbound 
cruise ships, much more than the num- 
ber who called at Indian ports. So India 





ETTING up an outdoor wireless 

network in the 2.4 GHz fre- 

quency band no longer requires 
a government permission. The govern- 
ment did away with all licensing re- 
quirements last week. This could 
facilitate easier rollouts of sev- 
eral applications like Wi-Fi, 
telemedicine, video streaming, 
and broadband connections by 
Internet service providers (ISPs), 
etc. The 2.4GHz frequency band 
can enable wireless data con- 
nectivity with speeds ranging 
from 256 kbps to 1 mbps links. 

Till now, companies had to 
take permission from the Wire- 
less Planning Commission and 
the Standing Advisory Committee on 
Radio Frequency Allocation — both 
under the Union Ministry of Telecom- 
munication — to set up a network in 
the 2.4 Ghz frequency band. This took 
up to two months. Companies also 
had to pay an annual licence fee of 





CRUISE SHIPPING POLICY 


missed a big opportunity. 

The ‘should do list, however, doesnt 
address the affordability issue. Says 
shipping secretary D.T. Joseph: "The po- 
licy will have to take into account the 
needs of Indian tourists. Not many can 
afford $1,500 for a night. Also, govern- 
ment-owned ships that ply the Chen- 
nai-Andamans, or the Cochin-Laksh- 


Touch and go 


wadeep routes are in a pathetic state." 
The reports have identified Mum- 
bai, New Mangalore, Mormugao, Kochi, 
Tuticorin and Chennai for developing 
cruise terminals in phase I. The policy 
will be finalised after consulting the 
ports, cruise liners, Shipping Corpora- 
tion of India and the tourism ministry. B 
SUPRIYA KURANE 








THE 2.4 GHz FREQUENCY 


Free access 
to info highway 





We may soon have more homes like this one 


about Rs 15,000 per antenna. 
According to a Cisco estimate, the 
delicensing of the 2.4 GHz band — a 
norm in most parts of the world — 
could see a growth in the number of 
hotspots from the present 300 to 
800-1,000 in the next 12-15 months. 
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However, with a number of players 
eager to rollout outdoor wireless net- 
works, congestion could "throw a 
spanner in the works", says Jasjit S. 
Sawhney, CEO, Net4lndia, a Delhi 

based ISP Already, there are 
over 10,000 base stations 
around the country using the 2.4 
GHz frequency for services within 
companies and institutions. 

But there is a way out. Wi-Fi 
is only the starting point. Wi-Max 
is the next step. It helps cover a 
30-km radius area with a single 
antenna. “When Wi-Max stan- 
dards are finalised, it will help 
cover the city with fewer anten- 
nas,” says Sawhney. 

The new rules specify that a li- 
cence is required if the height of the 
antenna towers is over five metres. 
This could render the new regime use- 
less in Gurgaon or Mumbai, where 
high-rise buildings are the norm. E 
SHELLEY SINGH 


Bata has been voted ‘Most Admired Footwear Company’ at the 
images Fashion Awards, third time in a row. An accomplishment 
made possible by you, our valued customers. That's why, this 
reaffirms our commitment to serve you with the best. 





INTERVIEW / RICHARD DENEKAMP 


. "Global music players 
missing NRI market 


IT is a bum business to be in. Over four 

—— years, piracy in developing markets and 
/ illegalfile-sharingin developed ones, has 
*—7 knocked $8 billion off the topline of the 
' global music industry, which now stands 
_/ at $30 billion. So when Sony Music de- 
—. cided to merge with Bertelsmanns BMG 
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Music in 2003, it was just another way for 
both the companies to keep going. Last 
year, the merger, which created the $5 bil- 
lion (year ended December 2004) Sony 
BMG, the world's largest music company, 
finally got regulatory approval. BW'S 
Vanita Kohli-Khandekar had a chat with 
Richard Denekamp, president (Asia-Pa- 
cific), Sony BMG, on the merger and the 
future of the music business. Excerpts: 


B On why mergers make sense in a 
shrinking market 

The physical music market has been de- 
clining for about four years now; it has 
fallen from about $38 billion to $30 bil- 
lion. Major record companies are trying 
to survive. Without mergers and acqui- 
sitions there would be a year-on-year 
fall in headcount and less and less 
money for new talent. 


m= On how to stem the fall 
We are hoping that the fall in physical 
sales will be reversed by what is 
happening in digital sales. If we 
can successfully deal with 
piracy and illegal file-sharing, 
digital should form 25-30 per 
cent of the market in three years. 
In digital, both the Internet and 
mobile can be a significant source of 
income. The future market for mobile 
data is put at $4 billion. Of this ring- 
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tones, trutones and ringbacktones will 
be a major portion. In fact in South Ko- 
rea, digital music business already 
equals the physical format. They stand 
at $100 million each. And of the digital 
business 80 per cent comes from mobile 
and 20 per cent from the Internet. The 
digital business will soon become big- 
ger and record shops will close down. 


a On big companies’ pathetic record 
with discovering talent 

Difficult economic conditions are not 
good for artistes. Therefore, a merger 
makes sense as it reduces the cost of or- 
ganisational structure and helps put 
more money in organisational talent. 


& On what Sony-BMG means for India 
Not much. Because international music 
is just about 15 per cent of the market. 
The chunk is local music. Plus it is a low- 
price, cassette-driven market. It will 
take some time to change. But, ifmobile 
data is going to be big, then India can 
emerge as a major player there. 


m On selling Indian music to the over- 
seas diaspora 

Well, we have been trying. There is a lot 
of demand in the US and the UK. There 
are about 10-15 million Indians over- 
seas. We will certainly try to target them 
with options besides the Internet. We 
don't sell to grocery stores, which usu- 
ally stock Indian music. The large chain 
stores like Virgin or HMV usually take a 
selection of the top-sellers. So, if an [In- 
dian] album sells several million copies, 
itwill be there. But considering the Indi- 
ans living abroad are wealthy, thisis a 
revenue stream the music industry has 
not caught on to. i 
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RIMSONBAY 


Playing the Indian song 


T is an unlikely business for Silicon 

Valley types. But Sunil Singh, serial 

entrepreneur and venture capital- 
ist, couldnt resist the lure of Indian cin- 
ema. Along with other investors, Singh, 
42, has set up CrimsonBay. It is an online 
store that offers downloads of about 
40,000 Indian songs at 69 
cents or 99 cents per song, 
depending on how you buy 
it. These include, among 


besides saying that he is the biggest in- 
vestor, he refuses to discuss financials. 

"Music is just a beachhead,” says 
Singh. Eventually, CrimsonBay will sell 
videos, DVDs and other content to be- 
come ‘your media market, as the 
baseline says. Singh also talks 

about 'user-generated con- 
tent’ and selling albums from 
* new singers. It isa model tried 
| in Europe by Vitaminic.com, 
among others, albeit with 
mixed results. 

Whether CrimsonBay will 
succeed is a moot point. Re- 
member that for three years 
now music companies like 
Saregama have tried to crack 
the international market with, 
among other things, Hama- 

racd.com. But distribution 
and marketing costs are 
high and reaching the over- 
seas Indian is difficult 
(See, interview with 
: F Richard Denekamp). 
others, songs from © There is no doubt that itis a 
Saregama, the company | lucrative market — 15 million Indians, 
that has the largest repertoire of | flush with cash and perpetually senti- 
Indian music. CrimsonBay shares the | mental about music and films from 
revenues with Saregama and others, | back home. So, CrimsonBay might just 

keeping a small margin for itself. The | 
day it went live this month, Crimson- | panies like Sony BMG and Saregama, 
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be the answer to the question that com- 
Bay.com got 15,000 hits in the first three | among others, face. It may also bring 
minutes. Singh reckons that 300,000 | somesuccourto the beleaguered Indian 
downloads by the end of this year will | music industry, which has shrunk by 50 
take care of his cash flows. The totalin- | per centin the last three years. B 
vestment on the site is $1 million. But | VANITA KOHLI-KHANDEKAR 
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Mobile 
makers 
arent too 
happy 
about 
being 
outdone 
by MP3 
players. 
One of 
them now 
feels 2005 
could 

be the 
‘Year of 
Music on 
Mobiles’ 




























More gimmicks 


on mobiles 


useful gadgets as they are utter ob- 
jects of desire has been proved over 
and over again. If you visited the re- 
cent Mobile Expo in Delhi, you'll 
have found yourself jostling for space with gad- 
get-greedy crowds looking for good deals on 
mobiles, eager to be in-the-know and deter- 
mined not to miss out on the ‘latest’. You'll al- 
ready have heard about the dance shows and 
Samsung's fashion phones, the buzz over the 
new ‘Nokias’ and the N-Gage, Philips’ touch- 
screen phone. Heres a collection of the other 
technologies you'll be seeing on phones. 

In France, the 3GSM World Congress, an an- 
nual cellphone show is on. Motorola’s showing 
offits Razr sequel, SIVR; Nokia has new phones 
for consumers (rather than enterprise). By and 
large, the focus is on compelling applications. 
Mobile makers aren't too happy about being 
outdone by MP3 players like the iPod. You'll not 
only see more music phones, there will be more 
music-related functions and services. 

Nokia, which has just tied up with Loudeye 
and Microsoft, says 2005 will be the ‘Year of Mu- 
sic on Mobiles’. Storage on phones will quad- 
ruple, and phones will then give MP3 players a 
run for their money. Nokia and Loudeye show- 
cased a mobile music platform which lets ser- 
vice providers offer services to browse, search 
for, listen to, and buy and download full-length 
songs either to the phone or the PC. Microsoft 
isn't about to be left out: with Flextronics, it also 
showcased a mobile operating system code- 
named Peabody for smartphones that will inte- 
grate more advanced Internet connectivity and 
synchronisation functions at lower costs. 

After voice and handwriting recognition, 
you've got movement recognition on mobiles. 
Samsung's developed a 3D movement recogni- 
tion technology which senses and analyses 
movements of mobile phones through an 'ac- 
celerometer' and links those to commands. At 
first, I had visions of a crowd of people waving 
their phones about in different ways. (It's bad 


HAT mobile phones are as much | 








enough seeing them seemingly talk to them- 
selves on headsets.) But the technology has in- 
teresting applications. You could program mo- 
vements to accept and reject calls. Samsung 
says the technology is smart enough to know 
the difference between accidental movements 
and intended commands, and it can get pretty 
accurate. This sort of technology could make it 
easier to ‘talk’ to the cellphone and tell it what to 
do, as it can be extended to include lots of other 
functions to control the phones functions. 

Then, the folks at MIT don't want to let voi- 
cemail die out. They're working on 'emotive 
alerts' tagged with voicemail messages. It isn't 
that difficult to do: to put in place a technology 
that's sensitive to a person's emotions when 
expressed vocally. It could be tone, volume or 
even the words. Just analyse the results and 
transmit an alert based on that. Call centres do 
that, so that they can route certain categories of 
calls to people who'll know best how to handle 
them. The next step is to get this onto mobiles. 
So, your wife could be calling you and she could 
be mad as hell with you. Someday, you could 
get a ‘wife-very-angry’ alert, giving you enough 
time to make up some excuse. No ones sure 
how useful this will be, especially on voicemail 
but, well, someone's got to make a living. 

If you've used Skype for Internet calls, it may 
interest you to know that this voice over inter- 
net protocol software has now been developed 
for mobile handsets. This works with very few 
phones so far — the i-mate brand models have 
integrated Wi-Fi support and are based on Mi- 
crosoft Windows Mobille 2003 software for 
Pocket PCs. With the Skype software, users can 
make calls over a broadband Internet connec- 
tion through a Wi-Fi network, bypassing GSM 
and GPRS services. There is already a version of 
Skype “in the works" that will work on the Treo 
and Tungstens PDAs with a Wi-Fi card. 

Mobile music, more and smarter smart- 
phones going mass, stronger operating sys- 
tems, more complex applications, and more 
flexibility... it’s all coming up on mobiles. x 
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And you thought an HP Photosmart 2608 All-in-One only gave brilliant photos? I! also offers powerful 
fax, scan and copy functions. And lets you explore unlimited possibilities with its manage-edit-share 
functions besides advanced photo printing without a PC! So, add that everlasting touch to your 
cherished moments and do a lot more, with an HP Photosmart 2608 All-in-One. 


HP PHOTOSMART 
| 7260 PHOTO PRINTER | HP PSC 1350 
| RN NATAT EN | ALLIN-ONE 


| Rs. 5,999* | 
anys 7,499* 

| * Up to 4800-optimised dpi colour' Rs. , 
* HP PhotoREt 4 colour layering * Up to 4800-optimised dpi colour' 

technology with 6-ink printing * HP PhotoREt 4 colour layering technology 
* Borderless 4" x 6" photo printing | with optional 6-ink colour printing’ 
" * As fast as 36 secs’ (4" x 6" photo) * Up to 17/12 ppm (BIk/Clr) 
ee | * Multislot memory card reader” * Up to 600 x 2400 dpi optical 
Dial *$ | * Convenient front-mounted USB resolution/up to 36-bil colour scan 

* Copy without PC 


Hi» " ioe | connectivity | 


| * HP Photo & Imaging software | * 4" x 6" borderless photo printing’ 








cartridges | * Multi-slot memory card reader 
HP Care Pack : Rs. 1,960/- 
3030 4499 : HP Care Pack : Rs.1,600/- 
doorstep c every 





To extend warranty to 3 years, buy HP Care Pack at above list price. 


Unit level replacement warranty. 539 cities support helpline, 99 cities service centers. 


- 3030 4499 or 1600 444 999 E-MAIL 


in.contact@hp.com 








price, taxes extra. 'Up to 4800 x 1200-optimised dpi colour when printing from a computer & 1200-input dpi. "Optional 6-ink colour printing available with purchase of HP 58 Photo Inkjet Print Cartridge; not included, 

ately, "Print and copy speeds may vary according to the complexity of the document and type of output. “Based on standard ITU-T Test image #1 at standard resolution. More complicated pages or higher resolution will 
tand use more memory. "When using 4° x 6.5" 4R-size HP Colourfast Glossy Photo Paper. “Print a 9-frame action sequence from your digital video clips. "Supports Compactfiash™, Smart Media™, Memory Stick* 
jtal™/MultiMediaCard™ and xD-Picture Card™. “Using optional HP bt300 Bluetooth® Wireless Printer Adapter; not included sold separately. Supports camera phones with Bluetooth® wireless technology. Visit 
m/support/bluetooth for a list of compatible devices. "When using 4* x 6.5" 4R-size HP Colourfast Glossy Photo Paper; with included print cartridge. "Supports Compactfiash™, Smart Media™, Memory Stick®, 
ick Pro, Memory Stick Duo, IBM Microdrive™, Secure Digital™/MultiMediaCard™ and xD-Picture Card™. ©2005 Hewlett Packard Development Company, L.P. 
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HP PHOTOSMART 
2608 ALLIN-ONE 


Rs. 14,999* 


* Up to 4800-optimised dpi colour' 


* HP PhotoREt 4 colour layering technology 
with optional 6-ink colour printing’ 


| * Up to 30/20 ppm (Bik/Clr)’ 


| * 33.6 kbps fax modem 


* Up to 60-page memory fax* 


| * Up to 2400 x 4800 dpi optical 


resolution/up to 48-bit colour scan 
* A4/4" x 6" borderless photo printing’ 
* 2.5" colour LCD, video action printing’ 
* Multi-slot memory card reader’ 

and PictBridge 
* Networkable/Bluetooth” option" 


HP Care Pack : Rs. 2,160/- 
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NTRODUCING the Employees 
Provident Fund Act in Parlia- 
ment in 1952, the then labour 
minister Jagjivan Ram had said: 
"What we need is a pension 

a scheme, but because we don't 
have the resources (for it), for the time 
being weare putting in a provident fund 
system." While the colonial idea of the 
provident fund has been abandoned in 
most former British colonies and in 





Britain itself years ago, it not only con- - 


tinues in India — it has recently become 
a political hot potato. 

The pension scheme Ram talked 
about was finally launched in 1971 as 
the Family Pension Scheme. Yet, nei- 
ther the provident fund nor the pension 
scheme dealt. adequately with the 


problems arising from the early death | 


of an employee. So, in 1976, the EPF Act 
was amended to introduce a scheme 
that would provide insurance cover to 
employees without them having to pay 
any premium. And the Employees' De- 
posit Linked Insurance (EDLI) scheme 
came into effect from 1 August 1976. 
But even today, the scheme is far from 
providing the cover it was originally 
meant to provide. 

The scheme has gone through sev- 
eral changes since its launch (See An In- 
triguing Evolution). The maximum 
benefit for survivors, for instance, has 
increased from Rs 10,000 at inception to 
Rs 60,000 (since 2000). Initially, the em- 
ployer and the Central government con- 
tributed in a 2:1 ratio to the scheme. 
From 1998, the employer alone pays 0.5 
per cent of a person's wages. Member- 
ships under the scheme, which is ap- 
plicable to all who are covered under the 
EPF Act, have been growing (See 'The 
Swelling Ranks’). But the schemes very 
basis is riddled with anomalies. 


As the name suggests, the cover paid 


to an employee's survivors is linked to | 
the balance in the employee's PF ac- 

count. Currently, survivors get the aver- 
age PF balance of the previous 12 
months or that for the entire member- | 
ship period, whicheverislesser. Now, the 


average balance during the entire mem- 
bership period is usually lesser than last 


E months' balance, unless a member 


has withdrawn the account in the previ- 
ous year. Moreover, if the average bal- 
ance in the PF account is more than Rs 
35,000, 25 per cent of the amount in ex- 
cess of Rs 35,000 is added to the insur- 
ance benefit. This is, however, subject to 
a maximum benefit of Rs 60,000. 
Unfair Benefits: Heres the first 


problem with the scheme: 85 per cent of 


EPF members’ balance at retirement is 
Rs 3,133! Even the overall average ac- 
count balance of EPF members at retire- 
ment is around Rs 25,000. So their bene- 
fits from EDLI are pathetically low. On 
the other hand, a mere 3.6 per cent of 
EPF members have balances of over 
Rs 1 lakh at retirement. So only those 
privileged few actually get close to the 
maximum benefit payable under the 
scheme, Rs 60,000. For the rest, the 
scheme offers little protective cover. 
Moreover, according to a paper pub- 
lished by Surabhi Talwar for India Pen- 


Though the most well- 
run scheme under the 
EPF organisation, the 
Employees’ Deposit | 
Linked Insurance | 
scheme is expensive 
for workers. Will the 
Left help? 

By Vikas Dhoot 





sion Research Foundation in August 


2004, the EDLI is a very expensive 


proposition for its members. Talwar 
argues that the benefits from the 
scheme seem to be lower than those ac- 
crued from.a group insurance policy 
bought on the market. 

^For example, a firm pays 0.5 per 
cent of wages as contributions plus 0.01 
percent as administrative charges to the 
EPFO: For an employee with a monthly 
salary of Rs 6,500 (below which level, he 
is bound to be covered), this works out 
to a monthly premium of Rs 33.15, or Rs 
399 every year. This buys him a life cover 
of a maximum Rs 60,000. [But] term in- 
surance in the market is roughly sold at 
Rs3 per Rs 1,000 of cover. So for Rs 399, 
one could get a cover of Rs 133,000," 
states the paper. 

So, one, there is no link between ihe 
EDLI contributions and its benefits; the 
benefits are linked to the PF account 























illustration: ANTHONY LAWRENCE 
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Businessworld starts a series 
on India's social security 
system, which could do with 
some intervention from the 
influential Left parties 


balance instead. Two, ifa company gives 
its EDLI contributions of 0.5 per cent to 
insurance companies, it can buy a 
higher cover for its employees. 

Indeed, companies are granted ex- 
emption from making EDLI contribu- 
tions to the EPFO if they offer the same 
or better benefits to employees through 
group life insurance. However, the max- 
imum benefit they can buy for their em- 
ployees is restricted to Rs 62,000. AMP 
sanmar Life Insurance's chief operating 
officer B Natraj says: "Companies' HR 
departments prefer insurance compa- 
nies to the local PF office. We settle 
claims on the same day or the next day. 
Other insurers also offer better service 
than the EPFO. All this comes to them at 
alower cost than the 0.5 per cent paid to 
the EPFO." A group insurance policy 
with a cover of Rs 62,000 can be bought 
for an annual premium of as low a 
Rs 186. So companies can reduce their 





BI 


costs from 0.5 per cent to 0.3-0.4 per 
cent of wages. 

But the question — whether a cover 
of Rs 60,000 is enough — remains. Also, 
why can't EDLI funds under the EPFO 
be put in the insurance market and the 
benefits increased? 

Investment Regime: Another in- 
triguing thing about EDLI is its invest- 
ment pattern. Though the employers' 
contribution goes into the Deposit 
Linked Insurance fund, till 1997, this 
fund was simply deposited in the 
Central government's Public Account. 
From 1998, fresh contributions were to 
be invested according to a pattern laid 
down by the finance ministry. 

Among other instruments, it al- 
lowed 30 per cent of the funds to be in- 
vested in National Savings Certificates 
(NSCs) and post office deposits. But 
recently, when the EPFO requested the 
ame ministry that it be allowed to 
invest in NSCs and post office deposits, 
the ministry vehemently argued against 
the proposal! 

Risky Business: Though employers 
have to pay only 0.5 per cent of wages for 
the scheme, many of them have turned 
defaulters. By March 2003, the EPFO had 
launched 16,177 prosecutions against 
defaulting companies (See ‘The Worst 
Defaulters'), of which only 1,126 cases 
had been settled. The speed of the judi- 
cial system hasn't changed much since. 

The Rs 1,987 crore of investments 
that poured into the EDLI between 1997 
and 2003 would have been invested ac- 
cording to the new norms. So, at least a 
quarter of the amount would have been 
parked in state government and guar- 
anteed bonds. Many of these bonds will 
come up for maturity in the next couple 
of years. Given the sorry shape of state 
government finances in India, it would- 
n'tbeasurprise ifthe EDLI — which, un- 
like most other schemes run by the 
EPFO, isnt incurring deficits currently 
| — runs into trouble soon. Will the Left 
and 20 per c € | parties, which recently ensured that the 










































































20 per cent in the. 


| 
Je ER | EPF rate was raised to 9.5 per cent, step 
Oe 220 0l in to help this scheme? B 
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depth 


Can Air-India and Indian Airlines be 
turned around? Indian 
policymakers would do well to take a 
few tips from Sri Lanka. Our island 
neighbour faced much the same 
problems with its national carrier in 
the early 1990s. The then Air Lanka 
(it has been renamed SriLankan 
Airlines now) was a typical loss- 
making public sector undertaking. It 
had a very old fleet and no money to 
buy new planes, it flew unprofitable 
routes, and it had a very militant 
trade union that opposed any 
change in operations. 

Then, in 1998, the Sri Lankan 
government decided to sell a 30 per 
cent stake in the carrier to Air 
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Interview with 
Peter M. Hill 
CEO, SriLankan Airlines 


Emirates and allow it to run the 
national carrier on a management 


| contract. The turnaround story that 





the new management team scripted 


| is truly remarkable. The airline 


survived a terrorist attack on the 
Colombo airport, which destroyed 
half its fleet, political strife and the 


| exit of its CEO to become one of the 
| most profitable carriers in Asia. More | 


importantly, SriLankan Airlines is 
now turning Colombo into a mini- 


| hub for the South Asian region — a 


role that Mumbai or Thiruvanantha- 
puram should bid for. 

Peter M. Hill, CEO, SriLankan 
Airlines, spoke about the remarkable 
story to BW's b 
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| ness. They went out to the market with 





Wi Can you describe the operations, and 
problems, faced by Air Lanka when Emi- 
rates took a stake in the carrier? 

The government of Sri Lanka had been 
running Air Lanka prior to 1999 — it 
was wholly government-owned — for 
19 years. It had a history of a fairly good 
name for in-flight service but a fairly 
poor track record in terms of profitabi- 
lity. The airline cost the government a 
fortune over those 19 years. It used to 
get regular government subsidies to 
maintain its operations. But it needed 
investment to replace the fleet, upgrade 
its image and basically return it to 
profitability. There were no funds avail- 


| able with the Sri Lankan government to 


do this. So, they decided to look for a 
partner from the industry to bring in 
not only the much needed capital but 
also the expertise in running the busi- 


the help of the World Bank, and short- 
listed two to three possible partners. In 


| the end, they decided that the best air- 
| line suited for this was Emirates. 








8 On what basis was this choice made? 
Emirates had been operating since 


1985. From nowhere it had created | 


quite a niche in the market. It had a his- 
tory of profitability. It had the money to 
invest. The government, after a number 
of interviews, felt fairly comfortable 
with the proposed Emirates business 


plan. So, the government of the day | 


decided to partially privatise the airline 
from 1 April 1999. 


Bl Was ita politically sensitive decision 
at the time in Sri Lanka ? | 

Quite frankly, every decision in Sri 
Lanka is politically sensitive. But yes, 
the Opposition party at the time was 
objecting to every decision taken by the 
government. So, it was politically emo- 
tive. If you were to read the Opposition- 


jewels. The government- Jed press 
argued that the company could. no 
longer sustain itself and would go bank- 


rupt without outside investment. It was - 


a Cabinet decision to pease 


Bl After you took over, how long did it | 
take for things to change and hew does 
it work now? 


Initially, Emirates took a 30. per cent. 


stake which, within two years, went up 


to 43 per cent. Nine per cent was given | 
to employees and the government | 
retained 51 per cent. Emirates present- | 


ed a business plan, and was given a 10- 
year management contract under a 
fairly well-documented shareholder's 


agreement. That plan called for invest- 


ment in fleet, for Emirates to use its 
knowledge and expertise, and to basi- 
cally relook the whole make-up of the 
then Air Lanka. A business plan was 
developed that had to have govern- 
ment approval and any changes to it 


have to be sanctioned by the govern- | 
ment. That's how it's been working for | 


the last seven years. 


BE How many personnel from Emirates 

came over to Air Lanka for this? 

At that time when we took over, there 
were four employees who were second- 
ed from Emirates. I was one of them, 
actually the first person down there on 
1 April [1999]. There were two others: 
one was the head of information tech- 
nology because at the time, Air Lanka 





had rudimentary information technol- 
ogy systems; and the financial side 
needed support, so we brought in a 
chief financial officer. I came in as the 
chief operating officer looking at the 


commercial side of the business. A little - 


while later, they appointed a CEO, 
Andrew Gray, who was on an Emirates 
contract but was recruited specially, 
whereas the rest of us were from 


Emirates. That's how we kicked it off. We 


spent the first six months to see what 
was going on and then we made a small 
adjustment to the business plan, which 
called for withdrawal from. some 
unprofitable routes. This was done with 
government approval because some- 
times a route may be unprofitable, [but] 
there may be government-sensitive 


O | reasons to retain the services. 
led press, you would have believed the | 
government was giving away the crown | 





were 25-years old, two A 340s and two A 


320s. But they were serving routes from 
Tokyo through South Asia through the 
| Middle East on to Europe, on convolut- | 





ed schedules. And 4 


Tristars became unserviceable — 


which they did with all too regular fre- | 
quency — the whole schedule would be 


thrown out of gear for a couple of days. 


‘Hence, the carrier, in those days, had 
the code ‘UL — usually late. That was 


the stigma we lived with, and we could 
do nothing about it for the first year or 
so. We had to live with the Tristars; but 
we had already ordered a fleet of brand 


new A330s, which not only gave us new . 


aircraft to operate but also changed the 
total image of the airline. 


8 Emirates put in the seed capital for 
the new fleet ? 
The money ($70 million) was put into 


| the company. Emirates’ close relation- - 
| ship with Airbus and Boeing enabled 


Air Lanka to get not only the best prices 
in the market, something they would 


not have got before, but because of 


Emirates muscle, the government did 
not have to underwrite any of the debt. 
That was very important because the 
government did not have funds to 
underwrite debt anyway. We got these 
aircraft on financial leases. So, replacing 
the old fleet was one of the first chal- 
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lenges we faced. Within the next year, 
we eliminated a number of routes, 
revised the schedules so that we could 
build Colombo as a mini-hub for South 
Asia. Flights from the Middle East 
would come into Colombo and feed  . 
out towhat was — at the time — a small 
network in Southern India, and to some 
countries in the Far East. 

We revamped the interiors of the 
aircraft so that it would match the 


Emirates’ reputation for in-flight ser- 
vice quality, and [introduced] things 


like in-flight entertainment, which were 
very rudimentary in Air Lanka. We also 
scheduled our flights to link with- 

Emirates’ schedule, so that we could - 


take passengers to Dubai and beyond. - 


We developed a joint frequent-flier pro- ` 
gramme — Skywards — which is the = 


| cornerstone of this relationship. 


8 What were the biggest challenges fac- | 
ing you then ? 
An old fleet of aircraft. There were nine 
aircraft — five Tristars, of which some . 


At the same time, we decided that 
the Air Lanka image was very tired. The 
logo went back to late 1970s. It really 
wasnt what people were expecting as 
the year 2000 came up. So, we changed 
the logo, renamed the carrier into what 


_ we felt was more appropriate. In July 


1999, we launched the new name. The 


‘six brand new. A330s from Airbus 


arrived over the next 12 months and we 


started to create what we have today. 


We returned to profitablity, we began to 
gain a reputation in the market, we 


started winning awards. 


8 This was still with the four people 
seconded from Emirates? 

Well, actually one had departed. The 
CEO, Andrew Gray, didn't work out for a 
number of reasons I won't go into. This 
led to many more headlines: Air Lanka 
in disarray again, etc. Then, they gave 
me the job. I took over in February 1999, 
and have been there since. 





8 Typically, government carriers are 

overstaffed. What did you do on this? 

What we told the government was there 
won't be any wide scale redundancies. 
We want to grow the business to absorb 
the surplus you have in the workforce. 
But we didn’t rule out redundancy 
because there were quite a few square © 
pegs and round holes. Even if you grow 
the business, if you've got people who 
are plainly not equipped with the tal- 
ents to work on a fairly commercial 
basis, then they tend to bring down the 
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rest. I think this was recognised by the 
government. But it was politically sensi- 
tive: a job with Air Lanka was seen as a 
job for life. That wasnt the order of 
things we brought in. If you were capa- 
ble, you moved on. If you weren't, we 
would try and give the skills to make 
you more capable. But if none of these 
worked, then we would ease you out. 

All of this was going pretty well but 
the country now (mid-2000) was suffer- 
ing a major dip because of [poor] visitor 
confidence. When we took over in 1998, 
things were not so bad. We were hope- 
ful of some kind of peace settlement 
[between the LTTE and the govern- 
ment] within a year or so, which was 
naive. It didn’t happen, instead it got 
worse. Travel advisories started coming 
from Europe, the Far 
East and Japan, which 
were key markets for us. 
Then, on 24 July [2001], 
came the bombing of the 
airport [by the LITE]. 
That was a body blow to 
the airline as we lost half 
our brand new fleet. 


M Had the carrier tur- 
ned around before that? 
We showed a small profit 
in 1998 and 1999. But 
there was a substantial 
loss in 2000 because of 
the situation in the coun- 
try. We had expanded but 
travel advisories in many of the markets 
advised citizens not to go. 


E How could the advisories have affec- 
ted you? Isn't most of your traffic just 
moving on to further destinations? 

At that time, it wasn't that much. It was 
more point-to-point traffic. Today, 55 
per cent of our traffic stays put and 45 
per cent moves on. To come back to the 
earlier story, we then had 9/11, when 
the world basically stopped travelling. 
Our revenues went rock-bottom like 


[that of] many airlines at the time. We | 


were looking a bit shaky because we 
had already had a bad year before us. 

| guess what saved us were two 
things: losing half the fleet meant that 
we didn't have aircraft lying idle in 
October and November [2001] when no 
one was flying. In fact, we got paid out 
because the aircraft were well insured. 
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So instead of having those aircraft 
parked, we were getting money back 
and the balance of that — what we 
owed the leasing company and what 
we had the aircraft insured for — gave 


us a nice little cushion to weather that | 


particular developing storm. Then, the 
big thing we had been waiting for — the 
peace process. In early 2002, the Sri 
Lankan government and the LTTE got 
together, and tourism began to pick up. 


E How many of the old Air Lanka 
employees are still with you ? 

We have today just under 5,000 staff. 
When we took over, the staffing level 
was around 5,500. Following the loss of 
six aircraft in July 2001, we offered a vol- 
untary severance scheme. Many of our 


Within a 
year, many 





going, why we were doing it. In 
Emirates, the culture was the opposite. 
We started talking with the unions reg- 
ularly and sharing the problems. 


8 What kind of increase in wages did 
the employees see ? 

Within a year, many employees were 
getting 50 per cent higher wages than 
what they were earning. Some of them 
were getting 75-80 per cent more. We 
were losing staff to many carriers over- 
seas — to Singapore Airlines, even 
Emirates. We were training, they were 
taking. We had to stop that, so we had to 
increase wages, give them better work- 
ing conditions and make them happy. 


E How is SriLankan Airlines doing 


at present? 

We made a record profit 
last year (around $60 
million) — the single- 
largest corporate profit 
in Sri Lanka ever. We had 
a bumper year last year, 


employees 


were getting 


5096 higher 
wages than 


but this year will be 
different. Fuel prices ha- 
ve doubled, we have a 
loss of maybe $20 mil- 
lion over three months 











they were 
earlier 





employees were nervous anyway. Is the 
airline going to survive? Is my job 
secure? So what we said was, we need to 
downsize. We only have six aircraft now. 
If any of you want to take a voluntary 
severance scheme on attractive terms, 
you are welcome. So, we used that 
opportunity to downsize. We down- 
sized by about 22 per cent of the work- 
force. Around 1,200 resigned at that 
time. And attrition over the last seven 
years or so would mean another 8-10 
per cent would have left. Around 70 per 
cent of the original workforce remain. 


B Is there a drastic change in the ethos 
and culture of the carrier ? 

When we took over, the morale in the 
company was very low. Why? Wages 
were low. Communication between 
management and staff was non-exist- 
ent. No one told the staff where we were 
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Or so on account of the 
tsunami. So, the airline 
will lose money this year. 


8 Would Emirates be 
interested in a stake in, 
say, Indian Airlines ? 

I am wearing my Sri Lankan hat. You'll 
have to ask them. But taking a stake in 
an established airline is quite a big 
undertaking. I would say that even 
Emirates, probably, underestimated the 
amount of management time it takes to 
become involved. I think they would be 
very wary of taking a stake again in a 
carrier like SriLankan, maybe one of 
your Indian carriers, or any others. 


E Once bitten, twice shy? 

That's not quite what I am trying to say. 
They have got a huge expansion plan 
themselves. Sometimes it takes the 
focus off what you are doing in your 
own organisation when you get 
involved in another one. 


W But they have no regrets? 
None at all. None at all. a 
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For BPOs, it’s time 
to talk quality 


HAT everyone today seems to have 
an opinion about outsourcing 
should not be surprising, since the 
subject straddles through eco- 
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nomics (business imperatives like 
cost cutting), public policy (competitive advan- 
tage, FDI flows) and raw emotion (job losses). 
With all this noise around outsourcing, the 
Center for Globalization and Sustainable De- 
velopment at the Earth Institute, Columbia 
University decided to talk to leaders of corpo- 
rate America who are at the forefront of off- 
shoring initiatives and who have adopted a 
“no comment” strategy to avoid being caught 
on the wrong side of the crossfire. One of the 


main findings ofthe report was that 70 per cent | 


of the 45 offshoring companies surveyed re- 
ported increase in quality of work. So, quality 
considerations are increasingly taking centre 
stage as the offshoring debate matures. 

This new-found focus on quality, as it turns 
out, is not so new after all. Companies like GE, 
Citibank and Nortel Networks who pioneered 
offshoring never dropped the ball on quality. In 
fact, their motivation to look beyond the US 
was to scout for the best talents to fuel their 
growth. One executive at Nortel said: "We 
thought of cost savings as a theme — improved 
services and better marketing at lower costs. 
After all, our upfront investments in infrastruc- 
ture in the late 1980s and early 1990s in coun- 
tries like India were not very cost-effective." 

Unlike cost, quality is a little more difficult 
to measure. We came up with some guidelines 
to measure quality which pioneer companies 
and the more recent adopters of offshoring 
agreed with. These are: (i) quality of applicants 
for placements at local offices, (ii) average edu- 
cational level of staff, (iii) manager-to-worker 
ratio (span of middle management), (iv) direct 
usability of offshored work without much need 
to change or re-engineer, and (v) customer 
satisfaction surveys before/after offshoring. 

This corporate focus on quality makes a lot 
of sense. Unlike manufacturing, the services 


| 














industry is all about disintermediation — cus- 
tomers directly interfacing with service 
providers. In this model, when a Dell customer 
calls in with a problem, a third-party call centre 
handles the call. Dell's head office is nowhere in 
the picture. A lotis ridingon this call; any unsat- 
isfied customer can cause a blow-up. 

For countries hoping to capitalise on this 
wave of outsourcing, there are two clear 
messages. First, success in attracting manufac- 
turing investments does not guarantee 
investments in services. Look at Malaysia, a 
hi-tech manufacturing destination. It tried to 
replicate its manufacturing success by creating 
the infrastructure for a rich multimedia super 
corridor. But a shortage of trained manpower, 
notwithstanding the import of talent from 
other Asian countries, meant that this project 
never really took off. 

Second, cost saving is the least sustainable 
competitive advantage when it comes to 
attracting investment in knowledge services. 
The increasing commercial acceptance of risk 
mitigation and assurance services points to the 
need of sophisticated project management 
skills and secure delivery mechanisms. For 
instance, India has not been the lowest cost 
destination for a fairly long time now, but it 
continues to lead other countries because In- 
dian service providers have been able to im- 
prove the quality of the deliverables. Countries 
haveto come up with an optimal cost and qual- 
ity offering that plays to their strengths. Singa- 
pore can't compete on cost, which is why it is 
betting on the high-end, value-added, shared- 
services business. 

There is yet another interesting social trend 
at play in countries like India and the Philip- 
pines. Although these countries are not known 
for progressive women-related work policies, 
the participation of women in companies 
receiving offshored work is disproportionately 
high. While more detailed studies will bear this 
out, could gender equity become one more 
parameter in the offshoring debate? * 
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T’S EASY to mistake the long but 
otherwise incongruous looking 
bridge just outside Luoyang city 
in Henan province as a monu- 
ment to China's endemic corrup- 
tion. At first sight, it appears to be 
built over nothing but an expanse 
of dry field which could easily have been 
crossed with a normal road. 

It's only after one travels a bit down 
its 3-km length that one realises that it is 
in fact a monument marking Chinas de- 
caying environment. For a kilometre 
along the bridge, one suddenly sees the 
Hwang Ho, or Yellow River, running be- 
low, and one realises it was to span this 
river that the bridge was originally built. 
It’s just that the river has shrunk to about 
one-third its original size, leaving wide, 
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dry embankments on either side as it 
ebbs apologetically down the narrow 
centre of its original river bed like some 
anonymous provincial tributary. 

“Once, if it rained a lot, the water 
would even touch the bridge,” says 
Wang Tong, a local taxi driver. “But the 
water's disappearing”. Wang speaks sof- 
tly, almost in disbelief, and says it still 
seems unimaginable that the mighty 
Hwang Ho “which we always used to see 
drawn on all maps” could disappear. 
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Indeed, the 4,700 km-long Hwang 
Ho, and the 6,300 km-long Yangtze River 
further south, have been the cradles of 
Chinese civilisation for over three thou- 
sand years. Even today, the Hwang Ho, 
which rises in Chinas far west, is the ma- 
jor source of water for northwest and 
north China. It provides water to over 12 
per cent of Chinas population across 50 
large and medium-sized cities before 
emptying into the Bohai Sea in the east. 
Well, almost emptying. For three years 
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straight, starting in 1995, the river did 
not reach the coast. In 1997, it reached 
up to Kaifeng City in Henan Province, 
about 800 km from its mouth. Decent 
monsoons in 2002 and 2003 helped the 
Hwang Ho reach its delta once again. 
Today, from the bridge, we can see little 
boats bobbing along the river and the 
sailors smile and wave at us. But the 
rivers volume has shrunken by a third, 
and its speed has slowed by half, down 
to less than 50 cubic metres per second. 
That's the story across much of 
China, where numerous water sources 
are running dry. Apart from shrinking 
rivers, a recent survey revealed that the 
water table beneath the North China 
plain, where 40 per cent of China's grain 
is produced, has fallen five feet in the 
last five years. After five years of drought, 
Chinese officials have become so des- 
perate that they are using airplanes, 
rocket shells and anti-aircraft guns to 
shoot cloud-seeding chemicals into the 
air. From 1995 to 2003, the nation spent 
$266 million on rainmaking technology. 
TheWorld Bank and the Washington 
DC-based Worldwatch Institute say the 
problem is burgeoning water consump- 
tion in Chinas towns coupled with reck- 
less industrial and agricultural use. This 
perfect storm of economic and environ- 
mental factors, they warn, could ex- 
haust Chinas strained water resources, 
and trap the country in a new ‘Dry Age’. 


Giant Problem 


From a staid but functional office at the 
headquarters of the China Institute of 


China's water 
crisis has 
serious 
economic and 
ecological 
implications 
for itself — 
and the world. 
By Jehangir S. Pocha 





Four hundred 
of China's 668 
cities are 
suffering from 
severe water 
shortage 


Water Resources and Hydropower in 
Beijing, Wang Hao, the institute's direc- 
tor, says “water shortage is one of the 
most serious challenges" looming over 
Chinas swelling prosperity and popula- 
tion. "I think about it night and day," he 
says to no one in particular as he paces 
around the bulky conference table in 
theroom. The series of numbers he reels 
off to amplify the problem are so stark 
that they almost make an idle sipping of 
the bottled water at the table feel like a 
guilty pleasure. 

Though China currently has the 
fifth-largest water resources in the 
world, given its population of 1.3 billion, 
the country's per capita water supply is 
only 2,200 cubic metres — 25 per cent of 
the global average. By the Chinese gov- 
ernment's own admission, water supply 
is expected to fall to 1700 cubic metres 
per person, which the World Bank calls 
the ‘danger level’, by 2030. During the 
same period, the demand for water is 
expected to jump from 120 billion 
tonnes a year to 400 billion tonnes. 

Using uncharacteristically strong 
language, the World Bank has warned 
that the situation “will soon become un- 
manageable with catastrophic conse- 
quences for future generations.” 

Four hundred of China’s 668 cities 
are suffering from water shortage, ac- 
cording to government reports. Pre- 
dictably, the quantitative fall in China's 
water resources has also been accom- 
panied by a fall in the country’s water 
quality. The World Bank says three- 
fourths of China’s rivers are polluted, 
and over 700 million of China’s 1.3 bil- 
lion people drink contaminated water. 

Though China's western provinces 
such as Gansu and Shaanxi have always 
been parched (in the worst regions, 
some people say they have literally not 
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bathed for a decade), even northern 
regions are now facing shortages. 

Hubei Province in central China was 
poetically called the ‘Province ofa Thou- 
sand Lakes’. But today, leaping indus- 
trial demand for water in this economi- 
cally supercharged region has turned 
815 of these once pristine lakes into 
sandpits. Seen from the air, the once fe- 
cund ground looks arid and angry, and 
this change is spreading across the area. 
In many indigent villages across China's 
northern regions and Mongolia, locals 
who rear sheep and other animals for a 
living say the encroaching desert has 
eaten into traditional grazing grounds, 
forcing them to move several times. Sci- 
entists estimate that within 20 years, 
such desertification could spread across 
aregion the size of France. 

In many rural provinces, the circum- 
venting of traditional occupations and 
livelihoods because of water shortages 
is causing riots, raising the spectre 
Chinas leaders fear most — political in- 
stability. The current regime in Beijing 
has little in common with the peasants’ 
and workers’ revolution, in whose name 
it still rules. But the fact is that it still uses 
old rhetoric to cling to power, and the 
bulk of the People Liberation Army is 
primarily recruited from rural areas. 

In 2002, thousands of farmers in the 
Yellow River basin of China clashed with 
police over a government plan to divert 
water to cities and industry. Numerous 
clashes like this have been reported 
across the country. 

Not far from the Yellow River Bridge, 
residents near the Xiao Langdi dam, 
Chinas largest water-management pro- 
ject on the Hwang Ho, say they forced 
authorities to stop the dam from gener- 
ating electricity to increase the irriga- 
tion water supply when the area was 








plagued by drought in 2001. Still, with 
the river having shrunk by half, there 
just isn’t enough water. “I think we could 
grow two, maybe three rounds of crops 
here every year (but) we only get water 
for one,” says Lu Zheng, a local farmer. 

As peasants unable to make a living 
off the land are migrating to cities and 
shrinking the local tax base, local au- 
thorities are often raising taxes on those 
who remain. This then drives them to 
leave, or protest violently. With con- 
cerned Central government authorities 
in Beijing warning village councils 
against indiscriminately taxing farmers, 
thousands of villages are sinking into 
decay and destitution. 

Further, denying water to industry 
has also had its share of consequences, 
and not just economic ones. Numerous 
Chinese industries, particularly heavily 
water-dependent ones such as power 
generation, say they are concerned with 
maintaining their global competitive- 
ness and growth in the face of falling wa- 
ter supply, rising water prices and incre- 
ased release of water to farming areas. 


Analysts warn that with job-generating - 


economic growth being one of the pri- 
mary handles Chinas Communist Party 
leverages to stay in power, the prospect 
of urban recession combined with rural 
unrest could be very frightening. 


Giant Solution 


Beijing's response has been to launch 
another of its mega public works pro- 
jects, one that will transfer 50 billion cu- 
bic metres of water from the Yangtze 
River in the south, to the drying Hwang 
Ho, Huai and Hai rivers in the north 
every year. 


The water table beneath 
the North China plain, 
where 4O per cent of 
China's grain is produced, 
has fallen five feet in the 
last five years, according 
to a recent survey 








“Eighty per cent of Chinas water lies 
south of the Yangtze but this region 
has only 53 per cent of the population 
and 36 per cent of the farmland,” says 
Hao, at the China Institute of Water 
Resources and Hydropower, whose 
institute will be closely involved in exe- 
cuting the project. "Hence transferring 


water from the south to north makes 


perfect sense." 

The project, first conceived by 
Chairman Mao in the 1950s, entails 
ploughing three separate channels 
about 800 miles long between China's 
flood-prone south and the arid north. It 
would join Chinas Three Gorges Dam 
and 3000-mile Qinghai-Tibet Railway as 
one ofthe world’s largest, and most con- 
troversial, public works projects. 

Environmentalists say the $25-bil- 
lion project, which is scheduled for 
completion in 2009, will force over 
250,000 people to be relocated and 
damage delicate eco-systems. Some 
even fear it will cause the Yangtze itself 
to run dry. Even the official State Envi- 
ronmental Protection Agency has war- 
ned the government that "most coun- 
tries no longer undertake large-scale 
cross-watershed transfer projects be- 
cause they are very expensive and have 
severe environmental consequences". 

While the World Bank says that the 
environmental issues facing the project 
can be addressed, and that in some 
places the project could actually miti- 
gate river pollution, it warns that the 


project could prove futile unless China | 


fundamentally changes the way it con- 
sumes and manages its water. 

Indeed, China does not act like a 
nation in the midst of a water shortage. 
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 Tapsrun freely everywhere because the 


government subsidises water supplies, 
especially to farmers. 

Industrially, Chinas water con- 
sumption efficiency is one-tenth that of 
developed countries. And only 25 per 
centof Chinas industrially-used water is 
recycled, mostly because local govern- 
ments are loathe to burden local firms 
with costly recycling rules. 

The vice-minister of water re- 
sources, Zhai Haohui, admits that 
China loses more than 30 billion cubic 
metres of water every year, causing a 
$28 billion loss in industrial output. 
Poor irrigation facilities have also meant 
that China exploits just 25 per cent of its 
irrigation potential. Zhai, one of the 
reformers within government, says he is 
committed to making the tough deci- 
sions needed to correct the situation. 

One of the ministry's more innova- 
tive moves has been to encourage gov- 
ernment-funded organisations, such as 
the China Women's Development Fund 
(CWDP), to take on grassroots level wa- 
ter management projects. Qin Guoying, 
CWDF' deputy director, says her organ- 
isation has spent over $11 million to 
help almost a million families build wa- 
ter collection wells in western China. 

Zhai says his ministry has also intro- 
duced water conservation and recycling 
programmes, and will raise the price 
of water supplied to farmers and indus- 
try through the water transfer project. 
This is essential as some 1,000 cubic 
metres of water from the Hwang Ho 
river costs the same as a 1.5-litre bottle 
of mineral water. 

The Asian Development Bank has 
been working with the government on 
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water pricing, and a pilot project in 
Zhangjiakou, a northern Chinese city, 
found that raising the price of water by 


40 per cent and employing a progressive | 


pricing plan rate for individual and 
corporate users allowed water consum- 
ption in the city to fall by nearly 14 per 
cent over two years. Majority of the re- 
duction came from factories, which in- 
stituted water recycling programmes. 
Steps are also being taken to arrest 
the rapid deforestation and soil erosion 
taking place across the country. Hy- 
dropower, which creates large evaporat- 


ing reservoirs, is increasingly being | 
| describes as ‘life threatening’ for the | 
world's 1.3 billion poor who live on | 
less than $1 a day. In short, falling | 
water supply in China could mean ris- | 


complemented with wind power. 


Meng Xian Gan, director of the China | 
Solar Energy Institute in Beijing, says: | 
"China is on track to generate 10 per | 


cent of its power from wind and solar 
energy by 2010." Innovative program- 
mes to desalinate sea water using 
solar energy are also in place in numer- 
ous cities, says Meng. 


Lingering Concerns 


But none of this is likely to be enough, 
and the consequences of China's mas- 


sive water problems are expected to spill | 
over borders, creating regional, even | 


global consequences. 
Despite Beijings attempts to keep 


water flowing to its farmers in the mid- - 
dle and long run, the imperatives aga- - 


inst doing this are just too strong. Today, 
agriculture uses 70 per cent of China's 
water, producing relatively little in re- 
turn. For example, in China, a thousand 


tonnes of water produces one ton of | 


wheat, worth perhaps $200. If the same 
amount of water is used in industry, it 
could generate up to $14,000 in add- 
itional output, according to experts. 


| 
| 
| 
| 
| 
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Indian security experts fear that. 
Beijing is toying with the idea 
of damming and diverting 

rivers such as the 


Brahmaputra, Indus and 
Sutlej which originate in 


China-controlled Tibet 


With China desperate foreconomic gro- 


wth and jobs, and flush with over $600 - 


billion in foreign exchange with which 


to buy food in the global market, it ma- | 
kes perfect sense for the country to div- 
ert its water away from food production | 
|! naur district of Himachal Pradesh in 


and buy grain from the world market. 
Worldwatch's Lester Brown calcu- 
lates that water shortages could cut 


. China's annual agricultural output by 


9 million tonnes. Though China can af- 
ford to make up for this shortfall by buy- | 


ing grain in the world market, Brown | 


warns that such purchases would push 
up world food prices, something he 


ing food prices for the entire world, 
including India. 

Some security experts also say that 
China’s thirst for war could lead it to di- 


| vert regional rivers, and bring it into 


conflict with several of its neighbours, 
including India. Diplomatic sources in 


| Beijing say they are already worried by 


China's damming of the Mekong River, 
which it shares with Cambodia, Laos, 


Thailand and Vietnam, and its diverting 
| of water away from those countries. 


Indian security experts fear a similar 


run-in with China because many of | 


them say Beijing is toying with the idea 
of damming and diverting rivers such as 
the Brahmaputra, Indus and Sutlej, 
which are critical to India, Pakistan, and 


Burma, but which originate in Chinese- 


controlled Tibet. 

Tensions over what exactly China is 
doing to Tibetan water sources crested 
in July 2000 when satellite imaging from 
the Indian Space and Research Agency 
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(Isro) confirmed that a flash flood which 


-killed over 130 people and destroyed 
property worth $20 million in Aruna- 


chal Pradesh had been caused by a 
breached dam in Tibet. - 
A similar tragedy occurred in Kin- 


August 2000 when more than 100 peo- 
ple died and 120 kilometres ofa strategic 
highway in the Chini sector and about 
100 other bridges were washed away by 
another flash flood caused by what 


Beijing called another 'natural' dam 
| collapsing. The multi-crore Nathpa- 
. Jhakri 1,500 MW hydroelectric project 


on the Sutlej River was also severely 
damaged. Satellite imaging from Isro 
also confirmed the cause of the flood to 
bea breached lake in Tibet. 

With China not allowing Indian sci- 


| entists to visit the Tibetan lakes, there 


have been murmurings in security 
think-tanks that Beijing might be exper- 
imenting with water-diversion projects 


| in the area. Recently, Chinese engineers 


further unnerved India and much of the 
world when a group of them at the Chi- 
nese Academy of Engineering Physics in 
Beijing proposed using nuclear explo- 
sives to carve a canal that would divert 
the Brahmaputra’s waters into northern 
China. Though the government was 
quick to publicly distance itself from the 
idea, experts say it revealed the thinking 
in Chinese circles. — 

The possibility of all this triggering 
‘water wars’ may seem far-fetched, but 


_ithas not stopped the US National Intel- 


|! ligence Council, the umbrella over all 
US intelligence agencies, to begin mon- 
itoring China's water situation closely. 
"In China,” says Meng, "water could end 
up being more important than oil.” W 
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Better performance 


| 2001-02 | 2002-03 





(Rs crore) | | | 
58006 | 61150 | 71223 5.42 16.47 
| 886.11 99339 | 1,203.90 | 12.10 | 21.19 
| 1910 | 16st 20.63 | -11.46 | 21.99 
40.21 4380 53.26 | 8.94 | 21.59 
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profitable 





T'S the BW Real 5005 third year and the 
performance of the companies on our list of India’s 
biggest companies has improved — the number of 
companies able to earn more money than a bank 
deposit can for their investors , has risen from last 
year. But a majority of companies on the list still earn a 
dismal return on their capital. 

The BW 500 ranks India’s biggest public limited 
companies, both listed and unlisted (See ‘Methodology ). 
This time, we have added an extra table which lists the 
top 50 companies based on data for 2003-04. 

This is because the top 50 companies are typically 
listed companies or unlisted public sector units which 
have declared their results. But many other companies 
haven't filed their 2003-04 results with the Registrar of 
Companies yet, limiting the scope for such a listing. 

The top 50 companies on the list have typically 
accounted for a disproportionately large share of total 
revenues, assets and profits in the BW 500 — between 
50-60 per cent in the case of sales and assets and over 80 
per cent in the case of profits. So the top 50 list is more 
representative than it seems at first glance. 
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Now for a closer look at the rankings. The top 
company in the BW 500, for the third year in a row, is 
Indian Oil Corporation (IOC). It topped the list with 
revenues of Rs 127,012 crore and assets of Rs 59,583 
crore. But Reliance Industries (RIL), the largest private 
company, has moved up a notch to the second place, 
displacing Bharat Sanchar Nigam which has fallen to the 
third spot. IOC, RIL and BSNL also maintain their 
respective positions on the BW top 50 list for 2003-04. 

Financial services companies have been ranked 
separately. This is because of the inherently different 
nature of their operations, with highly leveraged balance 
sheets, State Bank of India is the largest financial services 
company with Rs 36,621 crore in revenues and 
Rs 377,356 crore in assets. — | 

Total sales growth of the companies on this years BW 
500 list has been much higher at 17 per cent compared 
with 5.25 per cent last year. Median sales grew by 16 
percent compared with 5 per cent last year. Median net 
profits also increased at a faster rate, at 21 per cent this 
year, compared with a fall of 11 per cent last year. And 
both the average and the median return on assets have 
increased to 3.34 per cent and 2.35 per cent respectively. 

Sectors like FMCG, paints and computer software 
continue to record high returns on capital while 
construction, fertilisers and iron & steel show strong 
increases in sales. Infrastructure and power show strong 
growth in their asset bases. 

Companies with the biggest rise in their rankings 
since last year include Tata Teleservices (which gained 
235 places to rank 107), Delhi Metro Rail Corporation (up 
164 places to 102) and Bharti Infotel (up 154 places to 
108). Big losers include Sterlite Optical Technologies 
(which fell 216 places to rank 486), Balaji Industrial 
Corporation (down 186 places to 477) and Reliance 
Telecom (down 140 places to 450). 

There are a number of new entries to the list this year 
~~ especially former state electricity boards which were 
corporatised, privatised or restructured. 

The big exits from the list this year include Ford 
Motors, Lafarge, Hutchison Max and Madura Coats. 


The BW Real 500 had 
better sales and profit 
growth in 2002-03, but 
many still lagged behi nd 
in giving good returns 
to investors. 











Change-spotting 


x“ 22 per cent of companies in this year's 
BW 500 list have seen a shrinkage in rev- 
enues over three years. In last year's list, 30 
per cent saw a similar fall 


"d Ninety-five companies have seen their 
assets shrink over three years compared 
with 105 companies last year 


v” Sectors like FMCG, paints and computer 
software continue to record high returns on 
capital 7s 


y” Sectors like construction, fertilisers and 
iron & steel show strong Increase in sales 
while infrastructure and power show strong - 
growth in their asset bases 


/ Around 64 per cent of companies in this 
year ’s list offer a return on capital that 
is less than the returns on a five-year 
deposit rate 


Companies which have exited the BW 500 
this year include Ford Motors, Hutchison 
Max, Lafarge and Madura Coats — they 
converted themselves into private limited 
companies à 


/ The top 50 cómpdiileis continue to 
lico for a disproportionate share of sales 
(over 60 per cent), assets (54 per cent) and 
net profits (over 80 per cent) 


These companies converted themselves into private 
limited companies and had to be excluded. 

To return to the point that we started off with, only 
178 companies on this year's BW 500 list earned a return 
on capital greater than what is given by a five-year bank - 
deposit. Still, thats a substantial increase from the 119 . 
companies which gave a similar performance in 2001-02. 

It's interesting to note that the largest companies are — 
also the most profitable. The top 50 companies account 
for 60 per cent of total sales in the BW 500 for 2002-03, 
and a whopping 81 per cent of total profits. Their average - 
net profit margin in 2002-03 was 6.56 per cent compared 
with 4.88 per cent for the entire list. In 2003-04, that 
increased further to 7.85 per cent. Their average return 
on capital employed was 8. 22 per cent in 2002-03 and 
9.71 per cent in 2003-04. . . 

As a whole, the BW 500 performed better than last 
year. The growth has also been much more even, though _ 
the biggest companies account for most of that growth. 

And these giants are the ones who are in the best n 
position to take the next great leap forward. B 
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| Methodology | 
1 Like last year, Businessworld collaborated with the Centre for 
Monitoring Indian Economy (CMIE), an independent. research 


~ [ house, to compile the list of the top 500 companies. The BW- 


CMIE study covers all public limited companies, which have 
_to file their annual accounts with the Registrar of Companies 
(RoC). The only ones not covered are private limited. 
companies like Coca Cola, Pepsi and IBM. 

Since the data comes from the RoC and because we. 
wanted to be as inclusive as possible, we have had to limit 
our coverage to 2002-03 data. While this may seem a bit 
dated, many unlisted public companies have not yet filed - 
their 2003-04 results with the RoC. So we have had to 
sacrifice on timeliness to come out with a more 
comprehensive listing. eos 

How have we ranked these aroan Rather than use 
just revenues or assets as a criterion, we have used an 
average of the two. This allows us to take into account both 
the balance sheet and the profit and loss account. This also 
enables us to include companies which have made large 
upfront investments but haven't seen their. revenues flow i in 


QA just as yet (infrastructure companies like Vadinar Oil terminal | 
d which, as of 2002-03, had built up over Rs 2, 177. 51 crore of | 


assets but whose earnings weren't reflected in their books 
on that date). At the same time, this allows us to. include 
companies which are asset-poor but knowledge-rich, like 
software companies. ME 8 


Sales growth for BW top 50 in FYO4 has been 
slower than in FYO3... x 
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But the majority of BW 500 still earn thelr 
Investors very low returns. - 
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F you had visited a steel trader in Mumbai's Carnac 
Bunder even a couple of years back, you would have 
met executives from steel making companies pleading 
with traders to stock up their supplies. Today the 
situation has reversed. You would find traders who 
have to make several rounds of steel plants to get the 
desired quantity of steel. 

Buoyed by surging demand and higher prices, the steel 
industry is investing about Rs 55,000 crore to expand 
capacities. India, which created 35 million tonnes of steel 
making capacity in about a century, plans to put up 65 
million tonnes of fresh capacity in the next 15 years. 

Not every Indian industry is having a dream run like 
steel. But in many industries, the existing capacities have 
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been used up and companies are beginning to invest again 
in fresh capacities. In effect, the investment cycle has 
turned around for many sectors. “Except for cement, where 
there has been some capacity additions, excess capacities 
are running out,” says Saumitra Chaudhuri, member of the 
Prime Minister's Economic Advisory Council and 
economic adviser at credit rating firm ICRA. 

The last time this happened was in 1995-96, when 
capital formation by India Inc. peaked at Rs 284,557 crore 
and accounted for 28.6 per cent of the country’s total 
economic output. The level whittled down to 18.3 per cent 
in 2001-02. And then, it turned upwards — a trend that 
began slowly, but picked up in 2004. (For a view of the most 
enthusiastic participants in this round of growth, see “Top 
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India Inc. is investing 
heavily in fresh capa- 
cities after a decade. 
This time, the motives 
and methods are 
different. By Ranju Sarkar 


50 Projects’ on page 50.) Though the data on capital 
formation during 2004 would come out much later, the 
higher level of industrial activity is evident in the 8.4 per 
cent growth that the Index of Industrial Production logged 
during April-December 2004. 

“The Indian economy has entered an investment 
phase,” says Jiban K. Mukhopadhyay, professor at the S.P 
Jain Institute of Management in Mumbai and former 
economic adviser to the Tata group. “The [recent] growth 
has been fed by utilisation of existing capacities. When 
your existing capacities are fully utilised, you need to invest 
in fresh capacities. That has come since last year.” 

Rajeev Kumar, chief economist at CII, agrees. “For the 
last 7-8 months, there has been a consistent growth in 
capacity. One bank estimates that around Rs 200,000 crore 
worth of investment is in the pipeline,” he says. But there's 
another important difference over the previous bout of 
heavy investments. Kumar says the 
source of demand now is not just 
consumer demand, as it was in the early 
1990s, but investment demand and 
infrastructure growth, too. 

Another difference over the 1995-96 
boom is that this time the private sector is 
participating more enthusiastically. 
Projects Today.com, a firm that tracks 
investment trends, reveals that while the 
total investments announced grew by 4 
per cent in 2004, proposals from the 
private sector increased at a faster pace, by 
11 per cent. The public sector still 
accounts for 50-55 per cent of the 
investments in infrastructure sectors like 
power and mining, but the private sector 
accounts for most of the fresh investments 
in manufacturing. Back in 1995-96, the 
public sector accounted for almost two- 
thirds of all investments on ground. 

If the first wave of post-liberalisation 
capacity expansion flowed from 
liberalisation itself, this round is 
happening thanks to the rush for 
globalisation. "Most companies which are 
announcing major expansion have an eye 
on the global market," observes 














B. Muthuraman of Tisco (above) and V.S. Jain 
of SAIL: For the first time since liberalisation, 
steel has attracted so much interest. In 2004, 
players in the sector proposed more than 100 
projects worth about Rs 55,000 crore 


Shashikant Hegde, CEO of ProjectsToday.com. 

Chaudhuri of ICRA agrees that there's more of a 
qualitative difference this time. "The companies are not 
scared. Theres a complete change in mindset, confidence 
and balance sheets," he says. This buoyancy has come 
from better corporate performance and availability of 
cheaper funds over the last two years. 

The change in mindset has also had another telling 
effect. India Inc. is less of a stampeding herd than they 
used to be. In other words, Indian companies no longer 
rush headlong into businesses that seem profitable 
because of a favourable policy regime or just an emerging 
opportunity. There was a time when almost every Indian 
company wanted to set up a power plant, as the 
government assured a 16 per cent rate of return, which was 
better than that in several other industries. 

This time around, the proposals look more serious, 
feels Hegde. He says: "There's more certainty of the project 
materialising, either in a curtailed or an enhanced form." 
Mukhopadhyay adds: "Companies see if they have the 
competence. They prepare the business plan much more 
rigorously. The driving force is competitiveness." 

Also, if one sees the pattern of funding, internal sources 
have become much more important than external ones. 
Unlike the mid-1990s boom, which was funded through a 
mix of reserves, equity and debt, the companies today are 
sitting on a much larger pile of cash. At Rs 289,204 crore at 
the end of 2003-04, all the companies listed on the BSE 
were sitting on an aggregate cash pile almost six times 
larger than what they had at the end of 1995-96. What 
helped the companies hoard these cash flows during this 
while are the decline in interest rates, 
reduction in taxes, and increase in 
depreciation rates. 

Also, a new realisation has dawned on 
India Inc.: size matters. Earlier, Indian 
business houses used to start new 
companies for every new product or 
service. "This is why Indian companies 
were small. And businesses always talked 
of groups," says economist D.H. Pai 
Panandikar, president, RPG Foundation. 
That has changed. The trend is now 
towards consolidation. So we have seen 
the Tata group downsizing the number of 
operating companies in its fold by a 
tenth to 85 now. The A.V. Birla and 
Reliance groups, too, are good examples 
of this trend. 

Yes, the growth this time around is 
quite different from the one in 1995-96, 
and it's perhaps more sustainable for 
much of the same reasons. But some 
people would still flinch from calling it a 
boom. "We are at the beginning of the 
investment cycle. Investments will peak in 
another one year," says Hegde. Whenever 
the jury gathers again, be sure we'll be 
there to bring their verdict to you. EI 


SANJIT KUNDU 


TRIBHUWAN SHARMA 
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“Tve spent my life's savings 
building a home... 
| expect my family to be safe.” 


Finolex. 
The safest name in electrical wires. (2225 


Finolex electrical wires are manufactured using raw 
materials by group companies - bright electrolytic 
grade copper with more than 99.97% purity and 
virgin grade PVC resin used in the PVC compound 
formulated and developed in-house. Finolex 
electrical wires have more than 100% 








conductivity. They bear the ISI mark and are ALSO AVAILABLE 
AALA i 4 FINOLEX HOTGARD AND 
certified by FIA/TAC authorities. FLAMEGARD ELECTRICAL WIRES 
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HANGE is the buzzword at the 

Rs 138,591.54 crore ($29.8 billion) Indi- 

anOil Corporation (IOC) these days. A few 

weeks ago, the company moved its corpo- 

rate office from its old sarkari-home at the 
sandstone facade CGO Complex in Delhi to an ad- 
dress more befitting its status as a global heavy- 
weight. It has now taken up residence in glitzy glass- 
and-steel twin buildings linked by two glass-floored 
skybridges in South Delhi. The top officials have bid 
the musty, carpeted floors of the old office goodbye 
and hold their power meetings in rooms with de- 
signer black Italian marble flooring, remote-con- 
trolled blinds and subdued lighting. The new build- 
ing cost IOC Rs 150 crore. 

It's not just the setting that's changing but some 
of the occupants too are moving on. On 28 Febru- 
ary, M.S. Ramachandran, who has been heading 
IOC for the past three years, will vacate the corner 
room for Sarthak Behuria. 

While these are the visible changes taking place 
in the company ranked 189 on the Fortune 500 list, 
there has been some quiet transformation taking 
place in IOC. Over the past couple of years, it has 
moved from being just a pure refining and market- 
ing company to a fully integrated oil major. It has 
also strengthened its position in retail marketing 
by converting a large chunk of the dealer-owned 
outlets to company-controlled ones. 

The result is that today, IndianOil straddles the 
entire value-chain in petroleum — be it oil explo- 
ration, refining, pipelines, petrochemicals, gas, 
marketing or international operations. This will 
bring it in line with the top oil companies globally. 
This expansion of its activity is geared to meet the 
continued increase in demand for petroleum prod- 
ucts in India. Over the next 20 years, India will be the 
third-largest consumer of petroleum products 
globally after China and the US. That will see de- 
mand for petroleum products shooting up from the 
present 115 million tonnes per annum to 368 mil- 
lion tonnes per annum. However, irrespective of all 
these changes, one thing has remained constant — 
IOC has been at the top of the BW 500 listing for the 
last three years. 

Andoutgoing chief Ramachandran wants to en- 
sure that IOC stays at the pinnacle. According to the 
business plan he has drawn up, IOC is likely to be a 
$60-billion (Rs 262,200 crore as per current conver- 
sion rates) organisation by 2011-12. Ofthis, $43 bil- 
lion (Rs 188,168 crore) will come just from the cur- 
rent core business of refining and marketing. Also 
by then, petrochemicals will account for $5.5 billion 


across 


In the last few years, IOC has 
moved from being a pure 
refining and marketing company 
to a fully integrated oil major — 


IndianOil Corporation 
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M.S. Ramachandran: 


Making plans for a 
$60-billion 
organisation 
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[ "IS NS EN NL IA NC DE There are also plans to bid for a block in Myanmar. Suddenly, 
Fuelling growth IOC is scouting all over the globe for exploration projects. It is 
2003-04 2002-03 still early days as far as oil exploration is concerned, but most 


important, it will be a learning process for IOC as it gets itsfeet 
wet inan entirely new sector. 

IOC already has rights for 12 blocks in India under various 
rounds ofthe New Exploration and Licensing Policy (NELP). It 
will be bidding for more blocks in the current NELP-V round. 
As of now, it is producing close to 1.5 million tonnes of gas in 
Assam and Cachar. Apart from this, it has rights to two coal- 
bed methane blocks. 
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IOC is trying to balance its presence in oil, petrochemicalsand | 


the Farsi block in Iran. It will invest $1 billion in the South Pars 

gasfield, which will yield 9 million tonnes per annum. Of that, 
IOC will get 4.5 million tonnes on a nomination basis while for 
the balance it has the right of first refusal. As of now, the plan 
is to convert this gas into LNG and ship it to India. The com- 
pany has planned a gas terminal at Ennore in Tamil Nadu, 
which should be up and running by 2009. These projects will 
give IOC the muscle in natural gas, where it hardly has a pres- 

ence today. 

* However the big time investment by IOC is in petrochem- 
icals. That's because the Indian petrochemicals market is 
growing sharply at 15 per cent per annum. By 2010, India is ex- 
pected to be the third-largest polymer-consuming market 
globally. This is what IOC plans to tap. The focus on petro- 
chemicals started with the setting up of the Panipat refinery. 
The Rs 5,104-crore paraxylene plant at the Panipat refinery 
will be ready by September 2005. By end of 2007, the Rs 6,300- 
crore naphtha cracker will also be operational. At its 12-mil- 
lion tonne Gujarat refinery at Koyali, the company is also set- 


and gas for $4.5 billion. Apart from this, the company's global 
operations will bring in $4.5 billion, and exploration and pro- 
duction activities will bring in another $3.5 billion. In fact, 
some of the elements of this grand plan are already in place. 
Already, the company’s international operations in Sri Lanka 
and Mauritius have brought in $1 billion. Over the next couple 
of years, the other parts of the business will start contributing 
to the bottomline. Ramachandran says that by the time this 
plan is fully implemented, IOC will be a complete drilling-to- 
dispensing oil major. 

To meet the steep targets it has set for itself, IOC has lined 
up a Rs 50,000-crore investment plan over the next five years. 
This includes Rs 30,000 crore-35,000 crore in petrochemicals | tonnes to 15 million tonnes. Also, the product-mix of the 
and Rs 15,000 crore in exploration and production. Apartfrom | Paradip refineryis bein gre-jigged to focus on petrochemicals. 
all this, the company is extending its existing crude and prod- | Just30 percent ofthe products will be petroleum-focused un- 
uct pipeline network, opening close to 10,000 more retail out- | derthe new plan. The Rs 8, 312-crore refinery should be ready 
lets and adding to its 49.3-million tonne refining capacity. by 2010. Paradip will be very critical for IOC's plans to emerge 

Though it is looking to be present across the entire petro- | asabig player in the Indian petrochemicals market. 
leum value-chain, its immediate focus is to get into the oil and Any discussion on IOC should also factor in the plan that 
gas exploration business abroad in a big way. The previous | petroleum minister Mani Shankar Aiyar has been talking 
government had allowed only ONGC Videsh (OVL) to bid for | about. Aiyaris looking at merging the state-owned oil compa- 
overseas projects. IOC managed to overcome that hurdle by | niestoform two mega-oil firms. The aim is to match the size of 
recently joining hands with state-owned Oil India Ltd (OIL), | the global oil companies. Irrespective of what happens in the 
another exploration company. The tie-up gave IOC the requi- | merger, IOC will be one of the two big post-merger compa- 
site skillsets to take up such projects. Their joint venture, | nies. And that will make it a much bigger organisation. Will it 
within days of being set up, bagged rights to explore oil in the | still have the same hunger to grow then? @ 
i 


and a linear alkyl benzene (LAB) plant. i 
But the real action will be at its refinery in Paradip.IOChas 
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7,087-square kilometre 086 Block in the Sirte Basin in Libya. 


Now it plans to bid for another two blocks in that country. | ANUP JAYARAM 
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To get ready for the changing product-mix of the future, E Du 





gas sectors. It already has rights in the South Parsgasfieldand =| : 


ting up a0.8 million-tonne-per-annum naphtha cracker plant ee SES 


planned to hike the capacity of the refinery from 9 milion 
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HE YEAR 2004 will remain a blemish in the history of Reliance has always invested big monies in large projects 
the Rs 65,079-crore Reliance Industries, India’s largest | to grow bigger. It invested Rs 9,500 crore to build one of the 
privately-owned company and the country's second- | largest oil refineries in Asia, over a decade ago. Sales from the 
largest enterprise after the Rs 127,012-crore IndianOil refinery doubled Reliance's sales — almost overnight. This 
Corporation (IOC). As the two brothers from the Am- | time around, the company’s big investment will not just be to 
bani family, which manages Reliance, fought over ownership | secure growth, but to also stay in the race to be one of India's 
and management control, the company's board faced serious biggest energy companies. 
questions on corporate governance. But, that did not stop the Over the last two decades, Reliance has grown quickly by 
company from doing what it has been best at — growing big. building varied businesses like petrochemicals, polymers and 
During FY2004, Reliances consolidated profits stood at Rs | refining, and then merging them into the present company. 
5.129 crore (a little over a billion) — another firstin Indian cor- | With this, Reliance has raced past five-decade-old state-run 
porate history. This came on a 14 per cent increase in salesand | organisations like the Rs 55,336-crore Hindustan Petroleum 
45 per cent jump in profits in FY2003, the year based on which and the Rs 49,010-crore Bharat Petroleum, though it did not 
the BW 500 rankings have been done. Last year, Reliance | have asignificant presence in the Rs 75,000-crore fuel retailing 
also announced its biggest plans: to invest over $9.5 billion | business. Now that leadership position may be under threat. 


in new businesses — all relating to its energy busi- 
Reliance Industries 


ness. The goal: to grow bigger. 
Se Mukesh Ambani: 
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For all the drama 
surrounding the Ambanis, 
Reliance is still growing the 
way It knows best — on the 
back of huge investments 


| - Big investments i in... 





All figures in Rs crore, based on current conversion rate — | 


For the first time, the United Progressive Alliance govern- i 


ment is talking of merging some of the state-run oil compa- 
niesto create abehemoth. The government believes that it will 
enable India to have bigger companies in the international 
arena to take on Chinese state companies in bidding for oil 
companies overseas, The merger of the state-owned oil com- 
panies will also give them synergies in marketing, making it 
difficult for new entrants to compete with them. So, Reliance 
is now aggressively investing big money in its energy business, 
which already contributes over 80 per cent of its sales, to not 
just grow but also retain its ranking in the pecking order 
among energy companies in India. 

The investment is coming at the right time. At present, 


Reliance has an insignificant presence in domestic petroleum 


retailing. The three state-owned companies — IndianOil Cor- 
poration, Hindustan Petroleum and Bharat Petroleum — 
virtually control the whole market. Reliance was forced to sell 
its produce to IOC under a special agreement. In the last 
two years, though Reliance has put up over 300 retail fuel out- 
lets, ithas stepped up exports to cover any possible shortfall in 
offtake by IOC. Reliance exports have increased 50 per cent 
to $5 billion even as India meets more than 70 per cent of its 
fuel needs through imports. | 

So, if Reliance ultimately wants to increase its market share 
among fuel companies, it quickly needs to set up retail outlets. 
Its plan is already running a little late. Reliance has earlier 
spent a few years waiting to bid for Hindustan Petroleum, 
which the government wanted to divest. It has now finalised 
a $2-billion plan to set up retail outlets across the country 
over the next three years. | 






Still, it will be some time before Reliance catches up with 
the public sector companies in liquid fuel. To make up for this, 
Reliance is investing heavily in natural gas. The demand for- 
natural gas is still very low in the country, but the government | 
expects it to pickup exponentially in the next few years. Unlike. = 
public sector companies, Reliance has its own source ofgasas ^. 
a result of its huge gas find in the Godavari Basin two years ago. 
Even as the other state-owned companies are still finding -~ 
ways to source gas, Reliance has planned a massive outlayof | 
$4 billion to bring gas to the shore and distribute it. 

Analysts feel that the gas strategy could be the clincher in 
Reliance's energy chain, especially when the power sector _ 
grows. India needs an additional 100,000 MW of power in the. 
next 10 years, and most of the new power plants are expected — 
to use gas. Says an industry observer: “Reliance hardly likesa — 
situation where it is not the market leader. You can expectits | 
near-term energy strategy to create niches where it can be the 
market leader — like in gas." 

Over the past few months, Union oil minister Mani . 
Shankar Aiyar has made a strong case for public sector oil .— 
companies making large investments in creating assets 
abroad. His argument is that Indian oil output has stagnated 
at about 32 million tonnes over the last few years. This would - 
mean that imports may jump to 85 per centoflocal consump- 
tion within two decades from 70 per cent now. 

The sudden thrust of the government in securing energy 
security for the country seems to be forcing Reliance to go be- 
yond India. Early this year, Reliance bagged a deep sea oil and 














.gasblockin Gulfof Oman, and is looking for oil assets in Qatar, 
Iran and Saudi Arabia. This is the second oil and gas block that < 


the company has acquired outside India. It already holds a 20 
per cent stake in the exploration of Block 9 in Yemen, where a ~ 
significant oil discovery has already been made. The acquisi- 
tion of these blocks brings. a new dimension to Reliance's 
strategy which has so far focused d largely on acquiring explo- 
ration blocks domestically. — 

Surprisingly, the state-owned companies have acted fast 
and have started bidding aggressively for oil assets overseas. 
Oil and Natural Gas Corporation (ONGC) has acquired a few 
prized assets. Last year, ONGC's overseas arm, ONGC Videsh, 
acquired a 20 per cent stake in Sakhalin oilfield in Russia. ^. 
while, early this year, it took a 25 per cent stake in a Sudanese = 
field. The two investments are expected to give India access to - 
over 10 million tonnes of crude oil, apart from gas, in the next - 
three years. The state- owned oil companies are moving = 
quickly, though far slower than Chinese companies, in — ~ 
creating raw material security for their refineries. This will 
give them a clear advantage to keep costs under control when 
oil prices flare up. 

Reliance, which has shown alacrityin leading the market is 
not going to be left behind. It has already made provision of 
$2 billion for new opportunities, most of which will go for ac- 
quiring assets abroad. The plan i is in line with chairman 
Mukesh Ambani' stated goal of achieving 30 per cent energy 
security for its Jamnagar refinery in the next 10 years, and up 
to 50 per cent by the year 2020. Whatever happens, Reliance 
will continue to grow in size. L| 
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India’s largest bank has 
taken its first few steps 





crossing 


K. Purwar, the soft-spoken chairman ofthe State Bank 
of India (SBI), could go down in history as the man 
who changed the face of India's largest bank. Since 
taking charge in November 2002, Purwar has focused 
steadfastly on taking the bank global. When that initial 





towa ra S £0 | nN g g| 0 b a | B ut groundwork bore its first fruits recently — with the acquisition 








. State Bank of India 


A.K. Purwar: 
"Banking is 
nothing but value- 
added IT. If IT can 
be global, why not 
banking?” 
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of Indian Ocean International Bank (IOIB) of Mauritius — 


IA IA 1 i i analysts d layed the , saying it’s just a small 
this is just the beginning | bank True, 1018 isa retail-focused bank with assets of 1 bil- 


lion, compared to more than $90 billion in 
SBI's portfolio. But as far as SBI's global 
foray goes, this is just the beginning. 

"Today, we may have bought a small 
bank. But in the future, we will be looking 
at bigger acquisitions," promises Purwar. 
He will have to do so in order to meet SBI's 
target of getting 20 per cent of its bottom- 
line from the international business by 
2008, up from 6 per cent now. Purwar's 
promise could take at least six more 
months to materialise, but happen it will. 
The bank has got a war chest of $1 billion 
cleared from the central bank, and of that 
it has already raised $400 million in 
medium-term bonds. 

The main driver of SBI's move towards 
globalisation has been its search for 
growth. When Purwar came in, SBI's bot- 
tomline was growing at a fast clip (51 per 
cent in 2001-02). But that was when banks 
were reaping a rich harvest under a soft in- 
terest rate regime. With more than 
Rs 33,000 crore in earnings (2001-02), 
growth in the maturing Indian market was 
surely going to be slow in the times to 
come. Globalisation was inevitable. 

Staring at Purwar was the fact that 
global banks have had a better growth rate 
than the rest of the industry. " [Some] inter- 
national banks have grown very fast be- 
cause of their global business growth. In 
fact, some banks have more than 60 per 
cent of their post-tax profits coming from 
global operations," says Purwar. 

There were other forceful drivers. At 
the turn of the millennium, more Indian 
companies started going global than ever 
before. Export growth, too, speeded up. 
The opportunity for SBI, which handled 
more than a third of the country's foreign 
exchange trade, was too large to miss. 
"Our overseas trade and linkages are 
growing. If we have to capture growth in 
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forex transactions, we have to be present in a large number of 
countries,” says a senior manager at SBI. 

Once the management was convinced ‘why’ and ‘when it 
wanted to go global, there remained the questions of ‘how’ 
and ‘where’. 

Apart from funds, one of the hows that needed to be ad- 
dressed was the issue of IT. And India’s pre-eminence in the 
field came of help. “Banking is nothing but value-added IT. IfIT 
can be global, then why can't banking be global?” asks Purwar. 

Last year, Tata Consultancy Services implemented the first 
phase of SBI's Centralised Banking System. The system 
includes software like BANCS from Financial Network Solu- 
tions and Eximbills from China Systems interfaced to each 
other and with SBI's existing software. By April, all overseas 
branches will be networked with this system, making ‘anytime, 
anywhere’ banking possible globally. The importance of the 
step was palpable when Purwar declared at the launch last Oc- 
tober: "This, coupled with the other business initiatives within 
the group, will create a ‘New SBT.” 

India's cost advantage in IT helps, too. Says Purwar: “We 
should be able to provide banking services across the globe at 
much more competitive costs than others.” 

Then there was the question of ‘where’. “We are focused on 
Asia and Africa,” says Purwar. But why these markets, and not 
the larger markets of the West? “The kind of growth these 
economies are having are the best. So it makes immense sense 
to havea presence there,” he explains, and adds: “If you ask me, 
we are already late.” The acquisition of IOIB fits this vision 
snugly — it gives SBI a base to approach the African market. 

The roadmap is already laid out in numbers. By 2006, SBI 
plans to have 75 offices in 36 countries, as compared to 54 of- 
fices in 31 countries today. But the way it is going about this 
task is slightly different from what other Indian banks with 
global ambitions are doing. Unlike others, SBI is not only bet- 
ting on the global Indian. “Our philosophy has been that we go 
where we have huge trade or where Indians are,” says Purwar. 
Russia, for instance, has no Indian expatriate population to 
speak of, but it has a huge trade with this country. 

Has there been any significant shift in SBI’s approach to- 
wards international business? Purwar says there has been 
quite a shift. “Earlier, when we entered a country, we used to 
conduct surveys and would open one or two offices. Today, the 
number is not a constraint. Today, I am holding permissions 
from the Reserve Bank and the government for opening 20 of- 





The way forward 


Goal To earn 2096 of bottomline from the international 
business by 2008, up from 6% today 


Da a 


Roadmap Leverage India's IT expertise to offer 

value-added services at competitive prices 

Retain market share in forex trade (now at 36%) by 

improving presence in global markets 

Focus on Asia, which offers the best growth potential, 
and Africa, where the market is maturing now 


Be open to large acquisitions (in about six months) 


fices. We are approaching the regulators in those markets." 
There are pitfalls on this route, too. Lack oflocal knowledge 
in certain markets (like Central Asia), and poor asset quality (in 
some countries, bad debts account for 30-40 per cent of total 
assets, whereas it's in single digits here). "Unless we under- 
stand these markets a little more deeply, establishing our pres- 
ence could be a bit dicey,” says Purwar. Then there are regula- 
tory hurdles, especially in some Middle Eastern Emirates. 
There would be more pitfalls along the way for sure. But if 
Purwar and his team can meet their ambitious global targets, 
history would mark 2002 as a defining year in Indian banking. 
After all, it all began that year. E 
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E 0 ^] SALES/INCOME:This is the revenue earned from the main 
line of business. Other income, non-recurring and extraordi- 
nary income is not considered. While reclassifying main in- 
come and other income, economic activity of a company is considerd, Thus, 
interest or dividend income is classified as other income for non-financial 
companies. But in the case of financial services companies, such income is 
treated as main income. Non-inclusion of extraordinary and non-recurring in- 
come is across ali types of companies. — 

In the case of manufacturing companies, revenues earned through sale of 
own manufactured goods as well as from trading goods form part of this. it 
also includes income earned by these companies through fiscal benefits like 
fertiliser subsidies. Inter-division transfers also form part of sales. | 

For services sector companies, this comprises receipts from respective 
services. In the case of companies engaged in the business of hotels, their in- 
come includes room rent as well as earnings from restaurants. 

Sales is gross of excise duty but net of sales returns. Sales is also gross 
of rebates and discounts. 


NET PROFIT: This is the excess of income over total expenses. The iid re- 
ported here is after tax provisions (PAT). 


CASH PROFIT: This is the sum of profit after tax and non-cash provisions like - 
depreciation. 


TOTAL ASSETS: This is the year-end value of total assets. This includes net 
fixed assets, investments, inventories, cash and bank balances and total re- 
ceivables. In the case of banking companies, it also includes assets like ad- 
vances given by these banks. For housing finance companies, housing loans 
form part of total assets. 


CAPITAL EMPLOYED: This is the sum of the company's own fund, i.e., net 

. worth and total borrowings. Net worth includes paid-up share capital and re- 
Serves and surplus. in the case of total borrowings, both shorten : as well as 

long-term borrowings are included. 


CAGR: This is compounded annual rate of growth. For calculating this growth, 
a three-year period, i.e., 2000-01 to 2002-03, is considered. In the case of 
data being not available for the three-year period, simple growth rate is calcu- 
lated, i.e., growth over previous year. Such cases can be identified from notes. 


NET PROFIT MARGIN: This is calculated as PAT/Sales. The values are in percentages, 


RETURN QN ASSETS: This is calculated as PAT/Total Assets. The values are 
in percentages. 


ROCE: This is calculated as PAT / capital employed, where capital employed is 
defined as net worth plus total borrowings. The values are in percentages. 
ROCE for financial companies are not calculated as they are not relevant. 


METHODOLOGY: For ranking, listed as well as unlisted public limited compa- 
nies are considered, But as profit and loss (P&L) accounts for some private 
limited companies like Coca Cola Pepsi, IBM and Jet Airways are not available 
— (they are required to submit their balance sheets to the Registrar of Companies 
(RoC), but not their profit and loss accounts) they are not part of the sample. 
To ensure that the ranking is not skewed towards one sector (banks and other 
financial institutions, for instance, have huge asset bases), the sample is fur- 
ther segregated into financial services companies and non-financial services 
companies. 
The ranking is based on the average of sales and total assets. This is to 
include companies which are currently implementing huge projects. Such 
companies have a large asset base, but a ranking based on sales would miss. 
these. 
Since in India, companies close their financial years at different times and 








companies (especially unlisted ones) have not yet filed balance sheets with the | 


Rot, the ranking is based on data for the financial year ended March 2003. For 
companies whose financial year corresponds with the calendar year, data is 
taken for the financial year ended 31 December 2002. 


gate basis. The companies are first classified across various sectors. Then, 
company data within each industry is aggregated on key parameters. Theag-. 
gregates are calculated by taking the sum of values for each parameter. The. 
aggregate values are used to calculate simple growth. in case of ratios like the 
return on sales or return on assets, aggregates are first calculated from se- 
lected parameters, for a particular year. Once industry aggregates are available 
for an industry, a simple ratio is calculated. 














UNIT: Values are in Rs crore except for CAGR and Retr Margin “ibis, which 


2 Figures are for year ended December 2002 


| 4 Figures are for the six months ended March 2003 
§ Figures are for 18 months ended September 2002. 

| 6 Figures are for year ended September 2002 

17 Figures are for year ended March 2001 

|a Figures are for year ended June 2002 

| 8 Figures are for 18 months ended September 2001 

| 10 Figures are for year ended September 2001 

| 11 Figures are for 9 months ended March 2001 | 

| 12 Figures are for 9 months ended March 2003 

| 13 Figures are for 18 months ended March 2003 

| 14 Figures are for 11 months ended March 2003 

| 15 Figures are for year ended July 2002 

| 16 Figures are for 14 months ended June 2001 

| 17 Figures are for year ended June 2001 ` 

| 18 Figures are for year ended December 2001 

| 19 Figures are for 15 months ended June 2002 

| 20 Figures are for 10 months ended March 2003 

| 21 Figures are for 15 months ended September 2002 





| 23 Figures are for year ended November 2002 
| 24 Figures are for 9 months ended December 2002 


| 26 Name change (formerly Bharti Telenet) 

| 27 Name change (formerly Hindustan Inks and resins) 
-Í 28 Name change (formerly Jindal Polyester) 

| 29 Name change (formerly Greaves) 

| 30 Name change (formerly SKF Bearings India) 
| 31 Name change (formerly Gujarat Heavy Chemicals) | EL 
| 32 Name change (formerly Bayer India) : 
| 33 Name change (formerly United PUORpROIQUS) $i | 
| 34 Now a finance company | 
| 35 Now an investment company | | EA 
36 SEB was. corporatised and included in the list this year 
| 37 Latest year data is for March 2003. 

| 38 Latest year data is for December 2003. 

1 39'Other’ sector has.not been included in the rankings: 


INDUSTRY AVERAGES: Growth rates for industry are calculated on an ape |o 40 Growth rates are high because of greater. coverage of | companies in the sector 






ETT 










are in per cent 


ANNUALISED NUMBERS: Sales, PAT and cash profits are annualised wherever 
the accounting period is other than 12 months 


NC Growth not calculated 
NR Not ranked last year 
1 Calculation of growth over previous year 


3 Figures are for year ended March 2002 


22 Figures are for 9 months ended June 2002 


25 Name change (formerly BSES) 


41 Growth rates are high because of. inclusion of. Petronet LNG and GSPC 
42 Companies for which data is available for only two years are not included 
43 Sales are zero because project is under implementation 


44 Assets growth is high because of sales of assets to Jindal Stainless by 
Jindal ae 
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Company . (score) — (Q0 


1 Indian Oil Corp. * — |12701221| 1.07 
3 Reliance Industries | 65,079.50 5243 
2 Bharat Sanchar Nigam | 27,492.02 | 17.26 
4 Oil & Natural Gas Corp. | 35,484.06. 20.87 
5 National Thermal Power Corp. | 19,192.60. 





0.29 


















= 10 GAIL (India) | 14,781.46. 821 
. 9 Mahanagar Telephone Nigam , 580770 -2.86 
13 Tata Iron & Steel Co. | 10,516.72: 11.29 
14 Nuclear Power Corp. of India | 463461. 13.64 
Power Grid Corp. of India 245451  -2.36 



























arat 


if ec 
Sard 





ar Sarovar Narmada Nigam*? tux 
Mangalore Refinery & Petrochemicals — ^ 9,036.32 75.15 
Indian Petrochemicals Corp. | 9,967.34. 30.03 
AP Power Generation Corp.1.36 | 4049.58. 223 
Hindalco Industries | 8,52707 46.20 

















Maruti Udyog | 9,065.60. -0.12 
Chennai Petroleum Corp. | 9,15079| 9.88 
Neyveli Lignite Corp. | 411404. 544 
Transmission Corporation of AP3:36 | 760552, -144 
Tata Sons 4,865.62 25.22 










Eastern Coalfields | 3771694. 
Indian Farmers Fertiliser Co-op. | 6,393.08 854 
Air-India | 5,527.39 378 
Bajaj Auto | 483104, 15.38 

Jindal Vijayanagar Steel 
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Sales | CAGR - 








| 18,634.71 
| 9,595.08 | 
| 8116.69. 
| 13,780.19 | | 
| 10,299.24 | 2431 | 





3.70 


| 2,786.04 4386 





| 59,583.14 

(63,8438 
| 91,326.12 | 
69,025.70 | 
| 55,554.80 | 









ahaa GROUP BRE Vr Rod e RU 





| 547940 - 
| 485902 © 
| 972575 | 
| 6,169.79 | 
. 8,853.35 | 















| 14,646.90 | 11. 
| 19,611.13 | 
| 1326154 
| 19,064.09 - 
| 21,067.87 | 





11.33 


1138 | 
3425 | 








| 807100 3. 
| 5,373.32 
| 5,605647. 
| 6,330978 | 
| 818282 - 





| LITT 
| 6,941.40 
10,995.76 
113,038.50 





| 1,583.25 
| 1,981.44 
1,108.05 









1,545.31 


5,143.10 


| 228170 | 
| 176676 | 


-38.07 | 
658.51 | 
56546 - 
850.81 . 


468.50 - 
404.91 | 


-205.46 . 
912.37 | 


167.72 
717.73 | 
593.36 | 
713.45 | 
169.92 





India’s super 


|. Net ! Retum 
| profit on | 
; margin assets 
3 ; O09 | 09 
| 410431. 
(144445. 
10,529.32. 
| 3,607.50. 


Net 


(Rs 
crore) 

























| 1699.11. 
| 80972 
| 1012.31. 
| 1,509.25; 
«042.59 









146.40. 
| 30289 
| 1,4840; 
-363.09.: 
816.84 | 







331. 623. 
2791, 1181 | 
-4.77 -5.88 
1679 9.23. 







CN 


8.19 
2.23 | 


|; 806: 
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| | | |! Total | Cash | Net | Net  Retum. | 
2002 Company |Rscroe) — (9 — (Rs crore) OQ — crore) | cer) | (C9 | C9 | C9 | 
47 Fertilizer Corp. of India | 15587 | 3304 971182 — 1404 -1,4727 | (16631 -748, 26-12 01 |-3286 | 
54 Haldia Petrochemicals 2,564.56 1,617.89 7,120.56 688-211. 16 -518.25 | 2021] -7.28 -9. 56 | 
56 Northern Coalfields 3,951.18 | 893 571955 1153 1,087.74 | 74874 | 1895. 1309. 1738. 
51 West Bengal Power Dev. Corp. | 212207 | 5265 7,313.08 7.42 | 34084) 133 006, 002, 003. 


National Aluminium Co. 2,926.85 | 7.53 6,259.77 880.49 52092 1780 832. AUR 
































Videocon Internationals6 | 3315.95 | 5.08 | 5,087.92 — 1672 | 25828 | 11387, 343. 
62 Central Coalfields (440583 | 1420 | 396549. , 98709 384.65, 873, 
45 ONGC Videsh! | 9508 12759 833257 | 30506 | 607, 260 1037 003. 0.03 
Hindustan Fertilizer Corp. | -8743 8,136.96 © (1,052.89 - |-1,058.90 -72,034.01 13. 01 1-13, 66 
Wipro | 13.59 407832. | 97744 | 83950 2074 ! 



































Sterlite Industries. (India) 340648 | 792 | 403452 247 | 27361, 16767 | 492 416 562 
. 61 Singareni Collieries Co.!:7 285872 | 404 | 444223 | 398 207.35, 8879 — 311, 200| 290 
. 69 Hero Honda Motors (507.70 | 2679 | 2188.68 ^ 3761 | 64415 | 58076 | 11372653 58.35. 
Infosys Technologies | 362269 | 3806 359691 4412 114688 | 95793 |  2644| 26.63 3349. 
Jaiprakash Associates | 267970 | 18734 | 446233 | 170.4 | 22042 | 11217 | — 419! 251 421. 




























i 











ahanadi Coalfields |, 288149 | 870 362655 1334 | 
78  Numaligarh Refinery | 2,962.00 ^ 6250 | 341437 | 460. 
92 Ranbaxy Laboratories? | 3,460.62 | 3207 286151 942 
Hyundai Motor India 3,993.02 | 1472 | 221943 | 751. 
Reliance Comm. Infrastructure’ «3.81 | 17021 | 5,803.53 | | 










17463, 590 511| 787| 
62358 ^ 1802|2179| 3316 | 
16475 | 418 7.42 | | 10.35 | 



































Konkan Railway Corp. |. 21208 | 13.65 5,362.62 -253.04 | -32299 | -15230 -6.02 | 632. 
79 Gujarat Ambuja Cements? | 158405 ^ 1025 | 385729 1558 | 324.34 18652] 1177. 484 548 | 
91 Nirma (244158 | 025 290756 | 525 | 34627 | 21636 | 886 744| 878. 
7 m | 1,2690 | .8.55 338357 17.86 -330.16 | -374.87 | -20.52 -11.08 |-1923 | 


Gujarat State Fertilizers & Chemicals 1,936.44 | -504 | 3234.55 . 8593 | -22830 |  -1179| -7.06 -149. 
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| | : Total | Cash Net | Net  Retum 
Soles Total assets “pratt pott proton 


200 = «Company Re crore) Ku “(Re crore) GAY | eee) | woe) | OM 7 (9 | O9 | 
89 Tata Chemicals (181299 | 4.75 | 3,181. 19 -4.81 333. 5 19658 12419 618. 802 | 
266 Delhi Metro Rail Corp. | 882|  — | 478605 7579 050. 833 | 218.06 | O17} -022 | 
.NR Daewoo Motors India? | 28474 -52.87 | 4407.88 -135 -118.81 -32519 | -114.21 | -738 | -7.82 | 
Indo Rama Synthetics (India) |222424 |. 546 | 2,443.32 -040 | 21946 12482 | 561, 511. 793 | 
Satyam Computer services 2,023.65 | 28.79 | 2,630.47. | 43160 30742 ^ 15.19 11.69 | 


































Ruchi Soya Ind. 3,390.19 14.30 989.02 | : : | 
Central Power Distribution Co. of AP7.36 | 2,363.25 | = — 1,992.98 — į 8202; —| — hme 
Arvind Mills | 1,5186 4.92 2,654.80. 9.84 27747 129033 | 8.33. 487, 537 
TVS Motor Co. (3,1128 | 3071 1,075.25 1382 20786 | 12795 | 411. | | 
india Cements | 1,028.40 | 3,124.32. | j | | 




























Marisol. Dock | 573.25 | | | 3,352. 34. : | | 
JK Industries5.6 (157411 | 845 2,318.15. 1725 58.99 1340. 
Lloyds Steel Ind. | 64577 | 13.99 | 3,242.70 198 -124.87 -234.08 
Jindal Stainless | 2,017.71 — | 1,830.20 6,100,566.67 | 9045. 
Himachal Futuristic Communications — | 891.59 -17.00 293512 4.67 | | 210 | 






















Shipping 


















(223296 | -257 135405 318 | 17203. | 351| 579. | 
Bongaigaon Refinery & Petrochemicals 2,230.33 26.01 - | 1,4283 © 2453 209.10 17845 = 8.00, 1329 2972 | 
Duncans Industries?.9.19 | 1,198.79 ^ 5.36 | 2,365.60, 3077 17.66 1.93 016 0.08 010 
Hindustan Zinc |1,95143 | 11.35 | 1,607.58. 310 | 21291. © 728, 884| 1215 | 
Bharat Earth Movers 1,690.00 | 11.67 | 1,868.67. (04541 154. 140. | 


































Indian Rayon & Ind. , 159263 | 216. 1.800. 25; |, 161.66 9385. | 652 
Cipla (1,578.02 | 2157 | 1,817.66. 31.98 | 276.09 247.74) 15. 75 13.63 2127 | 
Southern Power Distrbn Co. of AP1.336 — 2,056.31 556.91 | 1,289.19. 1294 | 5749 2325 | -113 -180 | -255 
Jaipur Vidyut Vitran Nigam!!:7.35 |176536 — 1,574.06 — | 8770, -399 -0.23 -0.25 | -047 - 
Mukand , 80311 | 353 2497. 00 1921 | | | | | 8608. 
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| 300 MW BASPA Il, located in North India, the fastest growing 
region in the country, with current power shortages of 12% i.e. 
20,169 MW; and 20% at peak load requirement 


Commissioned in June 2003 by Jaiprakash Hydro-Power Limited 
at a cost of Rs. 1,612 crores, generating 1,200 million units of clean 
and green energy per annum 


E Power purchase agreement for 40 years, extendable by 20 years 


leading to guaranteed offtake of energy generation 


| ‘First-mover’ advantage with assured returns, 16% return on equity 


as per the PPA + incentives 
Enjoying 10-year tax holiday 


B The most cost-effective source of power with the most 


competitive tariff using an everlasting and abundant natural 
resource, free from inflationary trends 

Environment-friendly energy from 'run-of-the-river Hydro Power 
plant, with abundant water from the snow-fed River Baspa 


JAYPEE 


— GROUP ^ 


| 300 MW Baspa Il 
in commercial operation since June 2003 


S ar 





LL 
o 


Group's 'Build-Own-Operate' Hydro Power initiatives 


| 400 MW Vishnu Prayag 
to be commissioned by 2006 


The Jaypee Group 


Spearheading the Hydro Power revolution in the private 
sector being among the first to enter the field of Hydro Power generation 
in the private sector in 1992, supporting the Government's commitment 
to meet 40% of the nation’s power needs through Hydro Power 


| 8 billion units of clean and green energy by 2010 from three 


of the group's own Hydro Power 'run-of-the-river plants at an investment 
of over Rs 9,000 crores, utilizing everlasting water from snow-fed rivers 
of the Himalayas 


Leader in engineering and construction of multipurpose river 
valley and Hydro Power projects for central and state PSUS, involved 
in 5496 of such projects being developed in the 10'^ Five Year Plan 


Jaiprakash Associates Ltd is the only engineering company 
to be rated ‘CR1’ by ICRA for Hydro Power (EPC) contracts with 
average values of upto Rs. 2,000 crores 


www.jhpl.com or call toll free at 1600 180 1109 


JAIPRAKASH 


HYDRO-POWER LIMITED 










c1 B 


1,000 MW Karcham-Wangtoo 
to be commissioned by 2010 






I IDE 


ompetitive tariff Guaranteed offtake Assured returns 
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-India’s super heavyweights 


| : | Total | Cash | Net | Net  Retum. 
| | Sales | Total | assets profit | profit ^ profit | on - | 

| Sales | CAGR assets | CAGR | (Rs (Rs > margin assets ROCE 

Company | (Rscrore | (&)  (Rscroe) (%) | crore) crore) — 0) — CQ | C9 | 
Apollo Tyres | | 200898 1794 | 120595 268 15338 | 12000 592 995 1704 
Essar Power! | 72828 | 272 | 2493.4 | -234 | 17138 | 5266| 723, 211| 225 
NR Krishak Bharati Co-op. | 92059 | -469 228441, -0.80 53.53 3401. 369 | 149 164 
102 Reliance Ports & Terminals? | 899.13 | 2897 | 2,305.33 | -13.53 | 60442 | 2968 330 129, 131 
Ceat | 1272 | 1,629.68 209 | 4023 1841. 121) 143. 
























| 152255 | 
















BSES Rajdhani Power!2.36 i ; | 1,494.12 | | 3351 | -75.94 
157 Bharti Mobile | 71223 | 6526 | 2241.99 | 2225 | 25130 | 111.82. 
239  Godrej & Boyce Mfg Co. | 139854 | 3347 | 1,550.24 | 29.87 | 5058 | 791 
143 Garden Reach Shipbuilders & Engineers — | | -46.32 | 2775.56 | | 2693 2133 
158 Container Corp. of India | | | 1458.17 | | 31449 | 270.55 





t i 




































Raymond | 103470 | -16.32 | 1771.50 | 1.64 - | 9143, 884 | | 
168 Bhushan Steel & Strips | 1262.56 | 922 | 153733 | 1133 | 12478 | 5505. 436, 358. 430 
167 Hindustan Photo Films Mfg Co. | — 2859 | | 267.15 | 1454 | -35478 | -387.66 -1,355.93 | -1401 | 4336. 
146  Eveready Industries (India) || 94451 | -043 | 184053 1359 | 4257 | 1113, — 118 | 060, 073. 
Fertilisers & Chemicals, Travancore | 1269.77 | -18.17 | 1405.83 | -464 -133.61 -199.93 -15.75 | 


n3 
n3 
c 
































Northern Power Distbn Co. of AP1.3.:36 1,472.30 | 1,138.56 18.46 | | 2 | | 
E bod Mari (04840. | 256306. -4.08 | 829 | 809. 1864 | 032 070| 
NR Jodhpur Vidyut Vitran Nigam!!:7.36 | 139465 | — 119066  — 4458 696 -050 -058 -0.90 
161 Bennett, Coleman & Co.!5 128241 464 | 129580 1088 | | | | 
Kesoram Industries 1417.88 215 | 1,114602 | | 


^2 
— 
C 
G2 
























Eastern Power Distribution Co. of AP; 1,611.91 | 866.02 | | -2702;  -1.68 
136718 9.30 | 9777 | 7307 


179 Lupin | 100168 959 | 669. 


i | i ; ; ; | | 
174 Ahmedabad Electricity Co. | 113542 | 577 | 128712 | 279 | 13993 | 3329|  293| 2 
180 Cement Corp. of India | 12252 2766 2,298.20 10.25 |-196.26 |-215.36 | -175.78 | 
175 Bharat Dynamics | 27810 30.05 213339 | 13.00 | 67.50 5964 2145 | 
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NOKIA 


CONNECTING PEOPLE 





Let the new Nokia 6260 give you an exciting new spin at work and at play. Match your OKIA 
fast paced lifestyle with its smartphone features. Be it business on the move or enjoying N 
your lighter moments with friends. The stylish Nokia 6260. Live, work and play smart. 6260 


S 


PLAY with vibrance in Camera Mode. 
* VGA camera & video recorder 
* 65,536 colours active TFT display 





WORK in top form with Work Mode. 
* Quickpoint & Quickword viewers 
e Bluetooth wireless technology 


LIVE life to its fullest in Browse Mode. 

* Media-rich mobile browser & 
streaming capability 

* Java™ & Symbian applications 





For full specifications, please refer to www.nokia.co.in 


; | Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warranty is applicable only for 
Ne) SETA TAM 30303838 phones imported by Nokia India Pvt. Ltd. For assistance on Nokia products and services, call Nokia Care. Add STD code when dialling from a GSM connection. 
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India’s super heavyweights 


i | Total Total Cash | Net Net | Retum | 

2002 Company | (Rscrore) | O9) | crore) | (7) | crore) ooe A — (9 | 09 | 
199 McDowell & Co. | 1475.14 | 1404. | 87057 | 9.06 | 2564 1311 | 089) 151; 219 
NR North Delhi Power!2.36 | 1,190.76 | | 114635 |  — | 116.97 | 2961; 249; 258; 299| 
176 Hindustan Copper | 03739 | 036 | 1,68459 | -251 | 12970 | -147.70 -2317 -8.77 |-11.38 | 
205 ABB? | 117576 | 2174 | 1,136.80 | 19.91 | | 8.26) 855; 18.52) 
172 Essar Shipping . 48328 ^ 370 | 182415 | -485 | 13018 | 6330  1310| 347, 391 
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200. 
210 182. 


























Tube Investments of india 241.86 | | 96293 — : | 3870) 4T 7.70 | 
Heavy Engineering Corp. | 14138 | -923 | 2,061.68 | 8.62 -168.80 -173.82 |-12295 | -843 -1250 
Core Healthcare | 165.85 | 840 | 203219 | 415 | -4839 | -9586 | -5780  -472| -7.66 
KEC International | 74159 | 1875 | 144713 | 341 | 195 | -9.54 -1.29 -066 | -1.02 
Hindustan Cables |! 39835 [178131 | : | 25631 | | -22.12 | 
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Appliance 258. 321. 
Paradeep Phosphates®.6 | 83204 | | 1,579.43 | : | | -8251 -10.95 |-1624 
Karnataka Neeravari Nigam3.43 | — — 2140 27820 
223 Mardia Chemicals | 23044 | 2202 | 1,87622 | 744 | 620 | -3526 | -1532| -188 3.88 
224 219 JK Synthetics | 76194 | 1339.08 | 6.65 | 5763 | 1491 196| 111, 198 
225 Castrol India? | 1359.82 | 312 | 73157 | 651 | | 1125. 20.90 4614. 

0030 



































-— 
co 
CO 
en 



















Mahavir Spinning mills | 89772 | | 4,166.74 | 474) 364| 462 
201 HCL Infosystems? | 12628 | 595 | 77899 991 5881 4613 365 592 1019 
188 Madras Cements | 75138 | 1014 | 128132 | 124 | 7697 | 1296 172. 1.01 133 
200  Escotel Mobile Communications 402.51 | 45.83 | 1,6389 | 4.86 | 1265 | -11076 -27.52 -6.82 -8.17 
Hindustan Steelworks Construction 326.24 | | 1,6932 | | | | -4180 | -8.05 -11.89 
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i 


H 


1178| 7.08 1295 





Dabur India | 1,236.30 | 268 | 73726 | | 10695 | 
194  ircon International | 73935 | -031 | 123018 | 9.08 | 103.08 - 
225  Exide Industries | 1,0006 | 740 | 85388 | -389 | 9846. 
247 Gujarat State Electricity Corp. | 340.07 | -146 | 1,608.58 | 8.29 | 12445 | 








i 





476 613) 811 
416 0.88 099 

























Usha Ispatté.17 | 22033 | | 172328 | 1479 | 73144 -338.59 4329 -5342. 


247 
248 
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140 Crops... 
7325 APMCs... 
700 Million Participants... 


Rs. 3,095 Billion Annual Production... 
Necessitate One Market 


-: A Common Indian Market :- 








Financial Technologies (FTIL), 
Multi Commodity Exchange (MCX) & 
National Agricultural Co-operative Marketing Federation (NAFED) 


Announce Setting-up of 
National Level Electronic Spot Market for Commodities: 


National Spot Exchange Limited’ 
For Agriculture Produce 
(NSEAP) 


With State Bank of India (SBI) as the Principal Clearing & Settlement Bank 


A FARMERS’ COOPERATIVE o 


(2 $tate Bank of India 
Financial Technologies Multi Commodity Exchange Be Nas ais Dect ee (Principal Clearing & Settlement Bank) 


NSEAP - The Next Green Revolution 


rr2x1295/1U05 











Eo Un wanna tia Ke ieee DES dS Note UN S I pe ROBES aUe E A AS BM con nce Pett NEN Soe ee RON UTENTE DAR AERE 












Indi a E nme MAP 


| : | Total | Cash | Net | Net | Retum 
| |! Sales | Total assets | profit | profit | profit = = on - 
ank | Sales — CAGR | assets | CAGR | (Rs . (Rs margin — ts ROCE | 
2002 Company (Rs crore) | Q9)  (Rscrore) / (%) — crore) | cr) ë (%) O | C9 — 
32  Hindustan Paper Corp. B 642.49 | 8.61 | 123945 | -12.97 | 3914 | 1952; 304 157 231. 
22 Flex Industries | 74735 | 1806 | 1129.08 | 0.90 | 7825 | | | 
; 40.90 | 60.72 

569 | -2994 - 

187 | | 


Co 
cn 
ce 
co 
e 
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43 Micro Inks?? | 869.33 | 2391 | 99425 | 
14 HMT | 19685 | 2573 | 1649.18 | 
Birla Corporation 112489 441 | 707.79 | 

























Orchid Chemicals & Ph Pharmaceuticals | 542.76 | 1,233.10 . | | | | | 
34  Hy-Grade Pellets!" | 85196 (23878 | 142255 | 552 | 4324 | -6144 — -1737 | -430 | -468 | 
56 — Uniphos Enterprises?6 | 67971 | 12.1 | 108143 | 222 | 7166 | 5427. | | | 


-j 
to 
co 
e 
ce 
BS 
c 
c 
ro 


Redington (India) (1,526.99 23045 — 
Century Enka | 94621 | 789.28 | 

















Jindal Thermal Power Co. , 1,184.04 © 
Morepen Laboratories? | 802.51 | 2405 | 120140 | | : 
Hutchison Essar Telecom’? | 38596 | 3426 1,312.58 | 696 | 7874 | 1652 
Gujarat Mineral Dev. Corp. | 29903 | 1045 | 1390.12 | 5536 | z | 
Mining & Allied Machinery Corp.3 | 0534 | 167929 | | 
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National Organic Chemical Ind.3 | 74805 | -13. 905.30 - : | -10.04 E 369. 
Tamil Nadu Newsprint & papers | 58697 | -1.56 1,060.81 | 528 | 10602 | 5204. 887 491, 712. 
Kirloskar Oil Engines | 93935 | 308 | 70011 | -0.87 | 7586 | 4154 | — 442 | 598. (1028 | 
DLF Universal | 248.08 | 3527 | 1,391.22 | | | | | 189 859. 
Uttam Galva Steels 859.69 | 765.72 2.02 | 
























1.35 | 
















Silverline Technologies'®8 | | | 142849 | j 4413 AN | 239; | 
269  Hindustan Shipyard | 15342 | -409 | 143462 | 1.60 758 | 246. 160 017, 038. 
302  Hindustan Construction Co. | 88973 | -080 | 99557 | 3457 | 6275 | 28.06 486 | 288 555. 
Bellary Steels & Alloys | 1977 -7258 | 156284 | 1537 | -677 | 1370, -69.30 | 088 | -0.93 | 
JK Paper? , 62690 | 10409 ^ 954.33 (15217 | 5467 | 1698; | | | 
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A new business channel. With 18 years of 
. experie nce. Meet NDTV P Profit. 

in side with its vitm of the government S 
annual budget. Since then, we've produced 


some of the country's. m Ost - watched shows 


like 'Moneywise’, India Business Report’ and 
‘Buy or Sell’ for channels like the BBC, Zee 
and NDTV 24X7. 

The Business You Need. The Lifestyle 


You Want. Find Business and Lifestyle 


Programming on NDTV Profit. 


India's No. 1 Business News Channel. 








Sanghi Industries"? | 
Dredging Corp. of India 
73 JK Corp. 

16 i-flex Solutions 

| Electrosteel Castings 


nance Projects! 3 
09 Godfrey Phillips India 
31  Mirc Electronics 









Hotel Leelaventure 


. Suashish Diamonds 
Pentasoft Technologies 
Shree Cement 

















22 National Textile Corp. 
NR Indo Gulf Fertilisers 
R M Haryana Agro Ind. Corp. 










298  Triveni Engineering & Ind. 


Wockhardt? | 
Mafatlal industries. 
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National Buildings Construction Corp. 


Krishna Knitwear Technology? 
2 _ Southern iron & Steel Co. —— 


Alstom » Projects India mE 


Vardhman Spinning & General Mills - 


| Deepak Fertilisers & Petro. Corp. 


258  Godavari Fertilisers & Chemicals 





3389 : P 1,2333 | 19. 


493.33 ^ 875 105719 
452.92 | -16.96 1,085.80 S 


274.20 : 






| 49534 - 
| 19442 | 






218.58 - 
58243 
669.73 - 
27345 




















57432 - 





| 284.84 ^ -20. 
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i J7 | 122924 | 
108022 | 433 ARA 

98446 | 16.56 498.00 | 
| 3077 985.39 | 
(0134146 — 







070847. 
1,228.80 - 
| 86321 | 





| . 78958 | 50. 
810 995 | 138042 - 
6/521 | — i 70821 - 
| 6315 | 615.41 | 
iB | 75356 










| T7598 : 

704.68 16.12 641.63 | 
| THMA8 | 458 — $68.32 | 
| 74164 — 1524 |. 58885. 
(104379 | - 



















48 | 2668. 









"de, 


E m ` 
inc M B... p: COM 
This is how our customers 
d ibe it ldwid 
escribe it worldwide. 


DC Motors from Crompton Greaves cover every industry - 
Paper, Steel, Cement, Rubber, Textile, Plastic, Sugar, 

Wire Drawing. You name the industry and our motors are 
a preferred choice. 


* Laminated yoke construction motors from 80 to 630 frame 
under licence from Siemens AG Germany Range 0.75 kW GG Crompton 
to 1550 kW LT] Greaves 

* ASE 802 to 818 range also available for use in Steel plants EVERYDAY SOLUTIONS. 





LT Motors Division 
A-6/2, M.I.D.C., Ahmednagar 414111. Tel. : (0241) 277 6150 - 157 Fax : (0241) 277 7508. 
East : Kolkata : (033) 2282 9681 Bhubaneshwar : (0674) 253 1128 
West : Mumbai : (022) 5555 8593 Ahmedabad  : (079) 26581729 Indore : (0731) 2498 269 Pune :(020) 2553 4675 
North: Delhi — :(011) 3041 6300 Lucknow : (0522) 2239443 Jalandhar : (0181) 245 9467 Jaipur : (0141) 2376 919 
South : Chennai : (044) 2825 7375 Secunderabad : (040) 27847090 Bangalore : (080) 5139 1931 Cochin : (0484) 2370 860 


For more information log on to www.cglonline.com 


AMC / 11-04 / CG (LT-M - 04) 









i | | assets ^ profit | profit | profit , on . 

| Sales | CAGR | (Rs | CAGR (Rs — (Rs marg assets 

Hindusthan Engineering & Ind. | 36821 | 472 | 95444 | -011 | 1269 | 209, 058, 022 
NR Johnson & Johnsont? | 92821 | 4525 | 37903 | 6342 9525 | 7514 810 19.82. 
315 Saw Pipes?! | 60578 | 3931 | 69119 | 445 | 4780 3387 559 490 
Nahar Spinning Mills | | . 6010 | 2485 541, 303. 
Indian Seamless Metal Tubes | 667 | - 871-451 









































| ewelle 
371  Goodlass Nerolac Paints | T9071 | 740 : | | | | : : 
316 Bata India? 694.26 | -427 | 55397 -0.66 — 567  -41. -4.07 -134 -2.01 
328 NIITS 349.89 | i | | : | 2 
Surat Electricity Co. 


Gvk Industries 






CÓ SNES, 





Gujarat State Petroleum Corp. 
SSI? | | i : 
370  Thermax | (54472 | 624 | 67419 | 273 | 
337 Binani Cement | | | ; | 

National Steel & A 





Supreme Petrochem®.18 : | ; i i : i 
Supreme Industries? |67514 | 956 | 51933 — 441 4456 1106 | 164. 
Mysore Cements | 513.51 | 1076 | 67893 | -229 | -351  -2444 ^ 476 | 
BSES Yamuna Power!2.36 | 671.11 | | : | | 
Recron Synthetics? | 


Kitchen Appliances India 
358 Balaji Distilleries? | : | 
428 Hindustan Organic Chemicals 468.11 7.04 | 696.87 | 
365 Coromandel Fertilisers | : | 

HEG 
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yA OF SALARY SPENT 
ON VACATIONS 
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INDIA POSTAGE 





. r Tel hr 


DEMOGRAPHICS, PSYCHOGRAPHICS 
AND ALL THE NUMBERS YOU’LL EVER NEED. 


Businessworld y» 
Play the ge "TE 


If it’s data that you need, be it for business plans, as ready reference or just analysis, nothing 
beats the Businessworld Marketing Whitebook 2005. Written in a user-friendly manner, 
the book includes analyses by some of the best marketing minds in India, detailed information 
on emerging markets, sector trends and consumer preferences, with special sections on rural 
markets and Asian consumer markets. The next time you talk numbers, give it a stamp of 
authority. On stands, Rs. 350/-. 

Content Partners: MRUC, KSA Technopak, AC Nielsen ORG-MARG & SATUS 





AA ENA Se 


Businessworid 





You can also order your Businessworld Marketing Whitebook 2005 by filling this form and mailing it to us. 














Name:Mr/Ms — tra eO NE hh, ey te TS IIT k" i - In Association with 
QUAE oi __ State: , Pin (essential): . Tel: ibu 

Please tick the desired option:  [ ]! copy for Rs. 350/- [_]5 copies for Rs. 1575/- (10% bulk discount) 

DD No. (In favour of ABP Pvt. Ltd.): Dated: for Rs. Or charge the 








total amount of RS. — to my credit card mm [^] 99 | Card No. LE JL. JL WOO OOOO OOOO 


Card member's name — Card expiry date [ ][ ] | ry 


j j | 
d U J k kad | kaad 





C.V.V. No | JL ] (last 3 digits on the signature panel of Card) Signature Dat 

Mail this coupon along with DD te Rs. _ to The Subscription Deptt., c/o Businessworld, Express Building, 9-10 Bahadur "Shah Zafar Marg. 
New Delhi- 110002, Ph: 01 1-23702170 or The Subscription Deptt., c/o Businessworld, B-2/C-2, Paragon Condominium Association, P B Marg 
(Opp. Century Mills), Worli, Mumbai 400013, Ph: 022 24962587-601. e-mail: businessworldsubscriptions(Dabpmail com 
For bulk booking and other information contact: Delhi: Sar ngeeta 7) aii Tel: 01 |- 2370 2170-79; Mumbai: Arvind Patil, Tel: 022-24962587; Kolkata: Ashish Das 
Gupta, Tel: 033-22600745; Bangalore: R. Katla, Tel: 080-2558 8127 :nnai: R. Sudhakar, Tel: 044-2813 1278/9; Hyderabad: Shanker Dasgupta, Tel: 040-2331 7147 








What's Life Without A Roval Challenge! 


BATES/D/BW/443 


28/02/05 














































India’s super heavyweights 


Total Total Cash | Net 

| Sales . CAGR | (Rs CAGR. 
_ Company —. E cad Qu. em E 
48 Eicher ,. 63716 | 301 | 49696 | 059 
55 Sakthi Sugars? , 50693 | 1797 | 61490 -8.93 
56 SM Dyechem | 10993 | -641 1,005.82 | 16.15. 
96 Aventis Pharma? . , 67580 | 876 43699 | 880. 
74 Bharti Telecom | 006 110569 | 1673 
















|42 . Mohan Brewe i 
26 Marico Industries ) ! i | j | | 1854 26.60 | 
21 Alembic | 566.52 | 896 52615 | 928 5673 3152 556 599 829. 
84  Unitech | 23563 | 1553 | | 403. 1245 | 1061; 450, 124 | 391 | 
32  Mahindra-British Telecom | : : | : | : 
National Projects Construction Corp. 






Gujarat Chemical Port Terminal Co.? 
SKF India2.30 | | : : | | : | | 
HMT Machine Tools | 24704 | 6.85 . 81141 : 17.67 -95.90 -102.17 -41.36 -1259 -20.62 
Telco Construction Equipment Co. | | | | | | : ! 

Mangalore Chemicals & Fertilize 













Lakshmi Machine Works j | 59581 — | : | | | | 
SJK Steel Corp. — | — ji10632 | 150! —/| —| B ME 
Bayer Cropscience?:32 | 62591 | -0.02 | 39955 | -147 2799 | 1548 247. 387 657 
Garden Silk Mills? j | | 54075 | 907, 4842 | 2927 | 608 541 857. 
Metropolitan Transp 553.80 - | ; i : 

















ort Corp. (Chennai) 








Asahi India Glass 2 | 4757 | 51299 | 84. 
Simplex Concrete Piles (India) | 548.10 | 18.16 . 45239 - 
Kirloskar Brothers | 49211 | 744 | 50649 | 
Apar Industries | 60106 ^ 935 39429 | 

PGF | | 94752 | 
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fin open ticket to 220 cities across In 


SHAS ae onan ia 3 





One Cheque Book for 
| Multi-City Operations 


Transact your business any time, any where. Now it's so easy with Bank of India's network of 
731 interconnected branches across 220 major cities/towns in India. One cheque payable 
across the country at all interconnected centres. Hurry, open a current account and reap the 
| benefits now. 


An account with Bank of India also offers other facilities: 


* High speed Multi Branch Banking * Instant transfer of funds (free upto Rs. 25,000/-) 
* Any time cash withdrawals * And many more privileged facilities 








www.bankofindia.com | Conditions apply. 


nk of I 
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Ind le a 





E super heavyweights 


| Total | Total | Cash |. Net | — Net |! Retum | 
Rank | Sales | CAGR (Rs | CAGR | (Rs (Rs | margin assets ROCE , 
NN S AME CORN ON ee NN uiu 
NR  Jagatjit Industries | 4388 | (6.67 | 54544 | 241 | 1652 | | 5 044 054. 
420 Phillips Carbon Black® | 50843 | 1190 | 47053 | 057 | 1553 — 541. 106] 115; 178 | 
NR Eicher Motors | 70236 | 2491 | 275.00, 2162 4831 | 3746 - 5.33| 13.62 | 29.49. 
Visvesvaraya Vidyut Nigama'? | | , 789652 — 6122. | | | 149; 5.24 | 
Berger Paints India | 30370 -2.45 | | 11.00 | 16.19 - 


ho 
4 
ce 
cn 
cn 



























Rajasthan Spinning & Wvg Mills | | : | | 5098 | | 199, 234 | 
Suzlon Energy? | 52492 | 85.18 | 43750 7045 11483 | 11090 ^ 2113, 2535 4041. 
Madhya Pradesh Glychem Industries | 606.53 | 1123 | 26535 1838 934 667 096 251, 468. 
Gujarat Gas Co.? | | | |! 6602 | | 1330 967 18.39 
IPCA Laboratories 7199 | 18.08 | 


















11.91 14.08 | 













DCM Shriram ind.5.6 | | 1654 | | 2 : | | 033. (042, 
Burn Standard Co. | 13259 | -1781 | 82024 | 2084 -70.13 | 7374 | — -5562 899-1285 | 
Ruchi Infrastructure | 74040 | 6920 21167, 1553 | 2055 | 609. 082, 2.88 503. 
Krishna Lifestyle Technologies 17445 | | | | | 2 (10.15 | 1030. 
Progressive Constructions — | ; | 3. 33 785 












eA Loan yu pe ni e ORE mem Mim m So OPAL AMANITA tN eee 











Dimexon Diamonds | 53994 - | 395.86 | | 2065 | : 497 5N | 
Rolta india’ | 90081 | 3017 633.64 3142 14225 10545 ^ 3506 16.64 2002 | 
H & R Johnson (India) | 41657 | 1064 | 51456 484 | 46.64 | 2282 | 548 443, 594. 
Welspun-Gujarat Stahl Rohren | 40079 | 2442 | 52909 | 670 ^ 1855 | 155 039 029 038. 
Polaris Software Lab | 39607 | 53067 | | 7282 | 5423 |  1369| 1022 | 1237 | 































TN State Transport Corp. | 55578 | : | | | 846. 453 | 
Kitply Industries | 5961 | -46.65 | 86325 | 1283 | -34.85  -4921- 8255 -570 -5.92 
Sunflag Iron & Steel Co. (47159 | 611 449.77, -157 | 3215 | 666 ——— 141] 148 184. 
Goetze (india)? | 94236 | 2995 57897 | 3706 | 3311 ^ 1359. 3.97, 235| 316. 

Uniworth® | 16517 — | | | | | | 682 | -10.19 
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High Speed. 
Total Control. 








The Corporate Internet Banking suite from SBI Transfer of funds 
lets you manage your corporate accounts from Statutory Payments 
| your executive desktop at high speed and in Vendor Payments 


complete safety. The total control that you have Salary payments 


will make you feel like a Formula One racer. Easy Reconciliation 


Check out the salient features of our Corporate ; 
e-receivable 


Internet Banking facility. Contact us today. 


| 


$tate Bank of India 


With you - all the way 


| 


ATTIE 








Contact your branch or e-mail us at inb.cinb@sbi.co.in or call us at 022-27566067 





Adfax tors 2 3 

















| (Rs crore) ro) crore) 


State Bank of india | 36, 621 87 | 10. 94 i377, 356. 75 i. 3, 640.11 3, 105. 00 848 i 082 | 
Life Insurance Corp. of India | 80,583. 16 | 21.37 | (290,624.33 22.87 9,879.44 : 9,767. 1f) "212 | 
ICICI Bank. | 10771 83 173. 27 107,760.29 133.66 1,712.12 1 206.18 | ; 1120 | 
Punjab National Bank 76. : 86,281.09 16.5! as 842.20 


Bank of india 994.96 T. 1001.00 | 
Bank of Baroda ~ . | 7,247.82 710 | 7642457 | 
Industrial Development Bank of India | 6,064401  -746 | 623,115.81. 
Central Bank of India | | 


National Bank for Agric al Dev. 403097 15.26 | 50,884.85 1450 1,172.87 114726. 

Indian Overseas Bank | i 390525 14. | 44,154.72 16.55 | 39 | 416.10. 

Indian Bank . 27012 | 13.57 | 3537523 j | | 
CO Bai | 333027. 34,914.08 


Syndicate Bank : 3,293.97 | | 
HDFC Bank | | i | 2477.84 | 3095 | 30, 482. 45 | 
Standard Chartered Bank ` 2,83971 | 42.52 | 29,326.50 
Allahabad Bank 3,101.18 | 15. 28,052.70 | 


orporation | 2,56291 11.83 26,271.97 
State Bank of Hyderabad | 251160 | 1338 | 26,166.69 | 
Citibank | 22287 | T : 
Andhra Bank | | 


Housing & Urban Development Corp. | 2475256 | | 24,154.96. 
United Bank of India | 2,5014 10.15 24,268.56 | 
IFCI , 182804 -20.18 | 23,194.16. 
Power Finance Cor i 2 


Hongkong & Shanghai Banking Corp. 50 6 ,909.74 | 
Dena Bank | | 694 | 20,172.40 j 
UTI Bank . 1875.36 | 33.61 | 19,629.32. 
Vijaya Bank | ) | j | 


State Bank of Bikaner & Jaipur —— | 1769.18 — 8.36 17,988.70. 
Indian Railway Finance Corp. |, 1878.74 -20.68 | 17,859.32 
Small Industries Dev. Bank of India | A0 -6.65 | 17,613.72 | 

2,050.78 | | 


Coal India? | | | 
Punjab & Sind Bank | 154898 | 601 | 14, 492.83 ! 
General insurance Corp. of India | 225 | 21.60 | 11,695.11 | 
Federal Bank 


xport-Import Bank 784.27 628 | 12,349.87 | 
ING Vysya Bank | 1,241.67 | 10.19 | 11,505.28 | 
State Bank of Saurashtra | 1,110.90 | 12.33 | 11,542.51; 

149 | 11,368.42 - 





For déinitons, 


Businessworld Selected Case Studies. 
For those who have made business their religion. 


Businessworld Selected Case Studies is a compilation of the 
best published in Businessworld over the last five years. g-~sgeeseeeageeer- 
Log on to www.businessworldindia.com for more information Businessworl 
and to book your order for only Rz--HéSi Rs. 125/4. Play the gam 
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We'd like to change ` 
the first thing that 
comes to your mind 
when you think 


‘Instant. : 
Introducing, a 
Instant Teleconferencing 

Solution from WebEx $ 


CyberBazaar Reservation-less audio conferencing. 
^i Just plain, low-cost co eren 
in 3 simple steps. 


1. Call us and collect an ID 
immediately. 

2. Send this ID to all participants 

3. Conference away! 


Call NOW for a free demo’ 


— Origami/WebEx/015 ———— 





Call toll-free : 1600 44 3535 080 22286377 


indiamarketing@webex.com | www.webexindia.com 





we've aot to start meetina like this" 








Top 5 50 2003-04 


| . — Total | Total Cash | Net | Net | Retum. 
Rank | Sales  CAGR | (Rs CORO (Rs | (Rs magn assets ROCE 
2003 Company | |, Recroe) | (%) | crore) — (o | crore) — crore) ë% | O9 | C9 | 
-indian Oil Corp. (188 59154 | — 879 | 6404133. 652. 8,878.61 7,004.82 5.05 1094 19.89. 
Reliance Industries | 7443548 — 1416 71,494.02 1222 | 8,407.16 5,160.14 693, 722 931. 
Bharat Sanchar Nigam?” ! 27,492.02 1726 9132612. 9.1 1099576 144445 | 525 | 158| 2.23, 
Oil & Natural Gas Corp. | 33,086.16, 18.05 80,3335 18.15 (1159146 866443 | 26.19 1079 16.68. 
oct Thermal P Power dida 1 19,245, 30 360 l 65,958. 10 T6 7,293.30 5,260.80 27.34 7.98, 10.21 





















| d0 Punjab State Electricity 1 board — , 857758 -199.. 2032362 338 | 19145. -3 78406 189. -245 
GAIL (India) | 1242238. 838 | 17,101.61. 1387 | 2 2,533.31 nom (4505 | f 1093. 1952. 
Mahanagar Telephone Nigam | 637040 182. 2143717, 3.52 177840 123460. 1938 | 576 1195| 
Tata Iron & Steel Co. | 12,6563 23.66 1522139 8.95 2371.33 1,746.22 1380 | 1147 | 22.13. 
Nuclear Power Corp. Of india’? | 463461. 1364. 19,064.09 16.39 198144 1,509.25 3256. 792, 904. 
Power Grid Corp. of India’? |— 245451. | 21,067.87. | 1,108.05 | 642.59 26.18 a 
























Sardar Sarovar Narmada Nigam?3 | — 21,448.45, — 1412. 
Mangalore Refinery & Petrochemicals | 13,396.72, 57.22 9,525.42 | 
Indian Petrochemicals Corp. | 1360249 | 26.15 733798. 
AP Power Generation Corp.!:37 | 404958, 223 13,780.19. 

Hindalco Industries 6812.87. 59.98 1149710 


3.43 482| 661 
2.01 373| 551| 
404 | -0. 31 | -0.35 | 
12.31 | 130 ed 









































Maruti Udyog | 11421.60, 1111, 575070, 9.24 103700  54210| 475. 9.43 1349 
Chennai Petroleum Corp. i 1000326 2260. 576443. 3148 51751 40005 400. 694 10.06. 
Neyveli Lignite Corp. | 429846. 998. 1034940 1260 164470 1,4351 26.60. 11.05 1404. 
Tata Sons , 5869.39 1775, 10,884.06 2405 140432 1,291 96 2201 1187 1486. 
Transmission Corporation of AP | 7,660552.  -144| 6,6979. | -20546 | -363. 09 4.77 






























-9.41 -4.20 -11.34 
872 | 10.37 12.82. 
150i 177| 535. 
| Pe 9.99 | 15.55. 
| 1470 723| 825. 


Eastern Coalfields?” 3,716.94 — 370  — 807100. 
42 indian Farmers Fertiliser Co-op.37 | 639308| 854. 537332 
43 Air-India | 614751, 1130 522510 
Bajaj Auto | 552729. 1510. 731903. 
Jindal Vijayanagar Steel | 38,596.31 3408 731548 
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HP Color LaserJet Printer. 
For cost-effective in-house printing. 





HP presents an incredible range of Color LaserJet printers. Designed to set you free from the hassles of | 


outsourcing, they save you both time and printing costs. What's more, they give you the flexibility of using 







various types of media in various sizes. So, get ready for high quality, high performance and high speed 





colour printing for your business. Available round the clock. 


EL 


ee 
s HP COLOR LASERJET 
Beg? 5550 PRINTER SERIES 

















HP COLOR LASERJET 
3700 PRINTER SERIES 


Rs.89,999*...... 


* Up to 16 ppm (Clr/BIk) 
* 64 MB RAM 
* 55,000 pages per month 


HP COLOR LASERJET 
4650 PRINTER SERIES 


Rs. 1,28,999*...... 


* Up to 21 ppm (Clr/BIk) 
* 160 MB RAM 
* 85,000 pages per month 


* 28 ppm (Clr/BIk) 

* 160 MB RAM 

* 120,000 pages per month 
* A3 Size 

* ImageREt 3600 


MODELS - HP Color LaserJet 
5550 / 5550n / 5550dn / 5550hdn 









HP Color LaserJet 
5550dn & 4650dn 
printer is now 


* PostScript * 533 MHz processor F i auaa Sedis ^. | HP Color LaserJet 5550dn is now 
Models - HP Color Laserjet * 600 x 600 dpi, ImageREt 3600 DGSAD | cvallis under DOSAD rate.conree 
POEL FER * PostScript | rate contract. 

MODELS - HP Color LaserJet 

4650 / 4650dn / 4650din 


HP Color LaserJet 4650dn is now 
available under DGS&D rate contract. 





| wi certified service and genuine parts, HP Care Pack adds more value to your warranty. Insist on one today. 






GET MORE TECHNOLOGY, EXPERTISE AND SUPPORT FROM HP’S SMART OFFICE SOLUTIONS. 


CALL 3030 4499 or 1600 444 999 (Toll Free) OD 


invent 









50 

. ese 

Dial o 
HP print 





CLICK www.hp.com/in 


cartridges 
3030 4499 


doorstep delivery 











E-MAIL in.contact@hp.com 





reet price, taxes extra. **Offer is based on redemption. To redeem offer on HP Color LaserJet 3700 printer, the end customer needs to log on to www.hp.com/in/promotions before 10th April, 2005. All Offers valid for end customer purchases till 31st March, 2005. 
h Hewlett-Packard Development Company, LR @& nni icio um me nes ne 











Industrywise 





. ANrinda — . | 
. Indian Airlines - 2. 1507172 | $60 | 452616. 1/5) 12138 -190.90 | -453 | 434. oI 
Airports Authority of India - | | 2212.57. 884 545014. 894 62539 | 28205 | 1275 518 | 9. 
à okan Nida 1T oc p^ gar | 8316 63777 636| 253 A AIC BT Lo 8877 SB 

Pawan Hans Helicopters | | 


t 
C» 
iQ 
os 














2 Motor Industries Co.? | 13838 | 241 | 1326.66 1605 | 24130 13408 | 771 1011 | I7.18. 
 Exidelndustres — — —— 1. j 1,100.06 | 7.40 | 85388 -389 9846 | 5233 476, 613 | 811, 
| Bharat Forge — 00000 ii 604.75 | 1408 | 873.30 9.04 12285 8109 | 1167 929 | 1644. 
po abis + AED 1271 39743 784 6288 | 4014 | 596 1010 | 14.42 | 
Sundram Fasteners - | 51944 | (41977 | | | 4 | | 1080 ; | 
Goetze i$ nas) 12 342.36 | 






















(5479 40 . 436 468.50 | 14640 | 161 267 | 391 
|6,30978 16.59 | 713.45 | 53842 | 1115 | 853 | 13.19) 
(404186. -110 31141 | 14553 | 324 360 | 537. 
. 2,188. 68 37.61 644.15 | 58076 11.37 2653 | 5835 
(2,219.43, 7.51 33277 | 16475 | 413 | 742 | 1035. 
245943 -3.76 22348 | 12021 | 383 489 | 717. 
1440788; -1.35 -118.81 -325.19 -114.21 | -738 | -7.82 
| | 11128 | 2 | 1075.25 13.82 20786 | 12795 | 411. 1190 | 2348. 
10 Escorts: PNE EEA us n 12420197, 045 6463 | 2404 274 099 | 139 
i11 Hindustan Motors ] | 1075.46 -20.09 908.50. -0.72 1490 | -26.74 | -249 -294 | -4.83 
12 HMT © | 19685 -25.73 1,64918 569 -29.94 | -3441 | -17.48 -2.09 
13 Punjab Tractors | 66591 | (104419. 28.83 5903 4312 | 648 413 
14 Tractors & Farm Equipment = 74324 | -649 87629. 585 — 3669 | , 282, 23 
15 Honda Siel Cars India — | 98029 | 16. 78.83. -9.36  -3490 |. 

FA Tope |. | 82680 159? | 37697 089 5943. 
Eicher Motors - 


= Tata Motors — 1 1 10/9420 | 15.0 
‘Maruti Udyog | . | 906560  -012 
Bajaj Auto ap ., 483104 | 15. 
Mahindra & Mahindra 20 1.449825 | 25l 
Hero Honda Motors = 510770 26. 
Hyundai Motor India 3,993.02 | 147 
. Ashok Leyland | 20... 1913981 ^ 815 
Daewoo Motors India3 — 11 1 28474 -52.87 
WS Motor Co. | E | i 3,111.28 | 30. 














(co -4 C» Cn i» CO ND = 


hz 
c 
tn 


— —————— 










McDowell India mE | 1475.14 | 14.04 | 87057. 906 2564 | 1311 | 089. 151 | 219. 
Tata Tea || 846 | -472 | 147178. 486 (93.25 | 7060 944 480 | 586 
Balaji Distilleries 3 (0... 591.02 | 130 | 57565 -4.05 -25.12 -32.25 | -5.46 -5.60 | 727 
Mohan Breweries & Distilleries 631.86 967 | 46202. 737. 3753 1986 314 430 624, 
5 Jagatjit Industries 20 1. 43818 | 667 | 54544 -241 1652 ^ 240 055 044 | 054 
. Shaw Wallace Distilleries - |! 56494 8301 | 391.05 109.18 ; 01397 .— | 170; | 475: 
United Breweries 1 507.28 | 8545 403.01 17.85 




































| STE ae 2 | 


1 Hindustan Cables | | 
? — Finolex Cables — sss LIU AMATI | 787 
Sterlite Optical Technologies - 49 ' -62. 
















o Bharat Heavy Electricals 7,840.87 ^ 775 79 | 62775 | 444. 5. 09 | 833 
2 Siemens? — — 1,885.55 EUR | 1094 m (335. 12422 | 8656 | 625 | 791 | 2242. 
-KEC International — — — — 741.59 1875. 444713 341 | 195 | -954 -129 -0,66 | -102| 
HMT Machine Tools — — 1 24704 | 685 | 81141, 17.67 -95.90 -102.17 | -41.36 -1259 | -20.62 
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rankings 





t Associated Cement Companies 
2 Gujarat Ambuja Cements 8. ETIN 
3 india Cements — und Hee ee 

| — Cement Corporation of India a co 
5 JK Synthetics — 
| MadrasCements — 
7  Birla Corporation — 
8 ShreeCement  . — 58243 | 900 
9  Binani Cement. | 
10  Dalmia Cement (Bharat) —— 55 
11 MysoreCements sc a is 
' Prism Cement 

_ Ambuja Cement Eastern 8 


























| Gujarat Alkalies & Chemicals — — 1,024. 31 . 204 (1,589.37 370, 10714 | 2804 274 13 a 
?  MardiaChemicals — . . | 23014 | 2202 1,876.22 | 744 . 620 | -3526 | -15.32, -1.88. 
3. Finolexindustries —— 1 1 1 x .84943 , 443 104534 6.68 12256. 8039 946 769. 
4 Flexindustries —. — 1 74735 | 1306 112918 0.90. 7825 | 3568 

 Microinks? — "nn .. 869.33 | 2391 | 99425 4090. 6072 | 4404 
Jubilant Organosys — i 90793 | 715 | 75325 14.58, 7185 | 4811) 
! Sanghi Industries 13 — — i | 3389 -38.10 1,523.33 19.20, 155 | 037, 1.09) | 
< Godrej Industries — — — —  —  . 70778 -10.01 | 75676 -465 5479 | 3268 462. 432 | 7. 

Aulo | m | 64375 | 470 | 74987. 247 | 6117 | 3405 |  529| 454 | 
. Supreme Industries? — — | 675.14 = 956 | 51933; 441. 4456 | 1106 | 164). 213 2 
Hindustan eee Chemicals _ | 468.11 704 | 69687, 412, -13.36 | -4152 |  -887| -596 -~ 
12. .Pidilite Industries _ ceo ooo 858,70 12.82 | 423.58 1411 81.84 | 5931 |... 900. 1400 .| 18. 
13. BASFindia CER HW" .| 58984 | 1858 | 47194 17.22 5478 | 3335 | . 










MANINA Mt ran inet totg dang 
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14 Chemplast Sanmar ——— i. 88600 , 1019 | 52322 037 4237 | 2063 | 385. 8394 : 
16 Gharda Chemicals osse ss 1, 8002 246 | 61181; 809. 55. 70.2301 | 535 [3978 | 4. 
137 DOW |— o | 62409 | 4416 | 41285 -1.83 |..1040 |. 167! 252 |: 
18 Bayer Cropscience cotter ee 1] 98881 i -0.02 | 399.55 | -1.47/ 799 1548 | 247, 387 | 6. 
.19  Essel Propack ? Oo | 25742 | |. 756.00 © i i | i 
20 Phillips Carbon Black ® — | 50843 
| Shree Rama MultiTech 5 - 134.07 
SVC Superchem ?. 43 — 
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1 Tata Sons — g | 4,865.62 25,22 8,853.35, 3425 £ 
2 Wipo — denis X -4,047.50 13.59 4,078.32 ; 25.60 4. 83950 | 4; 2058 (24090 ^ —— 
3 Infosys Technologies = = = — = 362269 | 3806 3,596.91 4412 m 146.88 | 95793 | 2644, 2663 (3349 | ^. 
Satyam Computer Services — 2,023.65 2879 2,630.47 5147 43160 30742 | 15.19 1169 14.28 
5 HOLTechmdoges? — — — — 728.42 3449 231066 3413 43742 40195 5556 1740 19.08 | 
Silverline Technologies — m | 165.46 | 796 1 428. 49 7247. 4718 | 3411 | 2062. 239 | 283 
iflexSoluions = | 56843 3572 | 96799 57.06 187.75 | 17437 3068 1801 21.34 
Pentamedia Graphics |. | 24323 -33.64 127224 31343 6362. 378 | 155 030 | 031 
Pentasoft Technologies - .  . 218.58 -38.83 | 1,228.80 | 2.83 6926 | 277 | 127. 023 | 024 
i1 Trigyn Technologies —— , 15.39 -58.10 1,309.17 30.83 -279.12 -282.82 -1,837.69 -21.60 -39.93 
-Patni Computer Systems? — — — — 44821 |  — 81898 — 193.88 164.15 | 36.62. 20.04 23.48 
NUTS VEM ] | 94989 -31.64 | 89512 845 5511 | 909 260! 102 | 126. 
4 MphasisBFL— — — — 1 1 . 20799 | 943 102133 1042 7381 | 6779 ^ 3259. 664 | 697 
15 SSL5 — — — 1 264.29 | 1567 | 95551,1696 7373 | 975 | 369. 102 | 112 | 
6 Mahindra-British Telecom — |, 0606.14 | 2433 | 48037 2440 19407 | 17154 | 2830. 357! 4534 | 
37 CMC MR . 00929 | 576 | 47216 1482- 1,9705; 6.08; 785 | 21.57 | 
8 Polaris Software Lab —  — — — — 39607 2246 - 530.67 52.78 72. 62 54.23 | 1369! 1022 12.37 
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n rankings 


' Total | ; Net 
| Total (assets Cash | 
Ce) — 





Company 


-Moser Baer india  —— — 111 110055 
. HCL Infosystems ê 
Redington (India) - 
Rolta india 


J> ON mi 



































. Sahara India Commercial Corp. 6,863.80 | 36. 


837.86 | 


G2 
co 
d 
no 
[a 
~q 
co 
e 
no 
co 
o. 
Co 
Po 
oo 
eo 
ha 
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c 
Cn 
d 
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. Gammon India E IB 20.08 | 


1 National Projects Construction Corp. 
. Simplex Concrete Piles (India) — 
Progressive Constructions 


Videocon International 

|| BPL9. 

Philips India? - | : |... 1 1,605.10, 3.61, 78220 1375; 198.90 | 

Videocon Appliances == 1 11 97630, 538 113851. 5. | 
~ Samsung India Electronics 2 - |. | 1,548.27 | 26.83, 470.40 20.96 4605 | 2914. 88; H 

= Samtel Color 222. 895.95, 1608, 904.52 23.29. 6467 | 1999 223, 221 | 3. 
Titan Industries ; | | 

.9 M Mirc Electronics —— 
0 JCT Electronics ——  .. , 419584; 295, 98053, 1/00; -61.30 ~] 
Electrolux Kelvinator 2 — — 48731, 25.66 83433 5536 -141.86 
Kitchen Appliances India 8 8 | | | 











. Jaiprakash Associates MEE I 187.34 | 4,462.33 170.14. 
“Bharat Electronics = | 2,517.31. 


Bharat Earth Movers — | 1,690.00. 


= Bharat Dynamics ——— a 278.10 | 30.05 | 2,133.39. 


‘Hindustan Construction Co. — — | 58973, -0.80 99557 3457 6275 | 2866 486. 288 | 555 


8 National Buildings. Construction Corp. | 495.34 3077 | 98539 1826 779 | 738. | 145, 073 | 461. 
Unitech — .. | 93563, 1553, 85354] 408. 1245 | 1061, 450 124 | 391 





1 

3 Engineers. India | | |... | 603.44 | -2143 1,805.36 18.70, 7201 | 6416 10.64, 355 | 854 
4 Hindustan Steelworks Construction — — 32624 — 1941 1,603.72 11.73 -13375 | 13636 | -41.80 -8.05 -11.89 
.5  DLFUniversal B |. 248.03, 3527 1,9122 1.04 28.83 | 2630 1060. 189 | 859. 

6 

7 

8 


— NN 





(3,251.17 18.69 31491 , 26061 1035. 802 2453. 
2 | 11.67 | 1,868.67 4.85, 4541 | 2610, —154| 140 | 422. 
Crompton Greaves — 1 1. 1698. 46, 9.94 1,623.44  -285 | 7342 2817 166 174 | 308. 
: MD v 30.05 18906. 6750 | 5964 2145, 280 | 1262 
.. Heavy Engineering Corp. NMONMNMUE / 14138 | . 0.28 2,061.63 8.62 -168.80 | -173.82 — -12295 -8.43 -12.50 
Engineering Projects (Indi) — — 1, 34078. 2663. 1 750. 00 689. 361 300 2088 2017 | 030 


— ~ 


Alstom Projects India 750900. "4790 "799.58 5009 7687 | 
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Cummins India - .— 1 93490| 379 94997 1390 12089 | 9431| 1009 993 | 1472. 
Electronics Corporation of India — — 1,015.31 | 32.82 | 80045 2491, 5945 . 5325 524 6.65 | 26.32 | 
Mining & Allied Machinery Corp. — 5.34 -25.92 | 1,679.29 | 18.72 -266.06 | -266.76 -4,995.51 | -15.89  -39.03 | 
.KiloskarOilEngims |. "E. m 3.08 | 70011: -0.87; 7586 | 4154. 442. 593 | 1028. 


| Thermax | 54/2. 624| 67419 273 5812 | 4824 886 716 | 1302. 


I7 Graphiteindia — — 411.46 6669 690. 32 72321 5326 | 3339 812, 484 | 593. 
18 SKF India — —. |... .,..90850, 578, 55017, 864| 4782 | 2042 402, 371 | 716. 
9 Telco Construction Equipment C Co. 55418. 617, 50211 -4.83 2074 | 413, 075 082 | 106. 

. Lakshmi Machine Works = = 51073. -277 52581 -188 5191 | 2539 497. 483 | 788. 





For definitions, explanations and notes see page 58 


BUSINESSWORLD 84 28 FEBRUARY 2005 


“Burn Standard Co. | 13259 17.81 | 82024 (2084, 7013 | -874 | 85.62 -899 -12.85 | 


DOES YOUR COMPANY 
CASH FLOW STATEMENT 


REFLECT ENERGY EFFICIENCY 
AS A SOURCE OF REVENUE ? 


You may be missing out on a bright 
business Dedit: 


idie ped Ms in 
Generating Additional Source 
of Revenue 


IREDA makes it easy with attractive financial packages 


Indian one tnnt Sang) Development Agency Limited 
Ss JvslI (A Government of | 
IREDA ce e at Centre Complex, Core-4A, Ea t Cou rts tst Roa Cons at Hen ae E110 (98 (NOM 
Con altd.c Web redaltd 


at : 24682214- 21 Ema i ee@ire 






























| Alstom 



















Wut | 
Nirma 
3 — Nestle India 2 

— Eveready Industries (India) - 
Britannia Industries 

Dabur India — 

Colgate- -Palmolive (India) 


9 Godfrey Phillips India 
Johnson & Johnson 1:2 
Cadbury India? 
VST industries 


Indian Farmers Fertiliser Co-op. 
Fertilizer Corporation of india 
Hindustan Fertilizer Corp. 

. National Fertilizers 


Oswal Chemicals & Fertilizers 


. Gujarat Narmada Valley Fert. Co. | 


Krishak Bharati Co-op. 

_ Fertilisers & Chem. Travancore 
Madras Fertilizers 14 —— — 
 Zuari Industries 

Paradeep Phosphates 5.9 
'  Uniphos Enterprises 46 

. Indo Gulf Fertilisers | 
Deepak Fertilisers & Petrochem. 


Coromandel Fertilisers — 
Mangalore Chemicals & Fert. 
Ruchi Soya industries 


| Adani Wilmar 
Liberty Qil Milis 


Agro Tech Foods _ 


| Allanasons. 
Marico Industries. 


Ruchi Infrastructure 
Gujarat Ambuja Exports 







1 Asian Star Co. — 
2  Suashish Diamonds - 
.3 Kanpimpex —— 


For definitions, explanations and notes see page 58 





GlaxoSmithKline Cons. Healthcare? — 






-Rashtriya Chemicals & Fertilizers _ 


1 
2 
3 
4 "m T 
5 Gujarat State Fertilizers & Chem. 
6 
7 
8 
§ Nagarjuna Fertilizers & Chemicals — 


0 Godavari Fertilisers & Chemicals. — 


. Punjab Agro Industries Corp. 3. 1,076.88 10 


1 
2 
3 
.5 Haryana Agro Industries Corp. — 111761. 
7 Mother Dairy Food Processing? — | 86233 — 
8 


| (Rscrore) — (9) 





| 1102841 | 12. 
| 244158 | 0. 
Eat 95 | 10. 


] 1086. in| E 
|| 90491. 

., 108022: 

| 92821. 





668. 36 


Mia seeds 


FERIA AIR NENNEN 
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79561 18.03 


Sales CAGR assets 
| (Rs crore) | 





| suo 1341 








d 





) 870952 2024 


839. 93 [ 


1,840.53 | 13. 


Chambal Fertilisers & Chemicals — Eu 435 288017 -113| 23084 .— 


——À—————— ttaheatind Anh Ae NIN ANE mt NNN Eater eg a 


Duncans Industries 5.9.10 — — — 14,198.79 5.36 | 2,365.60 | 30. 


" mE E E a a aee 


Madhya Pradesh Glychem Industries —— 696.53 1123 26535 18. 


769 | 


noc 
eo ; 
iex! 
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| (Rs crore) s 


19801, 














E 608. 69: 

)| 94627. 

66 25631 

. 4957, 1 
i 106. 95 | 


=N 
f» 
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-48.07 
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9427 


| 172.80 
(6441. 
i 302i 47] 240i. 
2708, 456 | 481| 

14335 









(1,371.35 / — 12. 
21636 ^ 8 
206.91 a 

84, 91 | i; 































i 1,166.31 | -748.26 | 
| -220.47 | 


PP 


76: -127.47 | 
8472] | 574). 
193, | 046 Q0 
8401 
|: 199.93 | 
4489. 

a, 2004 
54. -172.95 
























Strength for the weak, 
flexibility for the rigid. 
Mobility for the static, 
stability for the unsteady. 
Precision for the sharp, 
poise for the delicate. 


Steel is everything. 








Genesis 2071 











Company 


l 4 - Su-raj Diamonds & Jewellery - 
. Gitanjali Exports Corp. 







Dimexon Diamonds 





) Sales | 
| CAGR - 


| Sales 
| Rs crore) 


Kw 583. 48. 
| 658.30 









5. — Classic Diamonds (India) — - na BOTA 


se rankings 
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Ese 86748.) | M 


Total 


| 
| (Rs crore) | 









a 
 CAGR AGR tà 


2 05. 





Cash 


profit 
G crore) 


1362. 
882. 


20.65 


Net 


profit 
(Rs 
e) 





2260. Eid EET 





























1. indian Hotels Co, — . — . 1 59019. -86 oat 1,927.59 
Hotel Leelaventure 









1 Sardar Sarovar Narmada Nigam ? —— ——— 
. Krishna Bhagya Jala Nigam 9. — — 
Konkan Railway Corp. 


-253.04 
0. 50 


48230) 6.02 -€ 
 -8.33 -218.06 -0.17 | -0.22 
6390. -48.10 
2413] 
2968. 
800. 


7 597 
15.79 
. 2693. -15.83 
|. 1604. -17.09 
| 413.53, 604.42 
-408 8.20] 
13.51. S 


éd nace ons MS -322. 99 
| Delhi Metro Rail Corp. - loo mS Fo 
D Maharashtra. State Road Dev. Corp. ! A | 84. 59. 
. Mazgaon Dock — es ee 

. Reliance Ports & Terminals 8 ee 
| City & Ind. Dev. Corp. of Maharashtra? 43. 
9 — Vadinar Oil Terminal 3 MOM MN We 
j0 Karnataka Neeravari Nigam 3. 43 TM = 21107. — 2732. 
1 Karnataka State Road Transport Corp. 17 > 71. -419 885.64. -18.92 > 
Gujarat Chemical Port Terminal Co.3 be wor | 1825. 
|... Metropolitan Transport Corp. (Chennai) _ 227; 145. 49.09. 3567. 
4 Goa Shipyard — 341 2071) 17.83. _ 
. TN State Transport Corp. (Kumbakonam) 1 74,221 2916, 1163 

Ennore Port 3,114.85. | | 






= 
13.63. 


743, 951. -1. 
459 8. 


.. "16. 79 
M20 
















977. 0. : 


























. Steel Authority of india : 39; 923 23, 
.. Tata Iron & Steel Co. (Tata Steel) — — (00 516. 7. E 20. 326154; — 
| Rashtriya Ispat Nigam — 5,184.94. 2026 1024433 
ispat Industries == = —  .  . 465820. 2033 1001060 — — 
5 Essar Steel — . 1.404048 28.21 9,660.28 | 

| Jindal Vijayanagar Steel -  , 278604. 43.86 8.8282. — 
.. Lloyds Steel Industries | 64577, 13.99 | 3,224270 | 
 Jindal Stainless ^ — i 201771; ; 1,830.20 


Jindal Iron & Steel Co. 1.60785 199 217480 
| 893.414, 3.53 2,437.00 


. Mukand — N s E. 
1 Indian Charge Chrome = . 18092, 494 312114. — 
Jindal Steel & Power — .— 110129. 3898 1,80496 3222 202.82 14508 
3 Indian iron & Steel Co. 11 183.13. -0.84 1,669.52 8.90 -159.01 -182. 231 
| IspatMetallics India 93. — 1 1080. — 29998 — 1550 -5 545-554! 
Bhushan Steel &Strips — 1 1,262.56 9.22 1,587.33 1133. 19478 — 5505. 
. Usha Martin — . 95940. -2.94 168367 2.56. 7326 822 
. Bhushan |. 1,206.23 4196 81293; 6.52 88.08 4188. 
 Ushalspat!6 7 2280 33 -44.27 | 1728.28 14.79 -731.44 -746.01 
9 Hy-Grade Pellets — — — 11 135196 238.78 142255 552 -4324 -61. 14) 
-Uttam Galva Steels 7 — 1 85969 1358 76572, 884 3808 | 3030. 
21 Bellary Steels & Alloys =. 19.77 | -72.58 156284: 1537  -677. 31370. 
2  ElectroSteel Castings. 69205. 834 840.34 i | 14. 39. "Ar 85. 9746 
. Jayaswals Neco 612.62 15.60. 86279 $391 -7.51 -29.50 
1,157.20, . 996 -27.35. 4570. 
25.90 — 1649. 
4780. 3387. 


Southerniron& Steel Co. — 27345. 7620 - 
i 6.66 51516. cAMP | 
691.19 | 445 | 
6.67 -38.00 | 
2 30. 9. 49. 


5 Balmer Lawrie & Co. 850.66 
m8 : wn A 
82. 42 20. 93. 





963 7. 
10.04 5. 
M8, 
007. 

“3.97 | 
mri T 
436 UY 3 430 
8 71] 451 5 
T276 5. 


2 7 1,583. 25 4 012. 31 | 
 -5.31. 958.03 520.69 
685! 29295 82.83. 
.535, 39396. 302. 
602. 169.92 -1 10.67 
1.98 -124.87 -234.08 - 
(600,566.67. 20028 90.15 
1149. 163.09 _ 120.98 
19.21 -10553 -157.41 
14.76. -350.98 | -384. 99. 


— 


. SawPipes9.?! — 0 1,190578. 3931; 

7 Indian Seamless Metal Tubes — — — == 436.38 450 84185. 483 

8 National Steel & Agro Industries ——— a 834.63 2624 37327 28 
. Shah Alloys 759.06 27.69 39123. 2474. 


For definitions, explanations and notes see page 58 
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“Trust m EPSON Projector: 
to never let you pee "alie - 


> 
Pi 


Multimedia Projector 


: cx | mJ : Multimedia Projector 
aco) CMI- oun EMP- 


1400 ANSI | 


WARRANTY 


CALL NOW for an ONSITE DEMO (for details e-mail venkatiwoerd epson.co.in) 
Head Office EPSON INDIA PVT. LTD., 12th Floor, The Millenia, Tower A, No.1, Murphy Road 


Regional Offices Chennat-28203940/1 New Delln-26447201-3 Secunderabad-5533 








EPSON No.1^ in Data Projectors 
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Industryw ise rankings 


| |; Total | | Net | Net — Return | 
: | | Sales | Total assets, Cash | profit | profit | on | 
Industry | | Sales | CAGR | assets | CAGR profit (Rs | margin - assets ROCE 
rank Company |(Rscrore) (%) — (Rscrore) | (%) (Rscrore) crore) | O9 | 09 A 


Indian Seamless Steels & Alloys? — | 400.23, 213 — 69707 267 .— 5T 79, 4895 4 32 | an | 
Si:KStelCop.? —  — 0  — -— 103632 1503. | | nM c ES 
ispat Profiles India t. 13. — ^ 091. -98.44 963. 01; 13.85 | -103. 80. 210. U| -15,469.23 14.62 |-30.10 | 
Welspun-Gujarat Stahl Rohren |, 40079. 2442, 529.09, 670 — ah 55. 155, 039 0.29 | 
Sunflag iron & Steel Co. 474.59, 611. 44977, 457 | | 









































E OREL ] 1098. 1284 | 55 
Ez ) 4| 038, 025 | 030. 
0.50 | 0,58. 


1 ZeeTelefilms — | 20 4 1.58901. LOD, 3 
2 Bennett, Coleman & Co. 5 . | 1,28241, 464 1,295.80; 10.88 
3  Hindustan Times o 48412, 858. | 

4 Indian Express Newspapers (Bombay) ê | -10. 





















Hindalco Industries LOL 56.2; 
National Aluminium Co. — 1 2,926.85 158. 62 
Indian Aluminium Co. 2 | 1523606 3.76 172832. 951 63. 

Hindustan Copper : | 
. Bharat Aluminium Co. 
Swil 43 

















co -4 C» €n i» Co N 








Eastern Coalfields — |... | 971694 370 8,071.00 3.75 | |j. BI 420 ;- | 
BharatCokingCoal — — — 1 33 080.81 . 133, 7,806200 6.20 -358. 74 | -507.13 ... 71646, -6.45 -15.39 
South Eastern Coalfields 5,202.04 10.35 | 5,452.95 -116 | 774. 88 557. 54 10.54, 10.22 16.62 
Northern Coalfields 395148 893 5,719.55 1153 108774 748.74 1895 1309 1738 
 CentralCoalfields — coo MESS. 1420 3,965.49 -5.22 | 58709. 38465. 873 970 1637 
‘Western Coalfields — |§ 1 393981. 925 3,5669 603 45349 27978, 740 787 1380. 
Singareni Collieries Co. 1.7 | 285872) 404 444223 398 207.35 88.79 311; 2.00 290. 
 MahanadiCoallields — — —  2,88149° 870 3626.55 13.34 688.74 563.57. 19.56 15.54 2406. 
National Mineral Dev. Corp. —— | 121423, 9.37 225535, 1654 | 35449 312.21. 2571. 1384 | 1896. 
 Kudremukh Iron Ore Co. —— (074. 7 BIN E 14033. 8753,  1179| 653 | 796. 
Gujarat Mineral Dev. Corp. | i | 9754, 8491 | 6. 


— 
— 
en 
id 














-- OW Ca C3 d» CO FO — 





} ARME aid reas Aree Rd 7 7n. 17 6, 114. 89 D. odds 
| 35, 484, 06. m s M Tar to wees! 10,529.32, 2967, 1525 | 28.82. 
44, 7.87 2,109.29 1,53736 2.78 8.82 19.11. 
23 1,730.95 1,285003. — 255; 737 | 1557. 
15 2, 20]. 70, 1,639.11, | 18.91, 11.19 | 19.55 
| 571 an — 456. 0t (0414) 1109 | 1857. 



























: p. 
Oil. & "Natural Gas Corp. |... 
‘Hindustan Petroleum Corp. mE 85, 336.00 594 17 
Bharat Petroleum Corp. — 1. 4901028. 1.93 16 
-GAIL (India) - : "o | 78146 — 821 144€ 
. Mangalore Refinery & | Petrochem. - | | 903632, 75.15 9,595. 
_KochiRefineries © 1 1 JURA. (1374 | 411122; io ae 5 
Chennai Petroleum Corp. | 945079, 988 485902, 2432 404. 91, 30289 3.31, 623 926 
 ABPCo  —. |... ... 1 890454. 188, 194133. 1324 | 43244 87.75, . 098; 452 1759. 
10  HaldiaPetrochemicals — — | 256456 1617.89  7,12056 6.88 -211.16. 518.25 -20.21 -7,28 | -9.56 
41 Essar 0056 —  — . 1971, -779 837508 .— ni 4190 — E EE ET ..027 
12 ONGCVidesh! 25.08 127.59 8,332.57 305.06 — 6.07, _ 260. |. 1037, 0.03 003. 
49 Oillnda  — , 295909 2089 511399, 1567 97390 91673 3098, 1793 | | 
14 Numaligarh Refinery .| 2,962.09) 6250: 3,414.37, 4.60 200 174.4 
15  Bongaigaon Refinery & Petrochem. 2,230.33 26.01 1,342.83 2453 | 209.10 17845 
.16 Gujarat Gas Co.? — OE 40414 | as #9. 20.56 | J A518. 
'. Petronet LNG 43 MERE T | | | 
Gujarat State Petroleum Corp. : “499.47 








w co ~ on 4 co m ` md 









— | 

































 95308| 394 — 


. Asian Paints (India) — — 188770, 1122. L 142.01) 90 24. 
46505; 8.04 E 898 — (50s 857 | 13. 


Goodlass Nerolac Paints — — | | (790.71, 740. 


For definitions, explanations and notes see page 58 
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sixty billiG 


they don’t use ju: 


To manage this much money, you need a solution that offers optimum performance and real-time flexibility. 

Microsoft found both in the AMD Opteron™ processor running Windows Server™ 2003, Enterprise Edition. 

The AMD Opteron processor with its Direct Connect Architecture already powers the world’s highest 

performing 2-way and 4-way x86 servers. Now Microsoft Treasury managers are using it to slash the time it 

takes to run their complex risk-analysis software. Meanwhile, they have the flexibility to go from 32- to 64-bit 
applications without disrupting their business. At AMD, we believe it's critical that technology should migrate on your terms to 
help you realize your unique vision. It's one of the reasons why leading OEMs offer enterprise-class solutions powered by AMD 
Opteron processors. Would you like to learn just how much of a difference they can make to your company! Go to 
www.amd.com/enterprise or contact AMD (à) 080-51372464. 


2004 Advanced Micro Devices, Inc.All rights reserved. AMD, the AMIS Arrow logo, AMD Opteron, the AMD Opteron oga and combinations the SSES of Advanced Micro Devices, Inc 
Windows Server is a trademark of Microsoft Corporation in the U. Spoom orner jit 7 2 ua. 0 200 EMUaMSES — — —— — 1  . . of their respective owners 
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Company 


Berger Paints India 


. Ballarpur Industries ê 


Hindustan Paper Corp. 


. Tamil Nadu Newsprint & Papers 


JK Paper ? 
Rama Newsprint & Papers 3 


West Coast Paper Mills 


. Indian Petrochem. Corp. 


Southern Petrochem. Industries Corp. 
Castrol India 2 

Tamilnadu Petroproducts 

National Organic Chemical Industries ? 
Supreme Petrochem 8, 19 

IG Petrochemicals 9 


Ranbaxy Laboratories 2 


. Dr. Reddy’s Laboratories 


Cipla 

GlaxoSmithKline Pharma. 2 
Aurobindo Pharma 

Indian Drugs & Pharma. 
Lupin 

Cadila Healthcare 

Core Healthcare 

Nicholas Piramal India 
Orchid Chemicals & Pharma. 
Sun Pharmaceutical Industries 
Morepen Laboratories ? 


. Wockhardt 2 


Pfizer 23 
Aventis Pharma 2 
Alembic 
IPCA Laboratories 


National Thermal Power Corp. 
Punjab State Electricity Board 1 
Nuclear Power Corporation of India 


Power Grid Corporation of India — 


National Hydro-Electric Power Corp. 
Andhra Pradesh Power Gen. Corp. 1: 36 
Karnataka Power Corp. 1: 3, 36 

Karnataka Power Transmission Corp. 1:3 


. Neyveli Lignite Corp. 


Transmission Corp. of Andhra Pradesh 3. 36 
Tata Power Co. 


' West Bengal Power Dev. Corp. 


Reliance Energy 2° 
CESC 
Haryana Vidyut Prasaran Nigam 


 SatlujJal Vidyut Nigam 43 


For definitions, explanations and notes see page 58 


1,552.89 























Sales 
(Rs crore) 


668.91 





642.49 
586.97 
626.90 
200.99 
523.59 


9,967.34 
1,633.45 
1,359.82 
737.44 
748,05 
661.38 
253.89 


3,460.62 
1,704.98 
1,573.02 
1,196.83 
1,192.74 
7.15 
1,091.68 
1,028.20 
165.85 
1,147.70 
542.76 
859.02 
902.51 
741.64 
699.67 
675.80 
566.52 
519.38 


19,192.60 
6,577.58 
4,634.61 
2,454.51 
1,217.60 
4,049.58 
6,760.62 

6,722.06 
4,114.04 


- 7,605.52 


4,277.86 
2,122.07 
3,744.88 
2,253.13 
3,896.09 








Sales 
CAGR 
(%) 


9.03 


3.33 
8.61 
-1.56 
104.09 
43.01 
13.91 




















Total 
assets 
(Rs crore) 


303.70 


2,939.70 
1,239.45 
1,060.81 
954.33 
839.56 
431.04 


8,116.69 
4,009.92 

731.57 
1,043.25 

905.39 
539.19 
752.79 






















2,861.51 
2,336.95 
1,817.66 
1,441.83 
1,332.66 
2,474.39 
1,367.18 
1,203.90 
2,032.19 

919.33 
1,233.10 

871.60 
1,201.40 
588.85 
473.64 
436.99 
526.15 
439.27 


55,554.80 
20,323.62 
19,064.09 
21,067.87 
21,297.20 
13,780.19 
9,028.65 
9,057.39 
9,725.75 
6,169.79 
8,766.78 
7,313.08 
4,796.70 
6,269.76 
4,095.71 


7,736.97 | 1 


BUSINESSWORLD 92 28 FEBRUARY 2005 


Total 
assets 
CAGR 
(%) 


-2.45 


5,143.10 
191.75 
1,981.44 
1,108.05 
651.10 
565.46 
426.05 
429.32 
1,545.31 
-205.46 
837.96 
340.84 
381.71 
329.75 
48.37 


























3,607.50 
-372.44 
1,509.25 
642.59 
510.50 
-42.11 
76.55 
79.41 
1,148.40 
-363.09 
519.92 
1.33 
121.87 
7.02 
4.35 


i J rt y | 
Net Return 
profit on 
assets ROCE 
(%) (%) (%) 
5.00 










4.60 
3.04 | 
8.87 
2.71 











































































































18.02 33.16 
23.00 21.26 
15.75 21.27 
10.73 22.10 
8.65 9.72 

-3,865.17 -22.70 
6.69 7.07 
7.45 8.47 
-57.80 -7.66 
10.29 17.81 
3.60 1.96 
26.94 32.80 
10.86 5.28 
14.68 26.68 
10.85 24.64 
9.04 21.13 
5.56 8.29 
11.91 18.08 
18.80 | 6.49 | 8.06 
-5.66 | -1.83 | -2.45 
3256 | 792 | 9.04 
268 | 3.05 | 3.31 
41.93 | 240 | 2.74 
-1.04 | -0.31 | -0.35 
113| 0.85 | 1.38 
418 | 0.88 | 143 
27.91 | 11.81 | 15.61 
-4.77 | -5.88 |-15.51 
12.15 | 593 | 7.76 
006 | 0.02 | 0.08 
325 | 254 | 3.80 
031| 011 | 0.13 
011 | 0.11 | 0.14 


"d 


A CHOOSE 


-. 
2 


THERE IS A HERO FOR EVERYONE. FOR EVERY AGE GROUP, 
EVERY NEED AND TO SUIT EVERY STYLE. 
GO AHEAD, GET YOUR HERO! 





PRODIGY CRUSADER 


“i INational/Panasonic 
U 


RAZORBACK 































Company 


1 Haryana Power Gen. Corp. 
3. Tehri Hydro Dev. Corp, 7.43. 


95 — Jaipur Vidyut Vitran Nigam 7.11.36 
Essar Power '.' s. 


3 Ahmedabad Electricity Co 
4 North Delhi Power 12:38 

. Gujarat State Electricity Corp... 
Jindal Thermal Power Co. 


Durgapur Projects +3 n 
-Jaiprakash Hydro Power $49 — 


GVK Industries - m 
 BSES Yamuna Power ! 12,3600 


Visvesvaraya Vidyut Nigama 1.3 


Shipping Corporation of India 
.. Great. Eastern. Shipping. Co... 

















4 Essar Shipping _ 
Hindustan Shipyard - 
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-Balrampur CI Chini Mills - 


3 SakthiSugars? —— 
. Dhampur Sugar Mills € 6 
| Syndic 





ate 6 


.. BSES Rajdhani Power 1236. MTM 

. Reliance Utilities & Power? — EI 

0 Northern Power Dist. Co. of AP 3.36. — — 
1 Jodhpur Vidyut Vitran Nigam 11.39 —— 
. Eastern Power Dist. Co. of AP 1300 


i 


18 Uttar Haryana Bijli Vitran Nigam — 2,141 ni 
.. Central Power Distr. Co. of AP 36 Á/ —..— 


| Dakshin Haryana Bijti Vitran Nigam 
> Ajmer Vidyut Vitran Nigam 7.11.38 


4 Southern Power Dist. Co. of AP 336 


Sales 
“Rs crore) 
412. 29. 


2,363.25 _ 


1,882.86 
1741.80. 


| 176536. 


| T9828 | 


973. 13. 


“419. 0 


| 147230 | 


1,394. 65. 
1,611.91 | 


(0113542 | 


. Western Electricity Supply Co. of Orissa 6 om 


. Surat Electricity Co. seinen NUM 









4 19076 | 
-340.07 


52157; 
949. 29 | 
274. 2 


50 (0 385 | 
| 85 2 


. Triveni Engineering & industries mM | 






_ Bharat Sanchar Nigam 


E “Bharti Cellular — 


. Idea Cellular 
HL. 


) Bharti Infotel 25 
. Himachal Futuristic Communications _ 


For definitions, explanations and notes see page 58 
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"m" HM 
bs Mahanagar Telephone Nigam _ TES 


(89159 - 


2 — Tata Teleservices (Maharashtra) — a . 85959 | 51 ze 


"82441 15. 


: CAGR 


Es 


202. 
d244 
— 1,992.98 
o 1,771.18 
3,485.75 | 
Me. 94. 


205631 . (55690 
|| 187406. 
"27 | 
OU 

(149412. 
2,226.60. 


036 | 
5498 — 
1,190.66 | 

E 76 da 
254 x 
246 1.1 608. 58 —. 


z ¢ 
“16. 32 i Ti. i ` i . ei + i * 
2 $ 
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5 Reliance Communications infra. 3 — 381 17021 - 
.80 488709. 
55 330857. 





Total - 


5, 394. 45. 


2,247. 87. 


2,189.17. 
2,942. 22) 






1,289.19 
2,493.34. 
2,089.85 — 
1,138. 56 


866. 02. 
1 287. R 








1,184. 04 


1,024.07 
8277 
— 132063 


1,229. 24 | 
418. 12) 
908. 60 
52021. 


736. 52. 





8 Bharti Tele-Ventures — 12 124.38 

_TataTeleservices — 1 1... ?^p 8900 2114 ae! 189. " 
| Er 322. 49 
2,935. 12. 
3057.69. 





Industrywise ra - 
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| 8838 


- 861 
2445) 


3 Narmada Hydroelectric Dev. Corp.» = — —— — | 1,153.17, 90643. 


61 22) 


80.8 e 
93. ae Ie j| 13849 | 1. 
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| (Rs crore). chan Co ssid 
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= 8138 3. 
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9749 ~i 
5770, -3 
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MANAGEMENT 


MARKETING 


| LL Lolo ou T 


INFORMATION TECHNOLOGY 


a PME ~ 
FINANCE 


Me có 


PUBLIC RELATIONS 


- aem a 


RESEARCH & DEVELOPMENT 


HOW DO YOU TURN INDIVIDUAL TALENT 
INTO A RAINBOW? 


iSynergi™ 




















ay 


4 Bharti Mobile — — 
 Escotel Mobile Communications — — ^. 
. Telecommunications | Consultants india — "E 
Hutchison Essar Telecom 8 — 
Fascel 2 


: Bharti i 1l cd E 
Reliance Telecom - 












.. National Textile Corp. 
-indo Rama Synthetics (India) - 
| Arvind Mills ! 
| National Jute Mfrs. Corp. 
9 Raymond — uv" 
S. Kumars Nationwide8 — —— — — — 
 ParasrampuraSynthetics? —  — — 
_ Mahavir Spinning Mills 





| Modern Syntex (India) 9 ——— 
1 BombayDyeinp&Mig.Co. — — | 
“SRF 


4 Century Enka 
. National Textile Corp. (South Maharashtra) 
) — Krishna Knitwear Technology 5. 

. Garware Polyester 


?0 — National Textile Corp. (WB, Ass., Bih. kO) 
.. Vardhman Spinning & General Mills s 


: | am obla Cellar | i V Es i H 7 ^ 


BPL Mobile Communications —n — — T | 





($551 86. 


) National Textile Corp. (Maharashtra. Noth) —— 


| 95890. 0 
2 MM EM TIME 

Alok Industries — 0000 0 0 0. T 
A s css p 946.21 | 20. 
. Spic Petrochemicals 43. WM. 
y E EA 9 
. 669. 73| aos 
696.59. 


. National Textile Corp. (Uttar Pradesh) — | 


3 . National Textile Corp. (Gujarat) _ sd Ni 


ns 





40.03 
5.46 
(492 
3433 | 


6285, -5 
549.05 -6. 


80146 | 







je crore) | | 


| | 2,786. "m 
5| 2. 241 99 | 22.25 | 





i5 1 259. 59.68 | 
| 131258 | 
| ! 155. 52 


2,654.80 | 

M (4785. 363101. 
108470 | 16.32. 

, 80714 | 16. 

, 30183. 33. 

| 89772. 8. 


750. 


| 4,542.42 | 
| 1,3820 | 
|.146674 | 
| 


,939. 62| 


f 


789.28 | 


l 2 72669 | 


1, 585.35 | 
1 604 82 


7 769907. | 
: 1,380.42 | 
753.56 | 
a E 348. 56, 


NUN 


389. 


(e crore) 


NT 


696. 


Ei 






429. 28. 10, 085. 26 | 1 19.20 | -65. 
2,443. 32) 4. MAE 46 
20. E - 
Bor 
j| 1424. 79) 4447, 4 | 
, "93. 3| 
| 98384 | 


| -16. Pen E 
0. ai 9747 | 
| 16.03 


| 8.68 


Cash 


j 
i 


-93. 16 


25140 | 


16.17 |-329. 


-5.84 
7.614 
0.31 


14.23 


4 Mafatlal Industries - 


8 -— Recron Synthetics 2- m 
| National Textile Corp. (MP) —  — 
| Gontermann-Peipers (India) 19 ^ — — 
 Ashima? — 
SIV industries 1 


| Garden Silk Mills 8 aos 
. National Textile Corp. (AP, Kar., Ker. & Mah.) DA 
6  AppiloFibres! — — — | 
JBF industries — — MENU NR: 
| Rajasthan Spinning & Wvg. Mills. uini D 
39 Arvind Products 1 | 

. Krishna Lifestyle Technologies _ 


DES 
M PS 
0 


2 — Eskay K'n'it (India) y 
3 National Textile Corp. (TN & Pondicherry) — 





For definitions, explanations and notes see page 58 
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5 Nahar Spinning Mills = 1 11 à. 49898, 10. 4| "gio; 9.9 
 SanghiPolyesters 476.18 9.30. 787.59. . 
A . 600. M -23.27 33. 
a pi 162.99 | 4344 | 2 
. 865. 98. 31403. -8762 
973; -66. 
769; 
907, 4 
M INC : 
e 06, -62.20 - 
„48. 531.87. ee 
ES 8 iz 


; $ | 44. 7 


14291 — 
8 4039. 
$3 194 — 
ETIN 


Abhishek Industries 274 — ^—  — 476.49 | 

| 21-3171. 

| -20.33 
| 155) 


555.05 - 


730.89 | 
00.49. 
85558 | 
540.75 | 
87365. 
_ 420. 33 
. 45862. 
440.22 | 
544.78 | 
7734 | 
466.39 | 
589.58 | 
HU | 
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rankings 











profit — 
(Rs crore) 


e C ©) 






1 JKindusres^9 — — — — — —— | 157411] 845 | 281845, 17 l 21840 )- 
à! MRF6 OO |... . , 228296) -257 | 135405 | 318| 17203 7846. 
.3 Apollo Tyres — (— à 202898, 1794 1,205.95 268| 15338 | 12002 | 
1 Ceat m | 182255 1272 | 162968 209| 4028 | - 

Goodyear India ? - 662.53. | 34340| -4.04 



















ma erant o 








Reliance industries — .— 1 | 6507950. 52. 
2 Larsen & Toubro — — — 3 $1 1, 885411 82 b. : 
| Hindustan Lever? — — — — — — | 11210192. | 408 | 7,538. 45 144 041,903.84 1,769.74 | 1578 23. 48 |4761. 
4  Grasimindustries —— ooo oui 5,413.01 1.99 | 6,606. 89| 571, 62172 | 36758 |. 679| 556 | 727. 
. Century Textiles & Industries - | 2555.07, 098 | 252083 -372| 21902 8359 | ami 3.32 | 460 

12.19 | 618 | 


i 

Jain | 
6 Tata Chemicals —— soo | 161299 475 | $8119| -4.81 333.51 | 19658 | - $38 | 982. 
l |  $89| 521 | 6.52 | 

| 

i 

| 

| 





















|18,392. 52 9.09 | 744. 98 | 4330 | — 489| 235 | 


€——— 


7 Indian Rayon & Industries = | 1,892.63, 2.16 1,800.25 0.05 16166 | 9385 | — | 
.8 Godrej & Boyce Mig. to — | | Ea 1,398. 94 | 3347 | 1,990. 24 2087) 5058] I9 E 57 | 051 i VE 
) ElD-Pary(india) — — 146.83. | 0.14 | 1215. 37 -2.85 | 7185| 2683 | — 
| Voltas — 1,245.05 2052 | 891.26, 105| 4008 2558 
12  DCM Shriram Consolidated - oss. 4,152.85) 868 | 91422 | 3110, 9290 ^ 5661. 
. Prakash industries — —— — — 728.97 1844 | 1,213.34 -7.49 | 19246 | 145.58 | 
4 Rallis India — — 809.74) 928 | 773 57| -192| -62.05 | 7727. 
.Viida — — —  — 79840, -620 | 820.78 9.80. 131.06 107.69 
JKCop9 — — AS E XM © 45292. -16.96 | 1,085.80! -3.34 | 2970 | -20.65 
Orient Paper & Industries = | 69738. 391 | 77. 79 587 | 3.69 -18.94 | | 
.18 Surya Roshi — — ( 86259, -191 | 528.40 -1.04 3695 0976 | 
o SIEL13 — .....1 52891, 588 | 791. 18| 782] -46.92 | -6811 |. 
) Hindusthan Engineering & Industries. =  — 36321] 472 | 994.44) -011 | 1269 209 
1 Greaves Cotton 1. 8.22,29 h— ÁÉ"à€à^ ^ ^ 54720. -494 | 687.15 -2.97 | -39.46 | -5627. BE 
22 Sintex Industries = 491.63 2847 | 73494, 6.13, 46.02 | 2395 |  487| 326 | 3.89 
23. SMDyechem — 1 1 (1 . |  10993| -6,41 | 100582 1615 -2565 -49.19 | -4475| -489 | 753 
24 Apar industries —— coss. | 80108] 9.35 | 39429 388. 23.81 | 15.47 | 257 i 392 | 7.66 
_ 25 DCM Shriram Industries 59 — | 46) 1654 50160 325, 754 164, 036: .033 om E 
Balaji Industrial Corp. | 91941: | | -6119 | - | 
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| 19 | E 21 | 3, Do 
...205| 287 |10.15 | 
..491| 619 | 7.84 
20.41 12.00 | 17.78 
| -849 | -9.99 -17.90 
..1849 1312. 
74.56 [4 90 
-2.72 245 
113] 185 | 223 
1288] 861 -1242 
058) 022 | 027 
-10.28 | -8.19 -11.88 
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1 Container Corporation of india — — — ^ — 1,48203 | 17.36 | 1,458. 17,2153 31449 2 51. 1826 | 18.55 |23.61 
- Hindustan Photo Films Mfg. Co. - 1.9889 | 220 | 2,767.15 1454 -354.78 | -387.66 iE -1,355.93 -1401 43.86 
i 





| 
de 
i. 
bo 


3 Sify 25 1... M087| 2313 | 2,235.77 1908 -118.43 -165.93 | -97.11 1-742. -11.45 
4 Tube Investments of India iis 124186 | 646 | 96293 14.99 .7406 | 4589 | 370| ATT | 770) | 
5. Hero Cycles — — — | | 8/8886 297 | 690.18 7.58] 7040 _ 5208 |  532| 755 |12. 
Central Warehousing Corp. —— 444 68. 3029 | 1,132. 85 992 6519 | 4762 | 1071. 
Dredging Corporation of India — — — 493.31 875. 1057.19, 10.04 | 21206 | 16183. - 
| Batalda? — 1 |  69426| -427 | 55397. 0066, 567, 74]. 
__ dain Irrigation Systems — |] 372.33) 557 | 806.81 -6.96 | 6281 41.66 | 
|ü AsahilndiaGlass — (| . 489.87; 47.57 | 51299 8412 | | 81.00 7 | 
1 PGF — Seis. dilcinesnat tend DU 4450 5776 | 947,52 158.20, 492 245 551 026 | 11.37. 
 MSShoesEast! — osos. 0,00 -100.00 |. 991.96 75. 4f | 451 42 |-15258 | — 0.00 -15.38 
3 — Apollo Hospitals Enterprise - sos 1. 48296| 17.42 || 58774 476, 5049 2749 |  607| 511 | t 
| Roofit Industries ü? — — — — — — 45628| 5763 | 531 05, : 5686. 4970| 4165 | 913| 784 | 8. 
. Suzton Energy 3 0. | 8M82| 8518 | 437. 50 7045 11483 | 11090 | 21.13 | 25.35 


32.80 | 15. 31 12081 

07 | -1.34 | -2.01 

. 1119] 5.16 | 708 
758 724 
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| Saint-Gobain Glass India 1. 18 T a 224. a 2004 | 711.54 26.22 | 2100 | -1 ^ -611| -193 

. H&R Johnson (india) esse soos jo 41657) 1064 | 514. 56 4.84 46.64 2282 548| 443 | S5. 
Kitply Industries | 5961|-4665 | 86325| -1 23| -34.85 | -4921 | -82:55 | -5.70 
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Sector rankings 


Growth in assets 
- industry? 


. Food processing’? 
.. Oil and gas“? MEN 
.. Construction, realestate — — — — 
.. Infrastructure 

, Power 
. Computer software 
Fertilisers — 
Auto ancillaries - 
Automobiles 
-Pharmaceuticals 
Beverages — 
Paints 
Diversified 

. Metals. uL adean Gee m t 
Tyres — | I ed LH Ren 
Airlines and aviation. 
Telecom ; 
Capital goods 





Growth in sales 
industry 39 


13 Food processing“? 
34 infrastructure“? 
01. . POWODS cece soe 5 essei 
29  Oilandgas^ - 

31 X Construction, real estate. 
20 Fertilisers 

9 iron and steel 

14 Beverages 

Computer software 


































| Metals | 
2 Pharmaceuticals - 
Pants — —— 

Auto ancillaries — 
Automobiles - 

1 Electronics/engineering — 
1 Diversified — — 

3 Petrochemicals | 
Textiles 



























bs: Fast moving consumer goods — — 

... Media and entertainment _ 
 Electronics/engineering s 

. Computers/office equipment T 

. Petrochemicals —— 

iron and steel .— .— —— 11 

 Consumerdurabes — — — — 
-Gems and jewellery — — . —— 

Chemicals. 

. Mining - | 

m" , Paper — 

Shipping E Shipping | 

BW 500 MEDIAN 8.97 BW 500 MEDIAN 


——————————— Pr C M CE OE a e 


- Capital goods - 
. Motels | — peer 
Fast moving. consumer goods f 
Tyres 
. Telecom 
Media and entertainment - 
~ Gonsumar durables e NM 
Sugar 





















































Gems and jewellery Mun 

.— Computers/office equipment — 

Paper — | 
Cables 

















Industry ?? Industry 39 


Fast moving consumer goods 
Paints ——— 
Computer software | 
Computers/office equipment 
Pharmaceuticals — — — — 1. 
-Diversified 
Metals ree 
att" as 
Mining 
Shipping 
Automobiles - MM 
.. Capital goods Ne M 
Oil. and gas. "m 
Power 
| Gems and jewellery - 
| Paper 


Chemicals 

od processing - 

Beverages 

i Electronics/engineering - 

Hotels - ' a ed, Ge 
Consumer durables - | 

19 Sugar 

28 Construction, real estate - 

| Iron and steel 





























encnias. ECCE CONNECTER 
Cables 


BW 500 MEDIAN — 243 





For definitions, explanations and notes $ See o page 58 
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BW Management Education 
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MS Programs 






Two year, Full-time, Campus Programs at Hyderabad. 





Highlights 

* Full-time programs organized in * Active Industry Interface through Internship 

4 semesters in 2 years and Projects 
* Competent and committed faculty * Merit Scholarships 
* Emphasis on case-based learning « Stipendiary Assignments / Assistantships 
+ Well-equipped Library and Computer facilities + Bank Loans 
¢ Soft Skills Training and IT Training * Excellent Career Opportunities 
* Unique 16-week summer internship * Placement Assistance 

Eligibility 


e Graduation (any discipline) wtih 50% and above aggregate marks 
€ Final year degree students awaiting results. 


Selection 
Through MS programs Entrance Test (MSET) on April 23, 2005 at 60 test centers all over India. 
(Certain categories are exempted from MSET 2005) 


Classes from 
May 30, 2005 at Hyderabad. 


For Prospectus and Application, please send a DD for Rs.300 drawn in favor of ICFAI University, 
payable at Hyderabad, to: Campus Programs Admissions Department (CPAD) The ICFAI University, 45, Nagarjuna Hills, Punjagutta, 
Hyderabad - 500082. Tel : 040-23435328/29/30/45. Fax : 040-23435347/48. Email: cpadhq G icfai.org 


Visit us t: WWW. icfai.org/mseto0o5 
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EM o The top50 — 
5 0 0 By sales | By assets 





BW BW 
500 Sales 500 Total assets 
Company rank (Rs crore) Rank . Company rank (Rs crore) 































































































Bharat Sanchar Nigam —— 
oe MN 
no nn 
aan 
National Thermal Power Corp. - 

‘Steel Authority of India 

National Hydro-Electric Power Corp. 


Power Grid Corp. of India 


Indian Oil Corp, — $^ 5 h— 5 
Reliance Industries - 
Hindustan Petroleum Corp. 


Bharat P Petroleum Corp. 
Oil & Natural Gas Corp. 
_ Bharat Sanchar Nigam 
Steel Authority of India 


National Thermal Power Corp. - 


GAIL (India) Punjab State Electricity Board - 
Hindustan Lever "Mahanagar Telephone Nigam - 
TC Nuclear Power Corp. of india 


‘Sardar Sarovar Narmada Nigam 

aa em 

Hindustan Petroleum Corp. - 

‘Bharat Petroleum Corp. - 

‘GAIL (India) 

APP Power Generation nu. 

Bharat Heavy Electricals 

-Hindustan Aeronautics - nae 

Krishna Bhagya Jala Nigam MM 

 Hindalco Industries MM 

"niue Weed. a 

National Textile Corp. — 
ispatindustries — 

Neyveli Lignite Corp. 

Fertilizer Corp. of India ———— 

Essar Steel — 

Mangalore Refinery & Petrochemicals de 

Karnataka Power Transmission Corp. — 27. 

Karnataka Power Corp. 

ga eat 

Tata Power Co. 

‘TC 

_ Essar Oil 

ONGC Videsh - 

Tata Motors 

“Jindal Vijayanagar Steel — 
Hindustan Fertilizer Corp. 

Indian Petrochemicals Corp. _ 
Eastern Coalfields 

p cal ae 

‘Cuan a 

"Vini iain gain: ed 

“quae MV 

` West Bengal power Dev. Corp. 

Haldia P Petrochemicals 

_ Sahara Í India Commercial Corp. 
Grasim Industries 

< Bajap Autoe 270570 


= Motors — ! 
Tata tron & Steel Co. 

Indian F Petrochemicals Corp. - 
Chennai Petroleum Corp. 
Maruti Udyog 

Mangalore Retinery & Petrochemicals 
IBP Co. 

- Larsen & Toubro 

Bharat Heavy Electricals 
Transmission Corporation of AP - 

. Karnataka Power Corp. 

Karnataka P Power Transmission Corp. 
Punjab $ State Electricity Board mE 
Indian Farmers Fertiliser Co- -0p. 
Mahanagar Telephone Nigam 
Hindalco Industries 

Grasim Industries 

South Eastern Coalfields i 
Ro ispat Nigam MONEE 
Hero Honda Motors — 
Bajaj Auto ———— 

tspat Industries —- — 
Nuclear | Power Corp. of India AN 
VideshSancharNigam — — — 
Mahindra & Mahindra 
Central Coalfields 

Tata Power Co. 

Neyveli | Lignite Corp. 
Indian Airlines 

AP Power Generation Corp. 
Wipro - 

Essar Steel - ! | 
Hyundai Motor India ————— 
Western Coalfields - 

50- Haryana Vidyut Prasaran Nigam |. 
For definitions, explanations and notes see page 58 
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Here's some help in planning them. 


Diary: 

Dimensions: 25cm X 19cm 

One page per day for better planning 
Useful Websites 

Birthdays & Anniversaries section 
Health Guide 

3 year Calendar 

Price: Rs. 350* 





* Plus taxes as applicable. 


| would like to order (a) [_] Diary 
(b) [ ]Planner - | |Tan | |Black 











24 hours x 365 days. ond 





To help you keep track of the coming year, Businessworld brings 
you a unique combination - a leather bound Planner and Diary. 
So avail of this offer at the earliest, after all, it's best to plan ahead. 





















= Planner: 


Dimensions: |5cm X 20cm 

One page per day for better planning 
Project Finance Notes 

City Helplines 

Useful Websites 

3 year Calendar 

Price: Rs. 750* 


Businessworld 
Play the game 











Name: Mr/Ms_ A Address: 
City: State: Pin (essential): 
Cheque No/DD No. (In favour of ABP Pvt. Ltd.): ds Dated: 


Rs. 


Card expiry date [ JL] OO OOOO 


Mail this coupon along with Cheque/DD for Rs. s 
New Delhi- 110002, Ph: 01 1-237021 70, e-mail: businessworldsubscriptions@abpmail.com 
For bulk booking and other information contact: Delhi: Sangeeta Biswas, Tel: 011-2370 





CVN. No. OOC) 


to my credit card. WS [_] @[] Card No. kE [se a mm 1 OOO Card member's name 


(last 3 digits on the signature panel of Card) 


Tel.: 








for Rs. or charge the total amount of 


Signature Date 





. to: The Subscription Deptt., c/o Businessworld, Express Building, 9-10 Bahadur Shah Zafar Marg, 


2170-79; Mumbai: Arvind Patil, Tel: 022-24962587: 


Kolkata: Ashish Das Gupta, Tel: 033-22600745; Bangalore: R. Katla, Tel: 080-2558 8127; Chennai: R. Sudhakar, Tel: 044-2813 1278/9; Hyderabad: Shanker Dasgupta, Tel: 040-2331 7147 




















500 By profits 
BW 
500 Net profit 
Rank Company rank (Rs crore) 
Oil & Natural Gas Corp. | 


Indian Oil Corp. 
Reliance Industries 
- National Thermal Power Corp. 
Hindustan Lever 
GAIL (India) 
Hindustan Petroleum Corp. i 
| Nuclear Power Corp. of India - 
Bharat Sanchar Nigam 
7 Bharat Petroleum Corp. 
Neyveli Lignite Corp. 
Tata Iron & Steel Co. 
Infosys Technologies — — 
MahanagarTelephone Nigam —— 
Wipro - 
19 Videsh Sanchar Nigam 
20 . Northern Coalfields. 
Power Grid Corp. of India 
Ranbaxy Laboratories 
Hindalco Industries 
| Mahanadi Coalfields - EMEN 
South Eastern Coalfields - m 
Indian Farmers Fertiliser Co-op. 
Bajaj Auto — 
National Aluminium Co. 
— Rashtriya ispat Nigam 
` Tata Power Co. 
National Hydro- -Electric Power Corp. 
Kochi Refineries | 
Bharat Heavy Electricals ——— — 
Larsen &T oubro 
HCL Technologies = 
Dr. Reddy's Laboratories - 
Hindustan Aeronautics - 
Central Coalfields 
Grasim. Industries - 
National Mineral Dev. Corp. 
Satyam Computer Services 
Chennai Petroleum Corp. 
Tata Motors 7 
National Fertilizers - 
Airports Authority of india 
Western Coalfields 
Shipping Corp. of India TOT 
49 — Container Corp. of India 
50- Bharat Electronics - N 
For definitions, explanations and notes see page 58 
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The top 50 





.. 960.61 - 





By losses 
BW 
500 Net loss 
Rank Company rank (Rs crore) 































Fertilizer Corp. of india 
Hindustan F Fertilizer Corp. - 


fend State Electricity Board — B i 
Transmission Corporation of AP —— 
Eastern Coalfields 

National 1 Textile Corp. (UP) - m 
Konkan Railway Corp. 

; Steel Authority of India 

Tii Technologies ——' 
Indian Drugs & Pharmaceuticals —— 
Mining & Allied Machinery Corp. 
Parasrampuria Synthetics | 
‘Hindustan Cables 

National T Textile Corp. (Maha. North) - 
National 1 Textile Corp. (Gujarat) - 
Lloyds Steel Ind. 

Gujarat State Fertilizers & Chemicals. 
Oswal Chemicals & Fertilizers - 
Cement Corp. of india — 
National Textile Corp. (MP) - 
‘Bharti í Cellular 

‘Tata Teleservices (Maharashtra) - 
India ( Cements | 
Fertilisers & Chemicals, Travancore 

| Indian Airlines 

BPL Mobile Cellular - 
Indian Iron & Steel. Co — 
Heavy Engineering Corp. 
 Paradeep Phosphates 
Electrolux Kelvinator 






National Textile Corp. (South Maha. ) 
«49. Hindustan Copper 
50 ^  iIspatProfiles india — 
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By sales growth* 


Company 


Haldia Petrochemicals 

Tata Teleservices 

Bharti Infotel 

Jaiprakash A Associates 

| Gujarat State Petroleum Corp. | 

| JK Paper | 

Suzlon Energy s me 

Shaw Wallace Distilleries - 

TNSTC* (Kumbakonam Div. E 
Moser Baer India 

Southern iron & Steel Co. 

"Mangalore Refinery & Petrochemicals 
Adani Wilmar 

‘Bharti Cellular - 

Goa Shipyard — — — —  — 

Ruchi infrastructure u 

Graphite India OO 
Reliance Telecom 

-Bharti Mobile = 
Haryana Agro Ind. corp. 

Idea Cellular 
Numaligarh Refinery 

 Roofitindusties = 

. West Bengal Power Dev. Corp. 
Reliance Industries 

Tata Teleservices (Maharashtra) 
Aistom Projects India 

“Asahi India Glass © 
Hindalco Industries 

 Escotel Mobile Communications — — 
Jindal Vijayanagar Steel 7 

$ Rama Newsprint & fies ee 

| Cadila H Healthcare - m 
Bhushan 

Nicholas Piramal India 

Saw Pipes 

Jindal Steel & Power — 

Classic Diamonds (india) 

_ Infosys Technologies 
Pfizer 


awe 

-flex Solutions — — — — —— 
DLF Universal — . 

-HCL Technologies — 

Hutchison Essar Telecom 

50. Godrej & Boyce Mig Co. —— 

“See note 42 *Tamil Nadu State Transport Corporation 











The top 50 


By return on capital employed 


BW BW 
500 Sales CAGR | 500 ROCE 
rank (96) 


Company rank (96) 


Johnson & Johnson - 
Nestle India 
1 cer 
Meanie rere 
Castrol India 
Mahindra-British Telecom - 
Gujarat S State Petroleum Corp. 
Suzlon Energy 
Infosys Technologies 
X. Ranbaxy Laboratories - 
: Sun Pharmaceutical Ind. 
Indo Gulf Fertilisers 
Colgate-Palmolive (India) — 
 Bongaigaon Refinery & Petrochemicals 
Eicher Motors 
Oil & Natural Gas Corp. — 
Philips India ——— 5 
Wockhardt ' 
-Marico Industries - (m 
Electronics Corporation: of India p 
meo 
| Wipro | 
" Bharat Electronics - 
“Asian Paints (India) —— 
 Mahanadi Coalfields 
Container Corp. of India | 
-TVS Motor Co. "E ig 
Patni Computer Systems - 
“Alstom | peee 
1/55 MR 
GlaxoSmithKline Pharmaceuticals 
Cadbury India 
Cipla | 
Dr. Reddy's Laboratories — 
Aventis Pharma 
_ Dredging Corp. of india — — — 
Rolta india 
-GAIL (India) - 
Hindustan Petroleum Corp. 
HCL Technologies — — —— 
 Pidilite Industries — 
National Mineral Dev. Corp. 
.49 Kochi Refineries: 
50 — ABB 





















For definitions, explanations and notes Sea page 58 


BUSINESSWORLD 104 28 FEBRUARY 2005 















TO OPEN DOORS. 


The Businessworld Mega B-School Guide. An introduction to the world of B-Schools in 2005. In association 
with Princeton Review, world leaders in test preparation, it includes information on Indian and international. 


B-Schools, Let’s just say, that as far as business school doors are concerned, this book works like a skeleton key, 


Contents: u i 
* Tips on entrance tests of Indian B-Schools & GMAT 
*. Listings of Indian and Foreign B-Schools 
* Group Discussion & Interview tips 

.* Financing a foreign MBA | 
* Dean interviews and fact sheets 
* Campus reports..and much more 


é 
FM 


| Businessworld 


_ Free test he cD- Rom with the Businessworl id Mega B-School Guide. - g P 1 a y t h e ga m € 


Li mited period offer®: The Businesswor r Mega B- School Guide only @ Brest Rs. ra 



















You can i alo order your Businessworld Mega B B-School Guide by filling this form: 


















































Name: Mr/Ms | i E c E Address: 

City... | State. | Pin (essential): Tel: 

e-mail: - | ae Organisation: Designation: . Age: _ 

Please tick the desired option: ] 5 copies for Rs.700/-*. [7] | copy for Rs, 150/- i 
Cheque No, /DD No. (In favour of ABP Pvt. Ltd.): Dated: | for Rs. or irae the total amount of E 
Rss tomy credit card. A] €] Card No. : OOO gogog OOOO oomo Card members name | 
Card expiry date [ 1L] OG OOO CVV. No. [JCI] (last 3 digits on the signature panel of Card) -~ Signature Date E 
Mail this coupon along with Cheque/DD for Rs... to: The Subscription Deptt. c/o Businessworld, Express Building, 9-10 Bahadur Shah Zafar Marg, 


New Delhi- 1 10002, Ph: 011-23702170, e-mail: businessworldsubseriptions@abpmail.com 


Contact: Delhi: Sangeeta Biswas, Tel: 011-2370 2170-79: Mumbai: Arvind Patil, Tel: 022-24962587; Calcutta: Ashish Das Gupta, Tel: 033- 22600745; 
din R. Katia, Tel: 080-25588127; Chennai: R. Sudhakar Tel: 044-2813 1278/9; ibid Shanker ee 040-2331 7147. *Offer valid on direct orders only. 













500 


Rank Company 























Mahindra- -British Telecom 
Gujarat State Petroleum Corp. 


Sun Pharmaceutical Ind. 
Hero Honda Motors 
Suzlon Energy 

Nestle India 


Hindustan Lever 
Ranbaxy Laboratories 
Castrol India — — — 
Wipro 

Patni Computer Systems 
Johnson & Johnson 7 
Container Corp. of India - 
Marico Industries - 
Wockhardt | 

i-flex Solutions 

Qil India 

HCL Technologies — 

Dr. Reddy's Laboratories 
Rolta India 






















ITC 


Mahanadi Coalfields 
Dredging Corp. of India 
Cadbury India 

Oil & Natural Gas Corp. 
Asian Paints (India) 
Colgate-Palmolive (India) 
IPCA Laboratories — 
 Pidilite Industries. 
Aventis Pharma 
National ! Mineral Dev. Corp. - 
Cipla 

Eicher Motors 

Philips India 


Chindia — — 
Northern Coalfields 
Britannia industries 


. Bennett, Coleman & Co. - 
Mirc Electronics 


Prakash Industries 

_ TVS Motor Co. 

Neyveli Lignite Corp. | 

50  Satyam Computer Services 
*National Textile Corporation 





Value creators 


Infosys Technologies 


‘vst E pen 


Bongaigaon Refinery & Patrochomica 


a aaa 


GlaxoSmithKline Consumer Healthcar 





SORA EI aya ATA eg RE A ie 





The top 50 


Return on 
assets 


(%) 





For definitions, saaat and notes see page 58 
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Reliance Telecom 


NTC (UP) 


NTC (MP) 
! NTC (Gujarat) 


MS Shoes East. 

ispat Profiles India 

 Hindustan Cables "M 
Parasrampuria Synthetics — 


l Hindustan | Photo Films Mig Co. 

_Gontermann-Peipers (India) - 
Ashima 

Hindustan Fertilizer Corp. - 

NTC (Maharashtra North) - 

-HMT Machine Tools 


 Fertilizer Corp. of India 

-Sterlite Optical Technologies - 
ieee 
-National Jute Mfrs Corp. 


 JCT Electronics - 


i National Organic Chemical Ind. - 
NIC (South Maharashtra) 
. Modern Syntex (India) 


- Cement Corp. of India n 

IG Petrochemicals —— 
= 
_ Burn Standard Co. 
NTC (WB, Assam, Bihar & Orissa) — 


| SIEL 


Value destroyers 
BW 
Company rank | 


Usha Ispat 

BSES Yamuna Power MEM 
Trigyn Technologies — 
Electrolux Kelvinator — —  — 5 
Vides RET MELDE 


(TC* (AP, Karnataka, Kerala, Mahe) — 447 
Mining & Allied Machinery Corp. 


Fertilisers & Chemicals, Travancore | 


Indian Charge Chrome ———— 
indian Drugs & Pharmaceuticals 
ITI 

Indian Iron & Steel Co. 

Western Electricity Supply Co. of Orissa. ; 


SIV industries s 
Krishna Lifestyle Technologies - 


Southern Petrochemical Ind. eid i 


Hindustan Copper 


Heavy Engineering Corp. 
Greaves Cotton —.— i 
Hindustan Steelworks Construction - 
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Punjab State Electricity Board - 
Andrah Pradesh Power 
Generation Corp. 

Karnataka Power Corp. 
Transmission Corporation of 
Andhra Pradesh 

‘indian F Farmers Fertiliser Co- -0p.- 
Satluj Jal Vidyut Nigam 
Sahara India Commercial Corp. - 
‘Daewoo Motors India 

Central Power Distribution Co. of 
Andhra Pradesh 

Maha. State Road Devp. Corp. 
Jindal Stainless 

Ajmer Vidyut Vitran Nigam 
Southern Power Distribution Co. 
of Andhra Pradesh 
























 Krishak Bharati Co-op. - 
Punjab Agro Ind. Corp. 

BSES Rajdhani Power 
Northern Power Distribution Co. 
























Coal India - 
Rural Electrification Corp. 
-Jaiprakash Industries 
Jindal Strips 

Malvika Steel — 
. Mudran 
AA a ! Tata International - 

(MT. ‘Ford India 


_ Spice Communications - 
 Gitanjali Gems 


_MaduraCoats — 


Parekh Platinum 
 Godrej Appliances 
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Jaipur Vidyut Vitran Nigam | 7 MM 


38 Bharatiya Reserve Bank Note - 


Lafarge IS — ntn 


Mind Lever Chemicals — 
- United Phosphorus - MT 
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of Andhra Pradesh 
City & Industrial Development 
_ Corp. of Maharashtra 








North Delhi Power 







Adani Wilmar 









of Orissa — | 
Karnataka State Road 
„Transport Corp. 






indo € Gulf Fertilisers 
Haryana Agro ind. Corp. 







Johnson & Johnson 
| Patni | Computer Systems 
Petronet LNG 











-Pfizer 


Exits 


Kodak India 

Modi Rubber 

Gillette India 

Ambuja C Cement Rajasthan. 
Xerox Modicorp - 


United | Breweries (Holdings) - 





Excel Industries 








Max India 








- Reckitt | Benckiser (India) - 


Saurashtra | Cement | 












Videocon Communications - 
GTC industries 
Concorde Motors 
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Jodhpur Vidyut Vitran Nigam - 


Karnataka Neeravari Nigam —— 
 UniphosEnterpises — 


P Western Electricity Supply. Co. 


| Mother Dairy Food Processing | 


- Gujarat State Petroleum Corp. |. 
 BSESYamunaPower — — — 


Information & Telecommunication 


aa 
X Binani Industries "RN 7 
Wiid bais 007 
[Or O, 
Kirloskar Electric Co. — — — 


] DLF C Commercial Developers uM 





Gitanjali Exports Corporation — 
Classic Diamonds (India) — 
Asahi India Glass B 
Simplex Concrete Piles (india) | 
MS Shoes East 
Jagatjit Industries - 
Eicher A Motors m 
Visvesvaraya. Vidyut Nigama - 
Appollo Fibres 
‘SBF I industries | E 
Madhya Pradesh Glychem Ind. | 
Goa Shipyard —  —  88— 
Arvind Brouci l i —— 
Ruchi Infrastructure | mM 
Progressive | Constructions - : 
Welspun-Gujarat Stahl Rohren 
Polaris Software Lab B 
Gujarat Ambuja Exports 
Tamil Nadu State Transport Corp. 
| (Kumbakonam Div.-l) - 

Goetze (India) 

United | Breweries I 








































P&G Hygiene & Health Care 
Bannari Amman Sugars 
 Morarjee Goculdas Spinning & 
. Weaving Co. "M 
. Bharat Gold Mines - 
| Lucas-TVS- 
Andhra Pradesh Paper Mills — 
. Tata Infotech P : | 
. Information ' Technologies (India) 7 
Search Chem Ind. | 
-IFB Industries 
Sun Earth Ceramics 
Madras A Aluminium Co. u 
Torrent Pharmaceuticals — 
Wockhardt Lifesciences - m 
| Novartis India 
LG Hotline Cpt 
PSL 
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Tata Teleservices 
Delhi Metro Rail Corp. 


Sterlite Optical Technologies 
231 Balaji Industrial Corp. — 


































Bharti Infotel 310 Reliance Telecom | 

Jaiprakash Associates 223 Alstom Projects India 

i-flex Solutions — 386 KitplyIndustries — 

“Shah Alloys — | 204 Pentamedia Graphics — 
Gujarat Mineral Dev. Corp. ——— 209 Jain Irrigation Systems ——— 
ONGC Videsh 258 Godavari Fertilisers & Chemicals 








Samsung India Electronics 
Godrej & Boyce Mfg Co. 
National Projects Const. Corp. 


ae pee ae Ra 
241  Pentasoft Technologies 
423 EnnorePort — 
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448 National Steel & Agro ind. ——— — 339 Ashima — 
265  Cadila Healthcare - 414 Krishna Lifestyle Technologies - 
393 Agro Tech Foods 221  Rallis India 









382 JCT Electronics 
456 SM Dyechem 
308 Electronics Corporation of India 


291 Finolex Cables 
330 Recron Synthetics 
236 GSK Consumer Healthcare 
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379 National Textile Corp. (Gujarat) 
387  Allanasons 


381 Bayer Cropscience 








220 Punjab Tractors 






194 Ircon International - 
318 GVK Industries 
uU esa 
316 Bata India 


418  Bajaj Tempo 
460 Guj. Chemical Port Terminal Co. 


323 Uttam Galva Steels 
459 SKF India 
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ABB 
Abhishek Industries 
Adani Wilmar 
Agro Tech Foods 
Ahmedabad Electricity Co. 
Air India 
Airports Authority of India 
Ajmer Vidyut Vitran Nigam 
Alembic 
Allanasons 
Alok industries 
Alstom 
Alstom Projects India 
Ambuja Cement Eastern 
AP Power Generation Corp 
Apar Industries 
Apollo Hospitals Enterprise 
Apollo Tyres 
Appollo Fibres 
Arvind Mills 
Arvind Products 
Asahi India Glass 
Ashima 
Ashok Leyland 
Asian Paints (India) 
Asian Star Co. 
Associated Cement Cos 
Atul 
Aurobindo Pharma 
Aventis Pharma 
BASF India. 
BPL 
BPL Mobile Cellular 
BPL Mobile Comm. 
BSES Rajdhani Power 
BSES Yamuna Power 
Bajaj Auto 
Bajaj Tempo 
Balaji Distilleries 
Balaji Industrial Corp. 
Ballarpur Industries 
Balmer Lawrie & Co. 
Balrampur Chini Mills 
Bata India 
Bayer Cropscience 
Bellary Steels & Alloys 
Bennett, Coleman & Co. 
Berger Paints india 
Bharat Aluminium Co. 
Bharat Bhari Udyog Nigam 
Bharat Coking Coal 
Bharat Dynamics 
Bharat Earth Movers 
Bharat Electronics 
Bharat Forge 
Bharat Heavy Electricals 
Bharat Petroleum Corp. 
Bharat Sanchar Nigam 
Bharti Cellular 
Bharti Infotel 
Bharti Mobile 
Bharti Telecom 
Bharti Tele-ventures 


For definitions, explanations and notes see page 58 
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Company 


Bhushan 

Bhushan Steel & Strips 
Binani Cement 

Birla Corporation 

Birla VXL 

Bombay Dyeing & Mfg Co. 
Bongaigaon Ref. & Petro. 
Brakes India 

Britannia Industries 

Burn Standard Co. 


CMC 

Cadbury india 

Cadila Healthcare 
Castrol india 

Ceat 

Cement Corp. of india 
Central Coalfields 
Cen. Power Distn. Co. of AP 
Central Warehousing Corp. 
Century Enka 

Century Textiles & Ind. 
Chambal Fert. & Chem. 
Chemplast Sanmar 
Chennai Petroleum Corp. 
Cipla 

Cidco (Maharashtra) 
Classic Diamonds (india) 
Colgate-Paimolive (India) 
Container Corp. of India 
Core Healthcare 
Coromande! Fertilisers 
Crompton Greaves 
Cummins India 

DCM Shriram Consolidated * 
DCM Shriram Ind. | 
DCW 

DLF Universal 

Dabur India 

Daewoo Motors india 
DHBVN 

Dalmia Cement (Bharat) 
Deepak Fert. & Petro. Corp. ` 
Delhi Metro Rail Corp. | 
Dhampur Sugar Mills 
Dimexon Diamonds 

Dr. Reddy's Laboratories 
Dredging Corp. of india 
Duncans industries 
Durgapur Projects 
EiD-Pamy (ndia) 
EIH 

Eastern Coalfields 

East. Power Distn Co. (AP) 
Eicher 

Eicher Motors 

Electrolux Kelvinator 
Electronics Corp. of India 
ElectroSteel Castings 
Engineering Projects (India). 
Engineers India 

Ennore Port 

Escorts 





aav. 


Fasc o0 0 


Company 


Escotel Mobile Comm. 
Eskay K'n'it (india) 

Essar Oil 

Essar Power 

Essar Projects 

Essar Shipping 

Essar Steel 

Essel Propack 

Eveready industries (India) 
Exide Industries 


Fertilisers & Chem., Trav. 
Fertilizer Corp. of india 
Finolex Cables 

Finolex Industries 

Flex industries 

GAIL (India) — 

GHCL 

GTL 

GVK Industries 

Gammon india 

Garden Reach Ship. & Eng. 
Garden Silk Mills 

Garware Polyester 

Gharda Chemicals 

Gitanjali Exports Corp. 

GSK Cons. Healthcare 
GSK Pharmaceuticals 

Goa Shipyard 

Godavari Fert. & Chemicals 
Godfrey Phillips india 
Godrej & Boyce Mfg Co. 
Godrej Industries 

Goetze (India) 


Gontermann-Peipers (India) . 39 


Goodlass Nerolac Paints 
Goodyear india 

Graphite india 

Grasim Industries 

Great Eastern Shipping Co 
Greaves Cotton 

Gujarat Aikalies & Chem. 
Gujarat Ambuja Cements 
Gujarat Ambuja Exports 
Guj. Chem. Port Term. Co. 
Gujarat Gas Co. 

Gujarat Ind. Power. Co. 
Gujarat Mineral Dev. Corp. 
Gujarat Narmada Valley Fert. 
Gujarat State Elec. Corp. 
Guj. State Fert. & Chem. 
Guj. State Petro. Corp. 


H&RJohnson (India ^ 48 


HCL infosystems 

HCL Technologies 

HEG 

HMT 

HMT Machine Tools 
Haldia Petrochemicals 
Haryana Agro Ind. Corp. 
Haryana Power Gen. Corp. 
Haryana Vid. Prasaran Nig. 
Heavy Engineering Corp. 
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TBP Co. o 


{spat 


| JCT Electronics 










BW ind. 
500 table 
Company rank no 
Hero Cycles 
Hero Honda Motors 


Himachal Futuristic Comm. 
Hindalco Industries 
Hindustan Aeronautics 
Hindustan Cables 
Hindustan Construction Co. 
Hindustan Copper 
Hindustan Fertilizer Corp. 
Hindustan Lever 

Hindustan Motors 
Hindustan Organic Chem. 
Hindustan Paper Corp. 
Hindustan Petroleum Corp. 
Hind, Photo Films Mfg Co. 
Hindustan Shipyard 
Hindustan Steelworks Cons 
Hindustan Times 
Hindustan Zinc 
Hindusthan Eng. & Ind. 
Honda Siel Cars India 
Hotel Leelaventure 
Hutchison Essar Telecom 
Hy-Grade Pellets 

Hyundai Motor India 





ICI india 

iG Petrochemicals 

ITC 

imi 

idea Cellular 

i-flex Solutions 

india Cements 

indian Airlines 

indian Aluminium Co. 
Indian Charge Chrome 
indian Drugs & Pharma. 
indian Express (Bombay) 
indian Farmers Fert. Co-op. - 
indian Hotels Co. | 
indian Iron & Steel Co. 
Indian Oil Corp. | 
indian Petrochemicals Corp. 
indian Rayon & Ind. 
Indian Seam. Metal Tubes 
indian Seam. Steels & Alloys 
indo Gulf Fertilisers 

indo Rama Synth. (india) 
infosys Technologies 
IPCA Laboratories 

Ircon International 

Ispat industries 

ispat Metallics india 
Profiles India 









JCT 

JK Corp 

JK Industries 

JK Paper. 

JK Synthetics 

Jagatjit Industries 

Jain Irrigation Systems 


Company 


Jaiprakash Associates 
Jaiprakash Hydro Power 
Jaipur Vidyut Vitran Nigam 
Jayaswals Neco 

Jindal tron & Steel Co. 
Jindal Poly Films 

Jindal Stainless 

Jindal Steel & Power 
Jindal Thermal Power Co. 
Jindal Vijayanagar Steel 
Jodhpur Vidyut Vitran Nig. 
Johnson & Johnson 
Jubilant Organosys 

KEC Intemational: 


Karnataka Neeravari Nigam 


Karnataka Power Corp. 
Kar. Power Transm. Co. 
Kar. State Road Tran. Corp. 
Karp impex 

Kesoram Industries 
Kirloskar Brothers 
Kirtoskar Oil Engines 
Kitchen Appliances India 
Kitply Industries 

Kochi Refineries 

Konkan Railway Corp. 
Krishak Bharati Co-op. 
Krishna Bhagya Jala Nigam 
Krishna Knitwear Tech. 
Krishna Lifestyle Tech. 
Kudremukh iron Ore Co. 
LM | 
Lakshmi Machine Works 
Larsen & Toubro 

Liberty Oil Mills 

Lioyds Steel Ind. 

Lupin 

MS Shoes East 

MP Glychem ind. 

Madras Cements 

Madras Fertilizers 

Mafatial Industries 
Mahanadi Coalfields 
Mahanagar Tel Nigam 
Maha. State Rd Dev. Corp. 
Mahavir Spinning Mills 
Mahindra & Mahindra 
Mahindra-British Telecom 
Mangalore Chem. & Fert. 
Mangalore Ref. & Petro. 
Mardia Chemicals 

Marico industries 

Maruti Udyog 

Mazagon Dock 

Mcdowell & Co. 

Metro. Tran. Corp. (Chennai) 
Micro inks 

Mining & Allied Mach. Corp. 
Mirc Electronics 

Modern Syntex (India) 
Mohan Breweries & Distill. 
Morepen Laboratories 


Dii & Natural Gas Corp. 








Moser Baer india 
Mother Dairy Food Process. 
Motor Industries Co. 
Mphasis BFL 
Mukand 

Mysore Cements 


Nagarjuna Fert. & Chemicals 
Nahar Spinning Mills 
Narmada Hydro. Dev. Corp. 
National Aluminium Co. 
National Buildings Const. 
National Fertilizers 
National Hydro-Electric Pow. 
National Jute Mfrs. Corp. 
National Mineral Devp. Corp. 
National Org. Chemical Ind. 
National Proj. Cons. Corp. 
National Steel & Agro Ind. 
Nestle india | 
Neyveli Lignite Corp. 
Nicholas Piramal India 
Nirma 

North Delhi Power 

North Eastern Elec. Power 
Northem Coalfields 
Northern Pow. Dis. Co. (AP) 
NTC* (AP, Kar., Ker., Mahe) 
NTC (Gujarat) 

NTC (MP) 

NTC (Maha. North) 

NTC (South Maha. ) 
NTC (TN. & Pondicherry) 
NTC (UP) 

NTC (WB., Ass., Bih. & Ori.) 
NTC 
NTPC 
Nuclear Power Corp. of India ` 
Numaligarh Refinery 


Oil india 

ONGC Videsh 

Orchid Chem. & Pharma. 
Orient Paper & Ind. 
Oswal Chemicals & Fert. 
Paradeep Phosphates 
Parasrampuria Synthetics 
Patni Computer Systems 
Pawan Hans Helicopters 
Pentamedia Graphics 
Pentasoft Technologies 
Petronet LNG 

Pfizer 

Philips Indía 

Phillips Carbon Black 
Pidilite industries 

Polaris Software Lab 
Power Grid Corp. of India 
Prakash Industries 

Prism Cement 
Progressive Constructions 
Punj Lloyd 


* National Textile Corporation * * Tamil Nadu State Transport Corporation 
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Punjab Agro Ind. Corp. 
Punjab State Elec. Board 
Punjab Tractors 


. Rajasthan Spg & Wg Mils 461 


Rallis India 
Rama Newsprint & Papers 
Ranbaxy Laboratories 


Rashtriya Chemicals & Fert. 108 


Rashtriya Ispat Nigam 
Raymond 

Recron Synthetics 
Redington (india) 

Rei, Comm. infrastructure 
Reliance Energy 

Reliance Industries 


Reliance Ports & Terminals . 


Reliance Telecom 
Reliance Utilities & Power 
Roita India 

Roofit Industries 

Ruchi infrastructure 

Ruchi Soya Ind. 

SIEL 

SIV industries 

SJK Steel Corp. 

SKF India 

S Kumars Nationwide 

SM Dyechem 

SRF : 

SS! 

SVC Superchem 

Sahara Airlines 

Sahara india Com. Corp. 
Saint-Gobain Glass india 
Sakthi Sugars 

Samsung India Electronics 
Samtel Color 

Sanghi Industries 

Sanghi Polyesters 
Saraswati Ind. Syndicate 
Sardar Sarovar Nar. Nigam 
Satiuj Jal Vidyut Nigam 
Satyam Computer Services 
Saw Pipes 

Shah Alloys 

Shaw Wallace Distilleries 
Shipping Corp. of india 
Shree Cement 

Shree Rama Mutti-Tech 
Siemens 

Sify 

Silverline Technologies 
Simpiex Conc. Piles (India) 
Singareni Collieries Co. 
Sintex Industries 

South Eastern Coalfields 
Southern Iron & Steel Co. 
Southern Petro. Ind. Corp. 
South. Pow. Distn Co. (AP) 
Spic PetroChemicals 

Steel Authority of India 
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EEE 


Company 


Sterlite Industries (India) 
Sterlite Optical Technologies 
Suashish Diamonds 

Sun Pharmaceutical Ind. 
Sundram Fasteners 
Sunflag iron & Steel Co. 
Supreme Industries 
Supreme Petrochem 
Su-Raj Diam. & Jewellery 
Surat Electricity Co. 
Surya Roshni 

Suzion Energy 

SWIL 


TVS Motor Co. —— o > 
Tamil Nadu News. & Papers 





TNSTC* * (Kumb. Divn.-I) 
Tamil Nadu Petroproducts 
Tata Chemicals 

Tata Iron & Steel Co. 

Tata Motors 

Tata Power Co. 

Tata Sons 

Tata Tea 

Tata Teleservices (Maha) 
Tata Teleservices 

Tehri Hydro Devp. Corp. 
Telco Cons. Equipment Co. 
Telecomns Cons. india 
Thermax 

Titan Industries 

Tractors & Farm Equipment 
Transmission Corp. of AP 
Trigyn Technologies 
Triveni Engineering & Ind. 
Tube Investments of india 


Uniphos Enterprises . 





UniTech 

United Breweries 
Uniworth 

Usha Ispat 

Usha Martin 

Uttam Galva Steels 

Uttar Haryana Bijli Vit. Nig. 


VST industries 


Vadinar Oil Terminal 


Vardhman Spg & Gen. Mills 335 


Videocon Appliances 
Videocon International 
Videsh Sanchar Nigam 


Visvesvaraya Vidyut Nigama ` 


Voltas 


‘Welspun-Guj. Stahl Rohren: 
West Ben. Power Devp. Corp. - 


West Coast Paper Mills 
Western Coalfields 


Wes. Elec. Sup. Co. (Orissa) © 


Whirlpool of India 
Wipro 

Wockhardt 

Zee Telefilms 
Zuari Industries 














BROWSING 


Venkatesh Valluri 


Managing Director, 
Agilent Technologies 


lam reading GOOD TO GREAT by 
Jim Collins. It is interesting to know 
that leaders who make the biggest 
impact tend to be those who demon- 
strate personal humility. The Level 5 
leadership attributes described by 
Collins are really insightful. I particu- 
larly liked the one that talks about en- 
suring the overall good of the organi- 
sation and employees over the long 
term, as opposed to maximising 
short-term gains. There are a 
number of best practices to be learnt 
from this book. 

I also enjoy reading Fritjof Capra's 
books — The Tao of Physics and The 
Uncommon Wisdom. The ways in 
which he relates metaphysics to 
some common events in life is 
unique. They are intellectually stimu- 
latingandagreatreadonflights. Wi 


ALERT 


Costume, Textiles and Jewellery of 
India: Traditions in Rajasthan 

By Vandana Bhandari 

Prakash Books 





SOME coffee table 
books turn out to be sur- 
prising treasures when 
written by erudite au- 
thors. Others are no 
more than picture al- 
bums loosely held to- 
gether by a narrative 
that seems an afterthought. Van- 
dana Bhandari's book is the result 
of a research done for a doctoral 
thesis, but it is primarily visual. If 
you like picture books, the price tag 
(Rs 2,750) shouldn't deter you. 








The might or 


SHISHIR PRASAD 





N thelast 20 years, there have been 
very few companies that have 
done battle with Microsoft and 
lived to tell the tale. Oracle is one 
company that comes to mind. The 
German software giant SAP is an- 
other. SAP does not compete directly 
with Microsoft in consumer software 
and neither does Oracle. Both these 
companies have had the measure of Mi- 
crosoft in corporate software. In con- 
sumer software — software that you or I 
buy — no challenger to Microsoft's 
hegemony has survived. Except Intuit. 
Intuit is the lone Gaul village holding out 
to the Roman Empire of Microsoft. 





Intuit is a $1.8-billion company that | 


develops personal finance software 
Quicken among other products. 
Quicken is designed to give the home 
PC-user electronic control over an inte- 
grated set of personal finance records 
and transactions. 

The software includes an “electronic 
checkbook”, which automates check 
writing and check register, record keep- 
ing, household budgeting, personal as- 
set and liability tracking and reporting. 
This includes a wide array of features 


SELECTION 


Be smart when 
you get lucky 


HIS is not the publishing equivalent 

of those, um, snake oil salesmen. 
Nor is it a hagiography. Instead, in 
LUCKY OR SMART (Random House), Bo 
Peabody is trying to explain how his life 
as an entrepreneur illustrates an impor- 
tant point on entrepreneurship. 

Here it is in 62 pages: In 1991, 
while a freshman in college, Bo came 
up with the idea of creating a site that 
would give practical advice to students 
on education, health, personal finance 
and so on. He hired techies to do the 
coding for him. But, driven by another 








from loan, stock and bond portfolio 
tracking to home inventories. Intuit was 
the first company to develop this mar- 
ket and is its undisputed leader. 
Microsoft has never really liked this fact 
and has tried its level best to slay Slade, 
the code-name for Intuit at its Redmond 
headquarters at one time. It has failed 
every time. 

Inside Intuit, How the Makers of 
Quicken Beat Microsoft and Revolution- 
ized an Entire Industry is as much about 
the founding of Intuit as much as it is 
about its competition with Microsoft, 
and it is a tale well told. It is amazing to 
note the differences between Bill Gates, 
whose personality looms large over Mi- 
crosoft even now, and the founder of In- 
tuit, Scott Cook. Gates is a dence t 





SUZANNE TAYLOR is a marketing strat- 
egy consultant who has worked and 
consulted for several companies includ- 
ing Intuit, Yahoo! and Microsoft. She 
was with Intuit for eight years 





KATHY SCHROEDER is a full-time au- 
thor. Earlier she was a marketing man- 
ager at Ford Motor Company and has 
worked in project management and cor- 
porate marketing for Risk Management 
Solutions and NetEarnings.com 








idea, the programmers wrote code that 
allowed people to create personal 
home pages. Thus was born Tripod. 

By 1995, traffic was booming. Won- 
dering if this could be parlayed into a 
business, Bo borrowed a library book 
called How to Write a Business Plan. 
Then came the meeting with the VC 
firm partly because, as Bo says, his 
partner Dick's wife's brother's college 


LUCKY OR 
SMART 


Secrets to an 
Entrepreneurial 
Life 


By Bo Peabody 
Random House 


Pages: 62; 
price: Rs 125 
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INSIDE INTUIT 


How the Makers of 


Quicke 


and Revolitionized an 


guy who shows an innate sense of mar- 
keting and business strategy. Cook cut 
his teeth at Procter & Gamble and then 
at Bain & Company, and then moved 
into software. Gates took the operating 
system out of the attic and gave it to 
the teeming masses. Cook listened to 
his wife gripe about managing bill 
payments and got the idea to develop 
Quicken. 

In some ways, Quicken is a textbook 
approach to entrepreneurship. Both 
Cook and his co-founder and the first 


employee that Cook hired, Tom Proulx, - 


were models of diligence. Both were 
brilliant students. Proulx, at the age of 
four, insisted that he be woken up at 
4 a.m. to accompany his father on the 
newspaper delivery route. His father 


was studying law and to support himself | 








understood. "NE UT = 
, was he smart? Lucky? Or both? . 
es, luck is important, admits Bo . 
30 is being smart. Luck in business 
rent from regular old luck. The | 
an bes shifted i in ! your favour. ^ E 






oM.  RAISHEKHAR 


roommate knows someone o who kn ae us C NET 











: m tions correctly on Who Will 
- 4 Win A Billion? He insists he 
- doa not. cheated, but just got ai ee coc mat W 
ES ducky. But how did a penniless waiter ep oe ym. i ter — coul. 
| ingin a Bombay slum get lucky? Did he 3 i s Bom. ne eol ane 
guess the answers? No, says Ram. He 
~ knew the answers. Then where did luck |. 
‘| come in? "Wasn't 1 lucky," he asks, “that | 





route. While Cook had 
Mod god companies before he | 
started Intuit, 
had the courage to sign 
up for Cook's start-up 

company when it was 
still a concept on paper. 


dressing an obviously 
felt need, was rejected by almost every | 
single venture capitalist that the 
company contacted. 

One of the best things about Inside 


Intuit is that the authors avoid writing a | 


hagiography of Cook and Proulx. They 


worked on a newspaper | 


Proulx | 


a a aa a ee ee AT SE AS AA eT ee ee a aAA EN gmetad asta athe gts bo ehicedie ae adh riprende Do moe on B AD Y F3 AA oe EA 


i 
] 
i 


already worked for great | 


| 
| 
| 
| 
| 
f 
| 


| 


i 
| 
| 
| 
| 


| 


emerge as men who worked very hard, | 


created a great product and marketed it 


smartly to defeat Microsoft. They did | 


the regular things superbly and did not 
rely on heroics. 





The authors talk less about the per- | 


sonality of the founders and more about | 


the business decisions of the duo. Even 
the best of writers tend to get carried 
away and draw tenuous connections 


| 
| 
| 





ness thinking come alive. 

Take for example Intuit's attempts to 
break into the retail market. The prac- 
tice till then was to sell software through 
wholesalers and companies who ex- __ 
plained the features of the product. Ad- 
vertising was used simply to sell an — 
image or a concept. Having worked in 


| Procter & Gamble, Cook knew this was 
Intuit, in spite of ad- | 


not quite the way to go about it. He used 
features and benefit-oriented advertis- 
ing to explain Quicken. Soon Quicken 
sales took off. 

Intuit continued this run of success 
till 1994. It was then that Microsoft 
called in with a merger proposal. Cook 
saw the logic and readied his company 
to do the deal but the department of jus- 
tice filed an anti-trust case against 
Microsoft. In December 1995, the deal 
fell through because of legal implica- 
tions. Intuit lived on independently as it 
still does today, fated now to be a hero, 
and to soldier on alone. 

The only pity is that the personal fi- 
nance software market has remained 
very small. One does wonder if the 


between a subject’s taste in icecream | mighty marketing muscle of Microsoft 
| could have taken it places. This excel- 


lent book tells the story fluently and 


and his choice of successful business 
strategy. Authors Taylor and Schroeder 


| 


avoid this trap, thus making the busi- | 





c has answered 12 ques- 











which [E knew the answers?" He knew 





“|. the answers because he had encoun- 
| tered themi in his short but action- 


„packed life. And itis his highly improba- l 
ble but PESTY plausible life that 


| | 
they asked me only the questions to : | 
| 
| 
| 
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language: The writing ght and. 
But best of all, he knows how to be 
his story and, even more important, 
end it on just the right note. 4 


heer 


with insight. 








l i: -Swa p (Doubleday). 
ES | Swarup’ s debut. novel is. 
Ee spore At one level, is 
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1 OR THE first time since jawahadtal Nehru we 

have a prime minister who is educated, sin- 
- cere, honest and well meaning, He has con- 
-sciously moulded himself in the image of- 














nister with a human face. - 


vented diversification of agri- 
culture from wheat and rice, 
- and fertiliser and power subsi- 
dies have. mired these crucial | 
| industries in inefficiency and - 
underinvestment. The harm - 
. they have done to the econ- | 
 omy and the polity far exceeds 
any good totheir beneficiaries. — 
Now the Prime Minister is . 
about to adda fourth pillarto - 
the edifice: the employment - 
guarantee. The employmentit . 
will generate is doubtful. But it — 
will certainly generate consid- 
erable employment on paper; — 
-and the billions to be spent on : 
it will disappear into the pock- — 
ets-of politicians, clerks and. 
contractors. This is precisely 
























. thinly< and makes supervision difficult, 











"ho - at risk of building a structure of ignor 


< vive him for decades, if not centuries.” 






: could do. The PDS could do precisely what the employ- 


















- y an important i member of the new v gov- 





ev yt ni dreamo of attempting it. -Itis much eas- 


l ier to set up anew w high: aundiik: and highly misusable P : 


«^ Nehru;hewouldalso like to be remembered as | : 
ID | mentsof idis Apt. so that they acia benefit ther post zi 
Nehru is remembered today only as the builder of the : f 
- socialist state whose follies and excesses we have strug- |. 
. gled for fifteen years to dismantle. The Prime Ministeris | ui 
-- also about to take the risk that he will be remembered as | 
ms the builder ofthe greatest edifice of corruption since the 
. public distribution system (PDS), the fertiliser subsidy | 
. andthe power ‘subsidy. These three are the pillars of bu-. 


F hoops. It should not tbe necessary for the poor tc to ) break 
reaucrats’ and politicians’ venality. The PDS has pre- ; E 





The edifice of corruption has 
three pillars: food, power and fer- 
tiliser subsidies. The PM will add 
a fourth: employment guarantee 





CE the sort of scheme that our governrfient functionaries en- | 
- joy and misuse — a scheme which spreads responsibility. 
heme that will | ins 
.. «create such a widespread vested intere st that no subse- | so 
- . quent government will dare stop it. The Prime Ministeris | notonly 
| nis ny which wil sur- | merable 


^ Al bad schemes can be justified by the good they | 





ment guaranties scheme is supposed to: it could lift the 
of the poorest of the poor. The studies of 
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scheme than to reform an old one, . X e 
And yet, only this prime mini ster ha the intelligence, i 

the integrity and the courage not simply to sto em- 
ployment guarantee scheme, butto reform theoldir stru- 











ie; tati is requited is that it ‘disuld be chan- E 
| iew; more corruption-proof: schemes. _ 
: principle of such schemes i is that it should 









stones in the sun toget employment, orto find honest ra- 
~ tion shop owners; obvious in- 
dicators of poverty: and dep- 
.endence — such as childhood. 
_ or old age — should be suf- 
ficient for them to get benefit. 
` This argues for simple, uncon- 
ditional per capita subsidies to .- 
children and old people; the - 
_ subsidies the government can 
afford would be so modest that 
the well-to- do would not care. - 
to take them. Another obvious 
 .Sign of poverty j is poor housing 
and fragile property rights. 
3 Subsidising the construction of 
t mass, basic accommodation 
; for the poor would do more to 
‘remove the obvious stigma of 
poverty i from the people than 
any other ‘programme. 
."Iogethtiw with secure, weather- proof housing could go 
a direct subsidy to electricity consumed by. the poor, 
ad of the present indiscriminate. subsidy to the 
-cã edresidential consumers andf armers. Electricity is 
tonlyanilluminant, butitisthe juice: that powers innu- 
instruments that increase productivity and im- 
| prove. life. One reason why labour productivity i in this - 
country is so low is because electricity i is available to less © 
- thanahalfofthe population and electricity round the clo- 
ckto almost none except politicians and bureaucrats —— 
those whose productivity itis impossible to improve. And E 
thereason why only they get round-the- clock electricity 
is that cross-subsidies have made the power industry 
goes unattractive for investment p vate orp "eue E 



















ment guarantee d 
nor thei ignominy: 











Why are Infosys & Wipro 


setting up their own campuses in Kerala? 





The two IT parks, in God's own e-state, offer a unique 


convergence of quality infrastructure and inspiring environment 
.. prompting IT bigwigs to set up shop in God's own e-state. 


www.technopark.org 


r 1st IT Park to be assessed at CMMI Level 4 
r 15 lakh sq.ft. of workspace in a 156 acre campus 
a r65 companies/6500 software professionals 


r Majors include TCS, Infosys, Tata Elxsi, E&Y etc. 





www. infoparkkochi.com 


- 7 r 17 lakh sq.ft. of workspace in a 240 acre campus planned 








s du e m au pee 


r 1.2 lakh sq.ft. sold out/2 lakh sq.ft. being commissioned 
ry World class plug & play incubator for start- ups 


7 Pacific and Atlantic route of connectivity to US 


Kerala 


god's own e-state 


Image of Infopark 


Kerala offers: x Highest density of science & technology personnel * Lowest attrition rates 
* 15 Gbps bandwidth support * Operational costs lower by 50% x Pro-enterprise Government 


www.keralaitmission.org 


IBM recommends Microsoft® Windows’ XP Professional for Business. 








You're looking at the world’s most secure wireless 
PC. Now you can have security at your fingertips. Literally. That's because these IBM 


ThinkPad notebooks feature Intel® Centrino" Mobile Technology, so you can access your work 


wirelessly anytime. And with our biometric Integrated Fingerprint Reader, access is easier ^ 


than ever. Instead of entering tons of passwords, it all happens with just one swipe of your | 


finger and one password. These innovations, combined with our security chip and software, 
provide a level of security that no one else offers as a standard feature. Giving you the most 
j Y n d 


secure wireless PC available. Hands down. To see a flash demo, go to ibm.com/shop. 7 


- the easiest way to unlock it. 





The most secure wireless'. 
Only on a ThinkPad. 


Call 1600 443333 or visit ibm.com/in/thinkpad 


to buy direct, locate an IBM reseller or for more information. 
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centrino” 


MOBILE 
TECHNOLOGY 


integrated Fingerprint Reader 
Our newest innovation replaces 

passwords with something — £l 
youre not likely to forget. 
Your finger. 








IBM ThinkPad T42 
(Part No. 2373K1A) 


& @ Intel® Centrino" Mobile Technology 
p _ Intel® Pentium® M Processor 17 GHz 
UB (nei PRO/Wireless Network Connection € 
Microsoft® Windows® XP Professio 
. 512 MB RAM 
40 GB HDD 5400 rpm 
- 32 MB ATI Radeon 7500 
. CD-RW/DVD Combo drive 
- intel 802 115/g wireless (MPCI) 
.; Bluetooth/Modem (CDC) 
A B Ethernet (LOM) 
C UltraNAV 
Secure Chip 
: Integrated biometric fingerprint sc 
: 6-cell Li-lon Battery | 
. 358 cms (14 inches) TFT monitor 
: 3-year customer carry-in limited fn 
. global warranty 


Rs.1,24,900 






PRICE 


ISM. ThinkPad, ThinkCentre and ThinkVantage are registered trademarks or trademarks of International Business Machines Corporation in the US and/or other countries. Other company product or service names may be tre 
or service marks of their respective owners. Microsoft and Windows are registered trademarks of Microsoft Corporation. Certain Microsoft software product(s) included with this computer may use technological measures 
protection. IN SUCH EVENT, YOU WILL NOT BE ABLE TO USE THE PRODUCT IF YOU DO NOT FULLY COMPLY WITH THE PRODUCT ACTIVATION PROCEDURES. Product activation procedures and Microsoft's privacy pofi 
detailed during initial launch of the product, or upon certain reinstallations for the software product(s} or reconfigurations of the computer, and may be completed by Internet or telephone (toll charges may apply). “Estimat 


price. Sales tax and other levies extra. Visual used may not represent the actual product. ‘Available on select models only. Offer and prices subject to change without pri 


or notice. intel, intel logo, intel inside, Intel Inside } 


Centrino, Intel Centrino logo, Celeron, intel Xeon, Intel SpeedStep, Itanium and Pentium are trademarks or registered trademarks of intel Corporation or its subsidiaries in the United States and other countries. 


Os 


EAE AREAL 
_ EVERY WEEK 


i usinessworld 
Tobile's # 
00-POUND f 
orina 


okia India’s revenues already 
p Rs 7,500 crore. Its 
:gemony of the 

arket has made 

peneric to 

obiles. But is 


eev Sharma 
Nokia India 








McCann/MSFT/740/05/BW 


d 


N 


$ 
USA 


qu: 


S 
e 


C 
- 


SS 5 
SUAN Cores, 
Dr 
m 


A 


Be 
En 


(E. 


xs 


ARCU e 
Se TSR 
ae Ree 

N 


(^ = NU > PR 3 cm 
QUEE ` ERAS i 


[o2 


ed 

eA 
Yn 
eb 


ry 


Monts 
SIT 


S 


A 


ub 
i 
2 00 


Ud 


a 
Si 
SU 
E 
e 


2s 


QUAS 


te 
Mx 
sis 


S 
AE janes 
SEE: 
uei 


dor 
MSS NATAT 
UON UE 


SONS Po 


TE 


i 
d 


me 


Penne 
PX i 


Source: BearingPoint, 2004 


a Windows Server 2003 Full Support (24x7): 10% of servers are Enterprise Edition, 90% Standard Edition 
Ea Red Hat Full Support {24x7}. 100% of servers are AS Premium 

EI Red Hat Limited Support: 1096 of servers are AS Premium (24x7), 9096 ES Standard (12x5) 

Novell's SUSE Linux (24x7);: 10% of servers are Enterprise Server, 90% Standard Server 


$4,000,000 
$3,000,000 


$2,000,000 


Cumulative Costs (US$) 


$1,000,000 


$0 





3 YEARS 


A recent study of licensing and support costs conducted by BearingPoint, 
a leading independent consulting firm, found that these acquisition 
costs for Windows Server'" 2003 are comparable to Red Hat Enterprise 
Linux or Novell's SUSE Linux Enterprise Server "despite the common 
perception that Linux is free or very inexpensive." However, if you 
require full 24x7 phone support on all servers, licensing and support for 
Windows Server 2003 can cost up to 73% less than Red Hat Enterprise 
Linux* over five years. 


For the full study, visit microsoft.com/getthefacts 





Microsoft ; 
Windows 
Server Syster 


*Red Hat Full Support (24x7) estimates based on case where 100% of servers are Enterprise Linux AS Premium. Red Hat Limited Support estimates are based on case where 10% of ser 
are Enterprise Linux AS Premium {24x7 phone support) and 90% are Enterprise Linux ES Standard subscriptions (9 a.m.-9 p.m. EST M-F phone support). Windows Server estimates 
based on case where 10% of servers are Windows Server 2003 Enterprise Edition and 90% are Windows Server 2003 Standard Edition (24x7 phone support on all). This study 
commissioned by Microsoft. © 2005 Microsoft Corporation, All rights reserved. Microsoft, Windows, the Windows logo, Windows Server, and Windows Server System are either registered trademar 
trademarks of Microsoft Corporation in the United States and/or other countries. The names of actual companies and products mentioned herein may be the trademarks of their respective ow! 


Presenting SAMSUNG ( DLP“ driven by L 


A TEXAS INSTRUMENTS TECHNOLOGY 


Any more advanced and it will have a mind of its own. 


Samsung DLP""- digital technology in its purest, 
most refined form. Powered by the six engines 
of DNle™, to give you images exactly the way 
they were shot. Little nuances, vivid colours, 
darker darks and precise sharpness. To 
put it simply, it's going to revolutionise 
entertainment...around the world 


THE SIX etes — 


6 x DENSITY ENHANCER ERROR 
Ultra-high resolution makes pict e 
more crisp and vivid, boosts signa 
density and improves picture qua 


IMOTION OPTIMIZER ENGINE 
Perfect noise elimination system 
makes everything clearer without 
image spreads & spots. 


CONTRAST ENHANCER ENGINE 
Achieves rich and vivid picture through 
automatic adjustment of contrast and 
brightness to natural level. 


DETAIL ENHANCER ENGINE 
A delicate and perfect image is 
reahsed even in the smallest detail 


COLOUR OPTIMIZER ENGINE 
The most natural colours improved 
to match living hues of nature 


IMAGE OPTIMIZER ENGINE 


It gives natural colours and brightness 
whatever be the ambient lighting — 


conditions 


. 


For details, call Mr, Subrotah Biswas at 9811229292 or write to him at subrotah b@samsung.com 
Also log on to Www. samsungindia.com 
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Q Your cover story on ‘The 
Moving Design Line’ (BW, 
14 February) was very good 
with lots of information on 
auto-engineering design 
service companies. 
However, while you cited 
companies like Plexion and some 


start-ups, you didn't even consider the Rs 500- 
crore Dilip Chhabria Designs — simply known as DC Designs. 








We auto enthusiasts take a lot of pride in him, especially after 
he became the first Indian to design a foreign car like the Aston — 
Martin DB7 Vantage. He has also been involved in special editions 
of various cars assembled in India. It was disappointing to not find 


him featured in the article. 
Surya Kumar R.P, via email 





IT’S DOUBLE TAXATION 

When it comes to education, taxpayers 
get a raw deal. Under the present 
system, it amounts to double taxation: 
individuals and private educational 
institutions are paying taxes on 
education. Individuals should be 
allowed to deduct that part of their 
income spent on educating their 
children, up to 100 per cent. This year's 
Budget will, hopefully, address this 
area of personal taxation. 

Krrishan Singhania, Delhi 


NAIVE DECISION 

The blackmail of the government at the 
Centre continues at the behest of the 
Communists ("The 9.5% Effect’, BW, 

21 February). The decision to raise the 
EPF rate is so naive that even salaried 
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employees are criticising the move 
because they know it is impossible to 
provide a 9.5 per cent rate of return. 
Worse still, the government has put 
companies under great pressure. The 


|! decision on PF will only discourage 


MNCs from setting up shop here. 
Yugal Joshi, posted on BW website __ 


DEMAT ISN'T ANY CHEAPER 

It is not true that Sebi has made demat 
any cheaper (BW, 14 February). Most of 
the depository participants (DPs) dont 
have account opening charges. The 


! annual account maintenance charges 


vary from Rs 200 to Rs 350, as against 
Rs 1,200 per year which was stated in 
your article. The present demat charges 


| are Rs3 per certificate, and not Rs 53. 


The fact is Sebi never looks at the 
interests of small investors. 
R.S. Agarwal, by email 


BW replies: 

The story did conclude by saying, _ 
"given the host of other charges still 
being levied by DPs, this is just a small 
beginning" to imply that there is still 
room for reducing other charges. The 
charges mentioned were from Sebi's 
report on 'Reduction of Demat Char- 
ges. Some of those mentioned may be 
the highest being charged by any DP 





———X— 
Write in at | 
editor@bworldmail.com | 
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this issue 


Sanjeev Sharma, managing director, Nokia India 


cover stony se Mobile Moghul 


With revenues of over Rs 7,500 crore, Nokia India dominates the fast growing Indian mobile market. So much 
so that Nokia has become generic to mobiles in the country. However, buyers of high-end phones dont think 
Nokia is ‘cool’. Is the company at risk of losing margins in its search for mass? 


Reliance Carve-up — « Oil Mani 


The Ambani brothers are ready with a carve-up plan to Mani Shankar Aiyar believes he has a 
present their mother with on her birthday. Who gets what? strong case in hard-selling India as 


an oil destination. His vision is 
HLL India’s best-known FMCG company is likely to get a | backed by flair and imagination — 


new identity that will be in line with that of its MNC parent. traits that define him. Can it work for 


Politics Congress learns the coalition dharma. India, laced with dilemmas like the 
administered pricing mechanism? 

Sebi The finance ministry's cri- Mani Shankar Aiyar: the > 
sis manager is now in charge ofthe Se- | man with the plan 
curities and Exchange Board of India. 
But he will probably have to use a dif- 
ferent set of skills than the ones that got 
UTI and IDBI back on the rails. 


Basel-ll Banks may have to raise as much as 
Rs 12,000 crore to comply with the Basel capital norms. 


Patents its open source in biotech now. So, will the 
4 Damodaran: In the tough Sebi job | Linux model work in the life sciences? 
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IN VOGUE 


s2 Gadget Survey 


Its the age of wearable 
wireless and tech-powered 
apparel. Presenting the 
hottest gadgets of the 
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Mass vs margins 





HERE is this thing I ET = 

have noticed. Almost Businessworld 
everyone Iknowagrees \Yfe)e)l ue 

that Nokia doesn't 800-POUND P> 
make particularly good K&O wll WM 


looking, or for that matter feature- 
rich phones. But the vast majority of 
the people who say this also sport 
Nokia handsets. In fact, the com- 
pany's dominance ofthe Indian 
mobile handset market never ceases to amaze me. Even 
diehard contrarians who love to cock a snook at conventional 
choices end up choosing Nokia, easily the most conventional 
choice as far as handsets go. And it is precisely that dominance 
that has made the Finnish company one of the biggest MNC 
operations in the country today. 





But it is precisely that dominance, says senior editor Vanita 
Kohli-Khandekar, which also leaves Nokia vulnerable in one 
respect. In our cover story this issue, she analyses why Nokia 
must move quickly now if it doesn't want to sacrifice margins 
in its quest for mass. 


Moving on to another topic, what kind of Budget can one ex- 
pect from finance minister 

P Chidambaram this year? Will it be another dream Budget 
like the one he presented in 1997? 


In our cover story of the 7 February 
issue (‘The Making of Budget 2005’), 
we had already looked at the main 
proposals the finance ministry was 
debating. Whether he will announce 
all of them will largely depend on 
how much ofa free hand he has 
while preparing this Budget. The 
fact that the Left is demanding its 
pound of flesh in the form of some 
fairly reactionary policies is hardly a secret. I fear the Budget 
cculd end up being another compromise budget — where 
many hard decisions are postponed once again because of 
political compulsions. 


Businessworld 





Iam hoping, of course, that I will be proved wrong. At any rate 
our Budget issue next week will have the full analysis of 
whether Chidambaram has bitten the bullet or not. 


‘Baal Lait 


PROSENJIT DATTA, EXECUTIVE EDITOR 
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TATA STEEL 
Destination 
Chhattisgarh 


ATA Steel is planning to set up a 
í 2 million-3 million tpa long pro- 
ducts plant. A spokesperson for 

Tata Steel confirmed the move. 

The company is yet to zero in on the 
location for the new plant, but says it is 
looking at a couple of places like Chhat- 
tisgarh and Andhra Pradesh and may 
settle for the former. 


Tata Steel teams have carried out 
surveys in three districts there: Bilaspur, 
. Raigad and Bastar. “Chhattisgarh is rich 
in minerals, and as a location, is as en- 
dowed as Jharkhand or Orissa,” says a 
^ Delhi-based steel expert. The move 





BW ARCHIVE PHOTO 
goes well with Tata Steel's philosophy of 
deintegrating production across the 
value chain — finishing facilities could 
be closer to the customers while steel- 
making could be where it is competitive. 
Once the new plant is commis- 
sioned, Jamshedpur will make mainly 
. flats. Because of the activity in infra- 
structure, housing and industry, de- 
mand for longs is growing at 9-10 per 
cent, faster than for flats at 6-7 per cent. 
Tata Steel's branded longs command a 
premium in the market. E 
RANJU SARKAR 





News onthe web, > 
Rerouting ILD calls: Reliance 
Infocomm may not be the only 
one that was trying to avoid pay- 
ing access deficit charges 


| a 
4 — 
JACI ITI Ln oua. y LEER 


Rs): ace www.businessworldindia.com 












AMBANI VS AMBANI 


Final solution in sight 


HE Reliance saga could 
T finally be reaching its 

climax. Sources close 
to the Ambani family say that 
ICICI CEO K.V. Kamath, who is 
the arbitrator in the dispute 
between the two brothers 
Mukesh (L) and Anil (R), has 
prepared his final report sug- 
gesting a way to carve up the 
empire between the two. The 
brothers are expected to pre- 
sent it to their mother Kokilaben Am- 
bani in the next few days. 

Over the last couple of days, Ka- 
math has had more than one round of 
meetings with the two brothers at his 
Bandra Kurla Complex headquarters 
in Mumbai, sometimes separately 
with each one and also together. Ac- 
cording to the terms of the division, 


HEMANT MISHRA 


INDUSTAN Lever (HLL), In- 

H dias best known MNC, will 

soon be moving to a new cor- 

porate identity. On the anvil is a new 

name as well as a corporate logo — as 
mandated by parent Unilever. 

It isn't easy to shake off nearly 49 

years of local heritage at one go. That's 





what the marketing honchos at Uni- 


lever and HLL are finding out. A spe- 
cial project team in the chairmans of- 
fice, led by HLL manager Sonia Singh, 
is putting the finishing touches to the 
new identity. If sources are to be be- 
lieved, HLL could now be rebranded 
as HUL — Hindustan Unilever. 

HLLS national management com- 
mittee will take a decision in about a 
month, before it is placed for approval 
at the next AGM in June. The official 
HLL spokesman declined to comment. 

The identity changes at HLL are 
driven by Unilever's attempt to create 
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SANJIT KUNDU 


The Carve-up | 
MUKESH AMBANI 

è RILs oil & gas business: 27,335 

e Reliance Infocomm: 2,707. 
ANIL AMBANI 

è RIL’s petrochem business: 28,384 

* IPCL: 13,602 

* Reliance Energy: 3,516 
* Reliance Capital: 564 


Figures: Sales 
in Rs cr 





BREAKING NEWS 


Rebranding HLL 


a uniform corporate brand across the 
world. On 12 February 2004, Unilever 
had rolled out a new corporate brand 
in line with its future direction. Since 
then, almost all the Unilever sub- 
sidiaries have moved to the new iden- 
tity, which consists of the Unilever 
brand followed by the name of the 
country (e.g., Unilever Japan). 

In India, managing the switch will 





be far from easy. HLL has had a 
decades old heritage in India. Lever 
Brothers began operating in India 
way back in 1933 and HLL came into 
being in 1956. Since then, HLL al- 
ways had very strong local roots and 
was rarely seen as an MNC. Right 
from the late 1950s, several local stal- 
warts like Prakash Tandon, T. 
Thomas, A.S. Ganguly and S.M. Datta 
went on to head HLL. Even brands 
like Lifebuoy, Surf and Lux have been 
household names for years. 
Interestingly, this strong local as- 
sociation has emerged in extensive 
consumer research done over the 
last few months. It shows the name 
'Hindustan' is strongly etched in 
consumer memory. HLL managers 
say they prefer to preserve that her- 
itage. "We are keen to leverage that. 
equity" says an HLL manager, on 
conditions of anonymity. Three new 
names have been shortlisted: HUL, 
Unilever Hindustan and finally, 
Unilever India. So far, the first op- 
tion, HUL, seems the most likely. W 
INDRAJIT GUPTA 
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GOVERNMENT GUARANTEED BONDS 


Who will bell the govt? 


N 16 February, United Western 

Bank convened a meeting of in- 

vestors who had bought bonds 
issued by loss-making PSU software 
firm Instrumentation. United Western 
is the debenture trustee. 

In 2002-03, Instrumentation ran up 
anetloss of Rs 29.17 crore on net sales of 
Rs 12.05 crore. It is almost sick. It made 
two bond issues to fund voluntary re- 
tirement schemes. Series A raised Rs 28 
crore, and Series B Rs 35 crore. 
The bonds were guar- 
anteed by the Union 
government and, 
hence, got AAA rat- 
ing from Crisil. 
United Western is 
the trustee for the 
Series B bonds. In- 
strumentation de- ~ 
faulted on an interest 
payment due on 31 De- 
cember 2004, putting India’s 
sovereign rating under threat. 

The meeting was for all investors 
in the Series B bonds. On Series A bonds, 
the first interest payment was due on 30 
June 2004. It was made on time, but 
without following the required escrow 


















mechanism. Anticipating trouble, the | 
trustee for the Series B bonds, where the | 
interest payment was dueon 31 Decem- | 


| terinvoking the guarantee was given to 
the government. Yet, there was a default. 
"We were told by first week of Febru- 
| ary, it will be sorted out. But nothing's 
; happened yet, so we want to seek your 
opinion on what we should do next," the 
trustee told the assembled investors. 
The amount at stake was just Rs 3.36 
crore. But once the investors take legal 
action invoking the guarantee, it could 
be for the interest and the principal. 
But will someone actually risk 
-hauling up the government? 
<. In the case of Instrumen- 
tation, none did. Some 
bank treasurers rued 
that if payments did 
not come by the end 
of March, they would 
have to classify their 
investments as NPAs 
as per the 90-day rule. 
Though alot of provi- 
dent funds are investors, 
their ticket size is too small 
— at least 75 per cent of the lenders (by 
value) need to agree before the trustee 
can initiate action against the defaulting 
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company and the government. as 
VIKAS DHOOT 
|, Formoreon the trouble with guarantees 





ber, told the company in advance is fal: | n — 


low the structure. On 1 December, alet- | 
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VIOXX 


Vexing the DCGI 


The verdict 


How the 32-member US advisory panel voted on disputed drugs 


Molecule 






ViOxx aezeeJd Merck 
Celebrex BEeSIZVeA EE Pfizer | 
Bextra Mellezeee» Pfizer | 


Company Votes for 





Abstained 





Votes against 


17 15 Nil 
31 1 Nil 
17 13 2 





AST week, a 32-member US 
advisory panel voted by a slim 
margin in favour of Merck re- 
launching painkiller Vioxx with 
strong warnings about its heart-related 
side effects. The panel also advised 
other such drugs like Pfizer’s Celebrex 
. and Bextra, prescribed for arthritis, to go 


—. with similar warnings. 


In India, the ball is back in the Drugs 
Controller General of Indias (DCGI) 
court. After Merck’s voluntary with- 
drawal from global markets, DCGI Ash- 
wini Kumar banned Vioxx copies on the 





advice of the National Pharmacovigi- 
lance Advisory Committee (NPAC). But 
if Merck relaunches Vioxx, will the DCGI 
put the drug back? “We are waiting and 
watching. We don't know if the FDA 
panel' exercise was only academic," he 
told BW. There is pressure on him. At 
least one Indian manufacturers' lobby 
says that Vioxx copies can now be safely 
brought back. Who will the DCGI heed? 

Though India is the world's fourth- 
largest drug market by volume, its deci- 
sions to approve or ban medicines de- 
pends heavily on Western regulators. 





NEWS CAPSULES 


Cabinet okays FDI in construction 


HE Union Cabinet on 24 February 2005 cleared the 

proposal for 100 per cent FDI on the automatic route in 
the country's real estate sector. Commerce and industry 
minister Kamal Nath said foreign investment will be invited 
in townships, housing, built-up infrastructure and construc- 


tion development projects. 


Action in the auto sector 


This is because the drugs sold here are 
all discovered abroad. In India, copycats 
of such drugs are marketed after minor 
safety trials, if any. If the Western regula- 
tors are, as alleged in the Vioxx case, lax 
in their duty, Indians too are affected. Of 
late, the DCGI requires a two-year post- 
marketing surveillance of patients on 
new drugs. But that may be inadequate. 

TheNPAC, an expert panel, set up in 
July 2004 to advice the DCGI, also needs 
safety data to function. A couple of years 
ago, painkiller nimesulide was in the 
thick of controversy because of liver-re- 
lated side effects. "(At that time) we had 
nothing but ‘experience’. We need evi- 
dence to take reasoned decisions," says 
Urmila Thatte, head of clinical pharma- 
cology at Mumbai's Nair Hospital and 
member of the NPAC. 

But companies will resist any move 
to impose extensive safety trials on 
them to market mere copies. Hence 
there is a need for an effective side ef- 
fects reporting system post-marketing 
involving doctors, patients and compa- 
nies. A national programme to do this 
launched late last year has yet to take off 
in any meaningful way. Until then, pray 
that the FDA is doing its job. w 

GAURI KAMATH & GINA S. KRISHNAN 


Destination Indonesia 


O tap Indonesia’s fast-growing 
auto market, TVS Motor re- 
cently unveiled its plans to set up 
a manufacturing plant there. 
Built with an investment of about 
$50 million, the plant will have the 
capacity to churn out 1.2 lakh two-wheelers a year. Despite 








B | Indonesia’s geographical advantage and supportive policy 
structure, the concern for TVS would be that auto export 


there has not taken off so far. we 







TILITY vehicle maker Mahindra & Mahindra announ- 

ced a joint venture with France’s Renault to make bud- 
get passenger cars. This is where it expects volumes to 
come from and hopes to get into auto ancillaries through 
this route by starting to make components itself. Another 
maker of UVs, Toyota Kirloskar Motor also was in the news 
as it launched the upmarket Innova (L) to 
replace its discontinued Qualis. It 
thinks buyers will be willing to 
pay more for more modern 
technology. fi 


DILEEP PRAKASH 






PSU bank reforms 


HE finance ministry recently allowed greater autonomy 

to public sector banks, but made no formal announce- 
ment on the banks’ recommendations on replacing their 
politically appointed directors with professionals. Finance 
minister P Chidambaram, however, is believed to have told 
the banks that their directorial positions due to be vacated 
will be filled by professionals. Meanwhile, some observers 
feel that the influence of the Indian Banks’ Association and 
the unions may hinder the reforms in HR policies. iB 
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Nirmatabs provides you 
with an opportunity, ecosystem, mentoring and 
funding to mould your idea into a perfectly crafted entity. A role 
that we play to perfection at NirmaLabs. We leverage our 
expertise and network to nurture enterprising individuals like you 
and translate your great idea into a successful business venture. 


Our three pronged program aims to transform you into a 
global techno entrepreneur 





Grooming & Teaming 


Who can apply? 
During the first phase, you will be Entrepreneurially inclined 
groomed* and encouraged to form | Engineering / Science Graduates or 


Post Graduates or MBAs, with 
minimum 2-3 years of relevant 
experience preferred. 


teams. Grooming is designed to identify a 

fertile ground and germinate an 
enterprising idea by inculcating a detailed 
understanding of hi-tech markets, 
emerging technologies, and the 


How to apply? 
For application form/brochure, send 
a DD of Rs. 500 in favour of Nirma 


^ mechanics of high-growth businesses. * Education and Research Foundation, 
m7 ^S : payable at Ahmedabad, at the 
Incubation below mentioned address. 
The second phase involves incubation of the Alternately, you can download the 


form from our website and pay the 
amount during submission. Short 
listed candidates will undergo a 


project based on the selected idea, wherein it 
will get the opportunity to evolve and develop 


the value proposition and transform it into a E written test, personal interview and 
fundable enterprise, by interacting with - reference checking. 
mentors, torchbearers, and venture To register for our roadshows visit: 


capitalists. NirmaLabs will provide 
sustenance to each team member and invest 
a seed capital to the tune of Rs. 20 lacs in the 
project. 





www.nirmalabs.org 


Last date to receive applications April 11, 2005 
Second batch commences from June 2, 2005 


$ 


Growth 


The next phase is a spin-off of the project as a 


start-up company, with the project team holding N Mm L b 
80% equity. NirmaLabs will then be involved in | r a a S 





n further growth of the company by continually Where aspirations become reality 

^ providing it with opportunities for strategic NirmaLabs is a not-for-profit, Section 

G i i ; i = 

2 networking, reality checks, and exploring new 25 company set-up by Nirma e 

Š horizons. Education and Research Foundation, G 

> with a corpus of Rs. 5 crore. NirmaLabs E 

Q, In a nutshell, within a period of six months, you is approved as a Technology Business 7 

& . E 

© have the opportunity to be on your way to become Incubator by the Department of E 
Science & Technology, Govt. of India. 3 


a Global Techno Entrepreneur. 


NirmaLabs, Nirma University Campus, Gandhinagar-Sarkhej Highway, Ahmedabad 382 481, India. 


Ph: (02717) 241900-04 Fax: (02717) 241916. www.nirmalabs.org 








NDIANS are now saving more 

s» E than ever before. The latest num- 
* bers released by the government a 
s few weeks ago show that the sav- _ 


- = t ings rate in 2003-04 was 28.1 per 


aw (GDP), the highest-ever. All the pop- 
4, Ular fears voiced in recent years 


p ps ; about how low interest rates would 


2, € drive people towards excess 


/ a > consumption have been proved to 


= E be unfounded. The problem is that 
«^ we haven't yet figured out what to 


X / je do with our record savings. 


€ The investment rate in 2003-04 
44 was 26.3 per cent of GDR This 
$ - means savings exceeded invest- 


vV a ments by 1.8 per cent of GDP Or, in 


2d 4 other words, domestic capital equal 


|. a to 1.8 per cent of GDP was exported 


€ out of India. That's a truly bizarre 
=~ outcome and there seems to be no 
poli , attempt by the government to ex- 
4€ plain to its citizens why so much 

, =, money has to leave the country 
a every year. 
4 India, at its current stage of de- 
ae velopment, should be importing 


| e : capital rather than exporting it. But 
., «© as things stand, we're acting like 


- * magnanimous beggars offering part 
^ 5 of our paltry savings to the rich 


es 


J AS the India-Thailand Free 
Trade Agreement a hasty 


/ "5 s mistake? Large sections of our 


«© domestic industry was up in arms 
«=», when the previous government 


7 - 5 si gned the FTA. They insisted that 


«© the terms were unfair to them. And 
= the Korean companies that have 
a9 invested in manufacturing facilities 
«^ in India claimed the FTA would allow 


7 2 | 4 their Japanese competitors based 
. «ee in Thailand easy access to the 


æ Indian market. 
pe Was this just scare peie 
a*' The trade data for the first three 
4* ,, months of the FTA (September to 
n aden p20 is out, and it is 








E 
| 
| 
other hand, exported only 

d 

| 

| 

| initially covered by the FTA are 
| 
| 
| 
| 
| 
1 


| concerned. That'll be more than d 
| enough to obliterate the small trade : 


Be prepared for some high-powered | 
| lobbying very soon. : 


ward tilt in economic thinking in 


readers to a recent paper by Steve 


“by Niranjan "IER 


likely to provide critics ofthe FTA | 
with lots of ammunition. Thailand |. 
exported $50 million worth of : 
goods included in the 82-item Early ] 
Harvest Scheme. India, on the : 


$125,000 worth of goods. 

if these early trends continue, — ^ 
| then India could have a trade deficit _ 
on nearly $600 million with 1 
Thailand as far as the 82 items 


surplus that India has with Thailand. 














Aes 


HE United Nations has named 

2005 as the Year of Microfin- i 
ance. Our own financial giants have | 
suddenly become enthusiastic : 
about working through self-help 
groups to give small loans to the 
poor. And, given the general Left- 


India over the past few months, itis : 
likely that the goverment will have 
some incentives for microfinance in _ 
the coming Union Budget. You'd 
have to search really hard to find a 
sceptic these days. 

This column would like to point | 


Daley of George Mason University 
and Brian Hooks of Mercatus 
Center. They say that microfinance 
is successful till a point, but it has 
no macroeconomic significance. 7 
Otherwise, the pioneering Grameen 
Bank should have made some i 
impact on Bangladesh's abysmal 
poverty. Daley and Hooks say that 
microfinance is merely like Band 
Aid — a temporary solution. 

The real problem is not thatthe * 
poor lack capital. It is that they lack : 
clear property titles and have 
inadequate legal protection. That's 
stopping the poor from becoming 
small businessmen. 
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healthcare products. 





| PHARMA/GENERIC ICS 


The old order 
changes | 


WITZERLAND-BASED hia 

ceuticals and consumer health 

conglomerate Novartis: AG ac- 
quired Eon Labs of the US. and Hexal of 
Germany last week. This makes it the 
world’s largest producer of generics, 
overtaking Teva of Israel. 

For the two deals, Novartis paid $8.3 
billion in cash. It has also offered to buy 
the rest of Eon Labs for $31 per share, 
which will amount to about $1 billion. It 
has bought out 100 per cent of Hexal. 
The two acquisitions will be merged 
with Novartis’ generics arm Sandoz, 
which will now have a turnover of $5.1 
billion. Teva is number two with $4.8 bil- 





lion in revenue for the year 2004. 

Novartis’ strategy is to be the first to 
market and the last in market as gener- 
ics. There are estimated 70 lunches in 
2005 (Hexal & Eon: 37, Sandoz; 33) and it 
is developing 250 other products, mak- 
ing Sandoz the company with the rich- 
est pipeline. 

Through this acquisition Sandoz be- 
comes the number one in antibiotics 
and gains entry into the Japanese, Chi- 
nese and Latin American markets. No- 
vartis AG is the holding company for a 
multinational group of companies spe- 
cialising in research, development, 
manufacture, marketing and sales of 

E 
GINA S. KRISHNAN 
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MIDDLEWARE IS IBM SOFTWARE. Powerful WebSphere 
software. It's the strong, seamless bond that can unite 
your business, vendors, partners and customers. 
A dynamic link designed to make your entire organisation 
more efficient. More responsive. More flexible. On demand. 
WebSphere connects processes with open standards. 


4. Supplies are procured automatically. And it's easy to manage too. So all involved get a better 
5. Repeat customers increase profits. night's sleep. 


1. Guest checked in wirelessly. 
2. Staff queries guest preferences. 
3. Vendor services integrate seamlessly. 
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PHARMACEUTICALS 


GSK’s booster shot 


HE $37-billion British drug 
major, GlaxoSmithKline, has 
made its first significant man- 
ufacturing investment in India 
in a decade. This week, its $1.5-billion 
Belgian vaccines company, GSK Biolog- 


.. icals, announced a large-scale vaccines 


filling and packaging facility in Nashik, 
Maharashtra, to be commissioned in 
early 2006. This is the first of its size out- 
" side Europe for GSK Bio. 





The announcement was a formality; 
construction has been on in full swing 
since April 2004. But it is still significant. 
Since 2001, GSK’s publicly-held sub- 
sidiary, GSK India, has trimmed the 
number ofits manufacturing units from 


H . nine to two and pared the workforce by 


well over a thousand. The tide now ap- 
» pears to have turned. 
S. Kalyanasundaram (L), managing 


director, GSK India, says: “This is pretty 
much in line with our strategy to focus 
on high volume or technology-oriented 
manufacturing. We have scaled down 
the commodity type of manufacturing.” 

Vaccines are biologicals and are seen 
to be more complex to develop and pro- 
duce. With GSK's vaccine sales attaining 
critical mass in India, and growing fast, 
they were seen to fit the bill. The com- 
pany sells a dozen vaccines here with 
sales of Rs 100 crore and is grow- 
ing at 25 per cent a year. It ac- 
counts for a third of the total pri- 
vate vaccines market. 

For one, the Nashik plant 
takes vaccines manufacturing 
closer to India from Belgium, 
where they are currently made. 
Second, says Patrick Florent (R), 
vice-president, global industrial 
operations at GSK Biologicals, it 
ensures technology transfer on 
a scale never witnessed by the 
conglomerate's vaccines group 
outside Europe. According to 
GSK, the factory will have the 
capacity to cater to India’s entire 
newborn population for a num- 
ber of liquid vaccines like hepatitis A 
and B and DPT. At the same time, the 
knowhow remains in the group, unlike if 
GSK forged joint ventures for manufac- 
turing. (In China, for instance, regula- 
tions require this.) 

But the biggest draw for the com- 
pany is the potential for publicly- 
funded immunisation programmes in 
India, which are currently limited to 


older vaccines. Says Kalyanasundaram: 
"Capacity utilisation and efficiency can 
be maximised if the public market for 
hepatitis B or combination vaccines ex- 
pands." The facility is owned by GSK 
Asia, a wholly-owned subsidiary of the 
parent, to protect the technology. GSK 
India will continue to market the vac- 
cines. The investment numbers have 
not been disclosed. GSK says a facility 
like this would have cost it close to Rs 
100 crore, but this one is cheaper since it 
shares utilities with GSK's finished med- 
icines factory in Nashik, located on the 
same site since 1983. X 

GAURI KAMATH 


Nicholas looks 
at buys abroad 


T'S M&A season. While overseas 
[^ are looking to buy Indian ge- 
nerics companies, Nicholas Pira- 
mal India (NPIL) wants to become a 
partner of choice for innovators. It is 
looking for a custom synthesis com- 
pany to complete its portfolio, which 
includes contract sales (through in-li- 
censing), contract manufacturing 
and contract research in the clinical 
trial space. Sources say NPIL is con- 
sidering four custom synthesis com- 
panies and a deal size of about $100 
million. They add CarboGen & AMCIS 
and Solutia, one of whose four units 
does custom synthesis, are among 
them. But when foreign generics 
firms are setting up R&D facilities in 
India, or looking for partnerships, 
would it pay NPIL to go abroad? E 
GINA S. KRISHNAN 
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DB2. ONLY THE PERFORMANCE IS HIGH. 


DB2 has done it again. According to a Market Magic Study, 


DB2 costs “on average 22% less than Oracle.” 


The Transaction Processing Performance Council results 
show that DB2 and eServer™ p5-595 are more than twice 
as scalable as Oracle Real Application Clusters, making 
them the overwhelming performance and scalability 
leader for TPC-C? And an ITG study showed overall costs 
for Oracle Database up to four times higher than DB2? 


No wonder DB2 is regarded as the leading database built on 
and optimised for Linux®, UNIX® and Windows®. Like 
other IBM database engine products such as Informix® and 
Cloudscape™, DB2 is part of an innovative family of 
information management products that integrates and can 
actually add insight to your data. 


It takes full advantage of your existing heterogeneous and 
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open environments, while its leading-edge autonomic 
computing technology means increased reliability, 
increased programmer productivity and decreased 
deployment and management costs. 


One more thing: Oracle desupported Oracle Database 8i last 
year, meaning potential headaches, higher cost or a 
complete migration to current versions of Oracle. 
Fortunately, IBM offers ongoing, around-the-clock service 
and support for DB2. 


Why not move up to middleware that makes sense? Now you 
can get IBM DB2 Universal Database or Informix by taking 
advantage of our extremely compelling trade-up program. 


Visit ibm.com/software/in/db2 today to find out if you 


qualify. You can also call us on 1600 443333 or e-mail us 
at response@in.ibm.com. 


(M DEMAND BUSINESS: 


IBM, the IBM logo, DB2, eServer, Informix, Cloudscape and the On Demand logo are trademarks or registered trademarks of International Business Machines Corporation in the 
United States and other countries. Linux is a registered trademark of Linus Torvalds. Microsoft and Windows are registered trademarks of Microsoft Corporation in the United States 
and/or other countries. UNIX is a registered trademark of The Open Group in the United States and/or other countries. Other company, product and service names may be trademarks 
or service marks of others. © 2005 IBM Corporation. All rights reserved. '“Database Comparative Cost of Ownership,” January 2003, Market Magic Ltd. °All referenced results are 
current as of December 14, 2004. DB2 UDB v8.2 on IBM eServer p5 595 (64-way POWERS 1.9 GHz) and AIX 5.3L: 3,210,540 tpmC @ $5.19/tpmC available: May 15, 2005, vs. Oracle 
RAC 10g on HP Integrity rx5670 Cluster 64P (16 x 4-way Intel Itanium2 6M 1.5GHz): 1,184,893 tpmC @ $5.52/tpmC available: April 30, 2004; TPC Benchmark, TPC-C, tpmC are 
trademarks of the Transaction Processing Performance Council. For further TPC-related information, please see http://www.tpc.org/. °“IBM Solutions for PeopleSoft Deployment in 


Mid-sized Businesses Quantifying the New Cost/Benefit Equation,” July 2003, International Technology Group, Los Altos, California. 
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POLITICS 


` The government's balancing act 


With contradictions within, the Congress is discovering the challenges of coalition 


/ decisions that need Parliamen- 
. tary approval are being kept on 


. to the Budget 2005. Despite 


- (FDD cap in the telecommuni- 
cations sector to 74 per cent. It 


. policy, allowing private airlines 


= sions to welcome foreign 


/ of the Parliament, the Banking 
> Regulation Act, 1949, and the 


HE art ofrunninga coalition 
government is to dribble 
around the contradictions 
within and score goals 
whenever possible. After 
ruffling the feathers of its Left allies with 
unilateral announcements in last year's 
Union Budget on increasing FDI com- 
ponents, the Manmohan Singh govern- 


"| ment seems to have finally hit on a 


workable formula that it's using 
to push through at least a part 
of its pro-liberalisation agenda. 
It is going ahead with policies 
that can be implemented 
through executive orders. But 


hold for the time being. 

The compromise is evident 
in a series of measures an- 
nounced recently in the run up 


protests from the Left, the 
Union Cabinet decided to up 
the foreign direct investment 


also announced an open skies 


like Jet and Sahara to fly to lu- 


> crative international destina- 


tions. On the anvil are deci- 


players in the real estate and re- 
tail sectors. 

Two things are not going to 
happen in the near future. One 
is the proposed FDI hike in the 
insurance sector. The other is 
creating more operational 
room for foreign players in the 
banking sector by increasing 
the cap on their voting share. 
Both need amendments to acts 


Insurance Regulatory and De- 
velopment Authority Act, 1999. 
Without Left support, the Man- 
mohan Singh government 


does not have the numbers in the Lok 
Sabha to push through the necessary 
amendments. And at this juncture, it is 
not politically expedient for the Con- 
gress to seek BJP support for the amend- 
ments, particularly on issues its sup- 
porting partners in the Left oppose. 
Government sources revealed that 
Prime Minister Manmohan Singh has, 
in fact, cautioned his impatient finance 





What the Left wants from the FM 


Main Budget proposals submitted on 1 Feb. 05 


@ Allocate an additional Rs 20,000 crore for 
the employment generation scheme 


@ Earmark an additional Rs 8,000 crore each 
for education and health 


@ Hike allocation for agriculture, irrigation and 
rural infrastructure by Rs 14,000 crore 


@ Increase of Rs 50,000 crore in the Central 
plan outlay to meet CMP commitments 


@ Tax the rich — hike wealth tax, remove cor- 
porate tax exemptions, review export incen- 
tives/duty drawbacks 


@ Slap ad valorem tax on all foreign exchange 
outflows 


@ Restructure customs and excise duties on 
oil products according to recommendations of 
the Standing Committee on Petroleum 


@ Honour CMP commitment not to privatise 
profit-making PSUs 
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minister P. Chidambaram, to hold his 
horses on both. After last year’s public 
jousting over proposed FDI hikes in 
telecommunications, aviation and in- 
surance, the Congress appears to have 
come to terms with its Left shackles. 
Singh’s advice to Chidambaram is to go 
slow with controversial decisions that 
are not absolutely necessary to the 
health of the economy. 

One issue on which the 
government is still wondering 
if it can bypass the Left is the 
privatisation of airports. Allow- 
ing private participation in the 
management of airports needs 
only Cabinet approval. How- 
ever, the Left controls the trade 
unions in this sector and, last 
year, it flexed its muscles 
through demonstrations and 
threatened strikes. The Con- 
gress will either have to get the 
Left on board with concessions 
in other areas or make a unilat- 
eral move after assessing the 
extent of damage the com- 
rades can inflict. 

Left sources conceded that 
it cant do anything about deci- 
sions that don't require Parlia- 
mentary approval. But how 
long will the Left accept the 
government bulldozing its way 
on these issues? A Left leader 
insisted that the Marxist par- 
ties will continue to register 
their protest in different fo- 
rums available to them, in- 
cluding the Parliament. 

Last week, CPM Politburo 
member Sitaram Yechury met 
Congress president Sonia 
Gandhi. He is believed to have 
pointed out that while the Left 
realises its limitations, the 
Congress should also realise 
that it is running a coalition 
government after all. It should 
respect coalition dharma. E 
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LUFTHANSA 


More out of India 


ERMAN airline carrier 

Lufthansa has plans to in- 

crease its present share of 
12 per cent in air traffic from India to 
Europe and vice versa. Launching its 
services from Hyderabad to Frank- 
furt, Lufthansa CEO Wolfgang 
Mayrhuber said the carrier had 
plenty of scope for growth in India. 

With Hyderabad, Lufthansa now 
offers more destinations from India 
to Germany than from China to Ger- 
many. It now offers flights from five 
Indian cities to Frankfurt and Munich 
against four cities from China. In 
terms of revenues however, the two 
countries — China and India — are 
more or less on a par for the carrier. 

The thrust on India and China is 
reflected in the overall increase in 
the share of the Asia Pacific region 
in its total revenues — from 18 per 
cent in 2003 to 20 per cent in 2004. 
The growth of the number of passen- 
gers to and from India has been 
19 per cent in 2004 over the previ- 
ous year 2003. 

Besides new operations, 
Mayrhuber said the carrier is also 
looking to expand its existing ser- 
vices. This will include increasing the 
number of flights between important 
destinations and depute larger-sized 
aircraft to service India Mayrhuber 
specified that Lufthansa did not en- 
visage taking any stake in India’s 
aviation sector. i 
ANJULI BHARGAVA 


Watch out for next week's Lucky Break 


Shanghaied? 


ONGRESS president Sonia 

Gandhi may have secured her 

vote bank, but she has put Ma- 
harashtra chief minister Vilasrao Desh- 
mukh in a fix. 

Last week, under pressure from 
party politicians afraid of losing their 
popular support, she asked chief minis- 
ter of the Congress- NCP government to 
stop the demolition of slums in the city 
and legalise slums built before 1 January 
2000. The earlier limit was 1995. The 
controversy reached its peek last week 
when Congress leader Margaret Alva hit 
out at the state government for going 
back on its promise of regularising 
slums built before 2000. 

Mumbai's makeover plans involves 
ridding the city of its slums. If a slum is 
legal, then the government will have to 
rehabilitate the occupants if it demol- 
ishes the structures. According to the 
earlier plan, that would have been done 
for slums built up to 1995. In the last two 
months or so, 85,000 illegal huts and 
shanties have been razed freeing up 123 
acres of prime government land. The 
target is to free up 375 acres more. 

The extension of the period means 
than an additional 18 lakh slum- 
dwellers will have to be rehabilitated. 
That would push up the cost of the reha- 
bilitation to Rs 25,000 crore. The govern- 


ment has no idea where this money is | 


going to come from. 
Besides, there is the problem of find- 


E Demolition in Mumbai’ 





the outskirts of Mumbai. Some, like 
HDFC Bank chairman Deepak Parekh, 
say slum dwellers need to be rehabili- 
tated on free land like those where salt 
pans exist. Though salt making has been 
reduced in the city, hundreds of acres of 
land remain reserved for the purpose. 
The sword continues to hang over 
Deshmukh' head. As he figures out 
ways to give some sort of legitimacy to 
pre-2000 slums, he will have to think of 
ways to raise the Rs 25,000 crore to reha- 
bilitate them. Add to that the Rs 36,000 
crore that Mumbai needs to dress like 


ing land to allot them. For now they are | Shanghai. That will be quite a tall bill. 
being putup in varioustransit camps on | 
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A JOINT VENTURE WITH sty OLD MUTUAL 


CARBON TRADING 


It’s here, at long last 


Demystifying the carbon emission reduction abracadabra 








OU know what the Kyoto Pro- 
tocol proposes to do. It aims 
to save the planet by creating 
a market for a new commod- 
ity: reductions in carbon dioxide (and 


. other greenhouse gas) emissions. All de- 
. veloped countries that ratified the treaty 


got carbon emission reduction (CER) 
targets. These have been passed down 
to their companies. They, in turn, will 


' meet those targets by reducing the 


emissions from their own plants, and by 
buying emission reductions. And 


. therein lies an opportunity for India. 


How large is the market? Between 2008 
and 2012, the demand for carbon emis- 


7 sion reductions (CERs) will be worth 


about $5.5 billion. Of this, $3 billion 
should be achieved by Western compa- 


. nies' internal efficiencies — cleaner fu- 


els, more energy-efficient processes and 


' soon. Therest is up for grabs. 


How do CERs work? The clean develop- 
ment mechanism (CDM) pushes com- 
panies towards cleaner technologies by 
creating a new revenue stream. Take the 


' idea of generating electricity from waste 


matter. By not using oil for electricity 
generation, companies in this niche are 
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reducing emissions. Ergo, they get 
CERs, which can be traded. In all, these 
might add as much as 4-5 per cent to 
such companies rate of return. 

Is CER trading volatile? There is a level 
of uncertainty here. There is no correla- 
tion between the investment a com- 
pany makes for emission abatement 
and the price its CERs fetch. That de- 
pends on market dynamics. And since it 
may take anywhere from 18 months to a 
few years before the project is imple- 
mented, and the reductions begin to 
clock up, companies have to make that 
investment not knowing what the even- 
tual value of the CERs will be. 

Having said that, CER prices are not 
too volatile. Given that current CER sup- 
ply islimited to just $1 billion-1.5 billion, 
demand will certainly outstrip supply. 
Today, CERs trade at about $5 for every 
ton. In July 2003, when the European 
carbon market opened, a ton cost $4.40. 
Carbon prices should rise steeply as we 
near 2008, settle down for a while, and 
then peak again as we near 2012. 

The biggest risk is process risk. Few 
companies complete the long process. 
That is because of three reasons. One, 
the process is complicated. Two, in this 
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nascent area, there is little awareness 
about the kind of projects that get ap- 
proved. Three, funding is hard. Banks 
are not familiar with CER revenues. All 
in all, the United Nations Framework 
Convention on Climate Change (UN- 
FCCC) executive board, which approves 
all emission reduction projects, has so 
far given the go-ahead to just four or five 
projects, worldwide . Its glacial pace is 
another reason why demand may out- 
strip supply. 

Can this risk be mitigated? Yes and no. 
Solutions for reducing process risk are 
still being devised. Companies fearful of 
market volatility can sign multilateral or 
bilateral agreements with companies in 
developed countries. They can also tie 
up with forward traders like Natsource. 
In both cases, they agree to sell the CERs 
at a predetermined price. It is pertinent 
to mention here that Europe is not will- 
ingto buy from unilateral projects. 

Also, all emission reductions may 
not be approved by the UNFCCC as 
CERs. But, these ERs, once indepen- 
dently audited, can be sold as VERs (ver- 
ified emission reductions). Cheaper 
than the CERs, at $1-2, there is a market 
for these as well. Large companies buy 
them for corporate social responsibility 
initiatives. Some states in the US have 
set emission reduction targets on their 
own, and they buy VERs too. 

Whatis the response from Indian com- 
panies? India has approved 54 projects 
so far, the highest by any country. How- 
ever, large emitters like power plants 
have not signed on. Partly because they 
get paid on a cost-plus basis. Ergo, any 
revenues they gain through CER trading 
will have to be passed to the consumer. 
Unless these companies are allowed to 
retain a part of this income, there is no 
incentive for them. Also, after 2012, In- 
dia might be asked to make some reduc- 
tions also. In which case, these compa- 
nies will have to make ERs as well. By not 
making cuts now, they can avoid mak- 
ing more stringent sacrifices later. Wi 
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GREAVES ENGINES 


The heartbeat of Indian AGRO, 
TRANSPORT & POWER SECTORS 








Leaders in engines: 


* Wide range of diesel/ petrol engines and gensets - from 1 to 1000 HP 
* One of the largest single-cylinder engine manufacturers in the world 
e Conforms to latest quality and environmental standards 





GREAVES 
Greaves also manufactures and supplies world-class construction equipment SINCE 1859 
for concreting and road-making Greaves Cotton Limited 





Industry Manor, A. Marathe Marg, Prabhadevi, Mumbai 400 025. Tel: 24365510. www.greavescotton.com 
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_/ the value of its holdings then, 
—, moved the assured return sch- 


— ing, and made the remaining 


_/ tryinsiderWhat sets Damoda- 





^ daran. While in the Reserve 


T4 ing PSU banks. In the erstwhile 


wy got the government to pay off 


* / aegis of UTI Mutual Fund. 


a. the ailing Industrial Develop- 
; ment Bank of India (IDBI) he 


7 to give a Rs 9,000-crore lifeline 


/ assets into a separate entity. 
— IDBI became a bank in Octo- 


"d 


' merger with subsidiary IDBI 
~“ Bank when Damodaran was 
' appointed chairman ofthe Se- 


' werful capital market job. 


F the government had to 
send someone to rescue 
its spaceships stuck in fi- 
nancial black holes, it 
would be Meleveethil Damo- 


Bank of India, he structured 
bailout packages for three ail- 


Unit Trust of India (UTD, he 


US-64 investors at higher than 


emes into a special undertak- 
Sebi-compliant under the 


In his first few months at 


managed get the government 


and allow it to transfer stressed 


ber 2004 and was heading for a 


curities and Exchange Board 
of India, arguably the most po- 


That he is a finance minis- 


ran apart from most of his pre- 

decessors at Sebi. A no-nonsense per- 
son, he has results to show. And though 
his moves to merge UTI Bank into IDBI 
raised some eyebrows in the North 


| " Block, he has enough goodwill there to 
/ get things done. While Sebi has its share 


of stressed assets, Damodarans ability 
to get the government to write bailout 


. 7 cheques will not come in handy here. 


In Mittal Court on 18 February, at the 
press conference he held along with for- 


, merSebi chairman G.N. Bajpai, Damo- 


daran said: "In the last three years, he 


; (Bajpai) has raised the bar. Now I have 


two choices — I can jump over it or walk 


/ under it. l'Il try to at least measure up, if 
, notraise the bar." Damodaran inherits 
~ some strong systems (like fast and ro- 
+ bust settlement systems), but also ini- 


tiatives of doubtful efficacy. He will have 


/ toweed them out out. Sebi's much pub- 


. licised movesto tackle issues like demu- 


tualisation, corporate governance, mu- 








PROFILE/M. DAMODARAN 


The insider 


His goodwill at the Centre is likely to 
stand the Sebi chief in good stead 





fund outside the realm of con- 
troversy. We have not only com- 
plied with Sebi, but have also 
been persuading them to bor- 
row from our experiences and 
innovations in distribution, 
fund management, etc." Then 
Sebi never listened. 

At another time, Damo- 
daran had said: "In some of the 
other mutual funds — the man 
who's managing funds in the 
morning is the compliance offi- 
cer in the afternoon." Unless 
these perceptions change dra- 
matically, the first wave of in- 
vestor-friendly reforms under 
Damodaran should be hitting 
the mutual funds industry. 

HR issues at Sebi are also 
something he will have to look 
at. Atleast two legal notices from 
Sebi employees alleging arbi- 
trariness in recent promotions 
are in Damodarans inbox. Sebi's 
executive director (legal) R.S. 
Loona was on deputation from 
IDBI, but opted for a VRS a few 
months ago. In an unprece- 
dented move for an executive 
director post, Sebi retained him 
on contract. Farlier, the first at- 
tempt at lateral hiring at the ED 
level was made under Bajpai 
and two people were selected. 
But the finance ministry scrap- 


SANJIT KUNDU 


tual fund regulations, transparency and | ped the process when it turned out that 


insider trading have not delivered. So, 
walking under the bar may not be a bad 
option in some cases. 

Then there are initiatives that have 
lost their way. The legal advisory com- 
mittee set up to look at laws and policy 
issues from the perspective of the con- 
stitution and market impact, has been 
reduced to looking at whether Sebi sho- 
uld appeal in specific cases dismissed 
by the Securities Appellate Tribunal. 

Damodaran is readying himself for a 
learning phase. "I have been regulated 
and have survived. From outside, you 
can have many perceptions. Only when 
you get in do you realise the truth." His 
perceptions outside, incidentally, were 
quite sharp. As UTI Mutual Fund chair- 
man, he often proudly said: "In all the 
recent controversies about the mutual 
fund industry... preferential pricing for 
large investors, we are the only mutual 
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Sebi had lost some applications. When 
BW asked Damodaran a year ago what 
hissecret at UTI was, he eloquently said: 
"To put it in one sentence, I created an 
environment in which everybody else 
was ready to perform." Be sure he will at 
least try to do the same at Sebi. 

Inlast year's Sebi foundation day lec- 
ture on the changing face of financial 
regulation, former Financial Services 
Authority chairman Howard Davies 
said something Damodaran could take 
note of: "Skilled regulatory resources are 
scarce anywhere, and particularly in de- 
veloping countries. It is, thus, absolutely 
crucial that those resources are de- 
ployed where they can make most im- 
pact, and where the need is greatest... In 
the event of corporate failure it is impor- 
tantto be able to showthat you had a ra- 
tional approach to setting priorities." Ni 
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* You can now insure upto Rs. 5 lakhs. Life Insurance Cover to the extent of the unpaid but not due 


amount of the chosen Target Amount. Existing investors can enhance their Target Amount to upto Rs, 5 UTI M ut ” al Fund 
lakhs. * Current expense ratio 1.58% for half year (unaudited) ended 30th September 2004. #in terms of India's Not Mutual Fund 
AUM as on 31st January 2005, source: www.amfiindia.com “As on 31st December 2004. WWW.utimf.com 


Scheme Objective: To encourage the habit of regular savings primarily by tax paying individual investors to obtain tax rebate under 
section 88 of the Income Tax Act, 1961 on the investment made in the scheme each year and at the same time to get life insurance 
cover to the extent of unpaid but not due targeted amount. investment Objective: To primarily provide returns through growth in the 
NAV or through income distribution and reinvestment thereof. Amounts collected under the scheme shall generally be invested with 
not less than 60% of the funds in debt instruments with low to medium risk profile and not more than 40% of the funds in equities and 
equity related instruments. Entry load: Nil. Exit Load: 2% for premature withdrawal. REGISTERED OFFICE: UTI Tower, ‘Gn’ Block, Bandra- 
Kurla Complex, Bandra (East), Mumbai-400051. STATUTORY DETAILS: UTI Mutual Fund has been set up as a trust under the indian Trust Act, 
1882, SPONSORS: State Bank of India, Punjab National Bank, Bank of Baroda and Life Insurance Corporation of India. (Liability of sponsors limited 
to Rs. 10,000/-). TRUSTEE: UTI Trustee Co. (P) Ltd. (incorporated under the Companies Act, 1956). INVESTMENT MANAGER: UTI Asset Management 
Co. (P) Ltd. (incorporated under the Companies Act, 1956). RISK FACTORS: All investments in mutual funds and securities are subject to market 
risks and the NAV of the funds may go up or down depending on the factors and forces affecting the securities markets. There can be no assurance 
that the Fund's objectives will be achieved. Past performance of the Sponsor/Mutual Fund/Scheme(s)/AMC is not necessarily indicative of the future 
results. UTI ULIP is only the name of the scheme of UTI Mutual Fund and does not in any manner indicate the quality of the scheme; its future prospects 
or returns. There may be instances where no income distribution could be made. Realisation of all the assurances and promises made, if any, are 
subject to the laws of the land, as they exist at any relevant point of time. The scheme is subject to risk relating to credit, interest rate, liquidity, securities 
lending, investment in overseas market, trading in debt & equity derivatives (the specific risk could be credit market, illiquidity, judgemental error, 
interest rate, swaps and forward rate agreements). UTI ULIP is a Mutual Fund product. It is not solicitation of Insurance. Mutual Fund investments 
are subject to market risks. Please read the offer document carefully and do consult your financial advisor before investing. UTI Financial 
Centres: Agra: 2158046/2158047 * Ahmedabad: 26580849/26583864 e Allahabad: 2561016/37/57/2561028 * Amritsar: 2564463 *« JVPD: 
26239841/26287750 + Bandra-Kurla Complex: 5678 6354 * Bangalore: 25585382 « Baroda: 2336962 * Bhopal: 2558308/ 2578408 e Bhubaneshwar: 
2410995/7 * Borivali (W): 28990715/28996372 * Chandigarh: 703683 * Chennai: 25243059/25272090 + Churchgate (Lotus Court): 22822513/22885976 
e Cochin: 2369762/2380259 * Coimbatore: 2214973 + Dehradun: 2749112/2746720 + Durgapur: 2546831 è Faridabad: 2419156/2410010 
* Ghatkopar (W): 25167833/25158015 * Ghaziabad: 2790366 « Guwahati: 2521870/2543131 * Hubli: 2363963/4 « Hyderabad: 24611095/98. 
e Indore: 2542468/2533869 * Jaipur: 2365212/2360434 * Jamshedpur; 2425508 è Jodhpur: 2645229/2624055 + Kanpur: 2304278/5279 + Kolhapur: 
2657315/2666603 + Kolkata (Rash Behari): 2463981 1/3 © Kolkata: 22134846/657 1/5947 « Lucknow: 2238491/8628 © Ludhiana: 2441264 /1337 
+ Madurai: 2338186 * Mangalore: 2426290/258 «e Nagpur: 2536893 * Nasik: 2572166 è New Delhi: 23739492/23731403 * Panaji: 2222472 * Patna: 
2235001-04 * Preet Vihar (New Delhi): 22529374/9379 * Pune: 25535954 * Raipur: 2551410/2 « Rajkot: 2235112 © Shimla: 2657803 + Siliguri: 
2536671 * Surat: 2474550/ 2476499 * Thane: 25400905 * Thiruvananthapuram: 2331415 * Trichur: 2331259 e Trichy: 2760060 © Varanasi: 
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FOOD AND FUEL Pizza 
Corner (PC) is on an ex- 
pansion spree. Pro- 
moted by Thailand- 
based GFA, the food 
chain is targetting rev- 
enues of Rs 45 crore this 
year. It just signed a 
three-year contract with 
the public sector Hindus- 
tan Petroleum Corpora- 
tion (HPCL) to open about 18 PC Express outlets in the new- 
look HPCL fuel stations across India. Apart from fuel retailing, 
HPCL has another initiative, HPCL Bites, which offers food retail 
service at some of its 4,800-odd fuel stations. For example, it 
has the south Indian fast food service chain Comesum at its 
South Extension station in Delhi. What drew PC to HPCL was 
the success of its two such express outlets in Delhi. However, 
the tie-up in these cases was directly with the fuel station 
dealer and not HPCL. The new contract, signed in January this 
year, has a clear target on outlets and revenue share. The initial 
area of coverage will be north India: Punjab, Rajasthan, Delhi 
and Uttar Pradesh. In the first phase, three locations in Delhi 
have been identified, to begin operations in the first week of 
April 2005. By December 2005, there will be at least 15-18 
such outlets, each between 300-500 sq. ft. The estimated capi- 
tal outlay per outlet is Rs 10 lakh and break-even is expected in 
12-36 months. With this initiative, the total number of PC out- 
lets is expected to grow from 30 to60 by December 2005. 


DILEEP PRAKASH 


THE NUMBER GAME Indian entrepreneurs seem to have 
been bitten by the superstition bug. Ektaa Kapoor's success 
with the letter ‘K’ seems to have been an inspiration to many. 
Manoj Kumar Jain, owner of Bangalore-based Shubham Elec- 
tronics, is the newest addition to this lot. Jain, a Karnataka- 
based consumer durables retailer recently launched five multi- 
brand showrooms across the state in one day. Why five? 
"Because it's an auspicious Hindu number,” says Jain. The total 
investment has been Rs 1.2 crore, with each outlet spread in 
an area ranging from 2,500-3,000 sq. ft. 

The Rs 60-crore chain now has 13 outlets across Karnataka 
alone, and plans to venture into Tamil Nadu and Andhra 
Pradesh by the beginning of 2006 and to parts of North India 
later in the same year. And that's not all. Jain plans to have a 
pan-India presence by 2008. Interestingly, the next launch will 
include seven stores — Hindu astronomers point out that num- 
bers like five and seven bring a propitious presence of planets 
around us. Shubham is entering a highly competitive region, 
dominated by the likes of Vasanth and Viveks. But Jain is un- 
fazed. He is waiting for VAT to come into act, which will make 
pricing and logistics uniform and allow him to scale up opera- 
tions. Gearing up for the challenge, he has connected his stores 
through an intranet system and moved to electronic accounting 
and billing. But it's not going to be easy. "The opportunity is pre- 
sent, whoever grabs it will be the winner,"says Jain. 


TATA TEA 


A new makeup 


HE timing was perfect. As Sania Mirza sweated it out 

to win the WTA Title at Hyderabad, Tata Tea couldn't 

have asked for a better person to endorse it. The 18- 

year old tennis star had been recently signed on as 
the brand ambassador ofthe packaged tea company. 

Mirza is part of the Rs 783-crore Tata Tea's effort to con- 
temporarise its largest selling brand, Tata Tea Premium. The 
brand was relaunched in January this year with the Taste 
Kamyaabi Ka (Taste of Success) baseline. The ad has Mirza 
struggling to concentrate. Disappointed, she chucks her rac- 
quet on the court, until her coach brings her that refreshing 
cup oftea, after which she goes onto win the match. This is the 
first time that sports has been used to advertise a tea brand. 
Saya Tata Tea executive director Sangeeta Talwar: "We needed 
to represent ourselves in the youthful and contemporary plat- 
form. This is to reinforce the idea that it gives you the energy to 
succeed." So far, the company has been placing its Tetley 
brand as the young face oftea. 

According to the company, there was no immediate trig- 
ger to do a relaunch except the need to evolve the brand and 
make it more appealing to young consumers. Although mar- 
ket shares were steadily increasing, consumer surveys indi- 
cated the brand was perceived to be too mature and fuddy- 
duddy for current times. The reasons are not hard to find. 

Sinceit's inception in 1985, Tata Tea Premium has been all 
about garden freshness, based on the claim that Tata owned 
its tea estates. In the nineties, the brand evolved to include the 
rejuvenation and the health benefit platform, but it still 
largely spoke about Asli Taazgi and Perfect Taste. Other 
brands, meanwhile, had evolved to appeal to a wider spec- 
trum of consumers, though retaining the 'for the woman of 
the house to decide' feel. 

Tata Tea Premium, on the other hand, has remained what 





Eis back home. Last from his erstwhile employer. 
December, Vikas Gupta | Would he like to come back 
ended a 11-year stint with and head Coke's marketing 


Coca-Cola to join Yum! 
Restaurants. Gupta joined 


operations? His answer was 
in the positive. He will join 





the company as head of In- Coke on 1 March. 

dian operations And that 
for its Pizza Hut means we are 
chain. In weeks, in for an inter- 
however, Coke's esting summer. 
marketing head, Both the cola 
Shripad Nad- majors have 
karni, put in his new marketing 
papers. And heads — in No- 
Gupta, 41, an vember, Pepsi 
alumnus of announced 
XLRI, got a call that JWT's 
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HEMANT MISHRA 


Talwar calls “a housewife brand”. How- 
ever, it competes with Red Label and 
Taaza, both seen as ‘young’ brands. These 
Hindustan Lever brands, along with some 
others are its greatest competitors. They 
have a combined volume share of 16 per 
cent against Tata Tea Premiums about 10 per 


cent. Over the past six months since it introduced the Rs 10- 
pack, Brooke Bond Red Label, has been gaining ground. 
Therefore the need to rejig Tata Tea Premium. 

The company decided to look beyond propositions like 
‘perfect taste’ and ‘freshness’ to include vitality and energy. In 
the new packaging, the usual cup oftea has been replaced by 
a mug of tea to appeal to the youthful and contemporary plat- 
form. Youth icons Sania Mirza and singer Sunidhi Chauhan 
have been roped in to endorse the product in different media. 

Will this alienate the core ‘housewife’ audience? Accord- 
ing to Talwar, Tata Tea Premium remains a housewife's brand. 
But within that spectrum, the Mirza campaign is still an effort 
to make it seem more contemporary and address more to the 
housewife of today. The focus is on the ability to succeed. 


Hence the line: Taste of Success. 





Punita Lal would re- 
place Shashi Kalathil. It 
will be interesting to 
see how Gupta fares at 
his new assignment. 
Before joining Pizza 
Hut, he was working at 
Coke's Atlanta head- 
quarters. And some of 
the projects he worked 
on are tangibly linked to the 
companys Indian opera- 
tions. When that five-year 
stint ended, he realised that 
Coke's Indian operations 
could not offer him the sort 
ofjob he now wanted. So he 
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moved to Pizza Hut. 
Little did he expect 
that he would be 
called back so soon. At 
this time, Gupta is un- 
willing to say much 
about his plans. All he 
is would say is that the 
opportunity is im- 
mense and the cola 
companies have barely 





| scratched the surface of 


what India has to offer. Let 
us see how he links that mar- 
ket opportunity to prof- 
itability in the Third World. E 
M. RAJSHEKHAR 


N impulsive gesture is 

snowballing into a full- 
fledged fight. Sunil Seth, 
the Mumbai-based owner 
of a small ad agency, 
Sunny, placed a full-page 
ad in Mid-Day on 15 Febru- 





ary. This is what the ad said: | 
“If you have watched & 
‘liked’ Munnabhai MBBS, 
Main Hoon Na, Murder, Ab 
Tak Chhappan, Girlfriend, 
Dhoom, Tere Naam, Kisna, 
Mujhse Shaadi Karoge, 
Hulchul, Julie, Rog... then 
please go and watch BLACK 
and you'll know the differ- 
ence between a mediocre 








and a brilliant film." 


A disclaimer adds that | 
the ad is not paid for by the | 
producers of Black. Every- 
body from Farah Khan 
(Main Hoon Na) to Mahesh 
Bhatt (Murder) is furious. 
They reckon that there was 
no need to denigrate other 
movies just because Seth 
liked Black. Bhatt, in fact, is 
apoplectic if an article in 
Mid-Day the next day is 
anything to go by. But fun- 
nily enough, poor Sanjay 
Leela Bhansali is caught in 
the worst situation — of 
feeling flattered and yet 
having to deal with the em- 
barrassment of a fan taking 
on his colleagues in the in- 
dustry. In case you haven't. | 
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MEDIA ROOM 


| seen it, the film is really 


good. But Main Hoon Na 


| and the others never 


claimed to be anything but 
entertainers and they did a 


| good job of it. So why com- 


pare them? 
* 


AGRAN is on the lookout 
for money for Channel 7, 


| its Hindi news channel. The 
, Rs 500-crore group, which 


owns India's largest-selling 


| daily, will be launching a 


Hindi news channel this 


| week. All through last week, 


in between putting finishing 
touches to the 
channel, Siddhartha 
Gupta, part of the 
family that owns the 
group, also met sev- 
eral investment 
bankers. 


RADYUMAN 

Maheshwari's 
Mediaah floated 
back into existence 
in January this year 
(http://Awww.medi- 
aah.blogspot.comy). | have 
been tracking it for almost a 
month now. The site is juicy 
as usual, full of gossip and 
tidbits about media. Good 
going Pradyuman, but could 


, we have less of The Times 


of India? There is a whole 
world out there full of radio, 
TV, film, Internet and TV 


. software companies. And if 
| you want only publishers, 

| well, there is Eenadu, 

| Malayala Manorama, 


Dainik Jagran and scores of 
other large publishers. TOI 
is not the only interesting 


| publisher in India, even 


though it is the largest and 


_ you get lots of readers from 


there. We read you too. E 
VANITA KOHLI-KHANDEKAR 


The author is consultant 
editor of The Telegraph. 


Securitisa- 
tion is silly 
because 
debtors’ 
assets are 
a fraction 
of debts; 
but an 
entre- 
preneur 
could turn 
them into 
gold mines 








g0 sour 


FTER the Manmohan Singh 
boom ended in 1997, enormous 
debts of banks and financial insti- 
tutions (FIs), whom I shall call 
stupid lenders (SLs), went sour. 
Reserve Bank framed rules about when bad 
debts had to be recognised, and how banks 
might settle with bad debtors. The banks did 
not settle as they could not come out of cover- 
your-ass syndrome. They complained that 
courts took too long and that BIFR helped de- 
faulting borrowers; so the government set up 
debt recovery tribunals (DRTs) and manned 
them with retired civil servants. But DRTs 
found banks as often at fault as their debtors. 
If they ruled against debtors, the latter could 
appeal to higher courts. Altogether, the tribu- 
nals did not bring the SLs much relief 

Then the government brought the mis- 
named and unjust Securitisation Act. In the ab- 
sence of a securitised debt market, it has noth- 
ing to do with securitisation. And disposal of 
securitised paper in the absence of regulatory 
clearance for investment by FIIs remains a far 
cry. However, it enables government-owned SLs 
—and no other creditors — to take over secured 
assets of bad debtors, and realise their dues 
without intervention by the judiciary system. 

Anyway, this Act has been there for some 
time, and SLs have taken over some assets. Not 
much is known about the outcome. But it will 
fail just as surely as BIFR and DRTS, for the mar- 
ket value ofthe seized assets will be a fraction — 
20-2596 — of the debts; and ifthey are sold, their 
sale will reduce the market value further. 

The high income-tax rates till 1991 ensured 
that no new entrepreneur could save much le- 
gitimately. From relatives and friends he might 
raise maybe ten crores. But beyond that he had 
to borrow. And the government had nationali- 
sed the lenders; so he had to borrow from SLs. 

SLs did not lend working capital, leaving the 
gap to be tied up later; and they charged inter- 
est on their loans even in the initial period 
when a project was under implementation. 
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Why debts 


The entrepreneur had to bring his own money 
for these besides the contribution the SLs in- 
sisted on. But if he did not have enough, he had 
easier options. He overstated the value of his 
machinery and equipment, got a bigger loan 
and used it to cover his contribution. 

Even then, loans were often insufficient; so 
the entrepreneur had to go to the capital mar- 
ket. But the IPO regulations required him to 
show profits for three years. How could a new 
entrepreneur show profit even before stabilis- 
ing production? He showed the loans from SLs 
as having been spent on machinery, made a co- 
unter-entry in sales, and cooked up the balance 
sheet to show profit. The fictitious plant and 
equipment on the asset side would be matched 
on the liabilities side by fictitious reserves. The 
company might survive and succeed, in which 
case the fictitious assets might eventually be 
written off from profits. But then it might not: It 
might go sick, and its debts would become bad. 

If my model ofthe process is right, there are 
hardly any assets to seize, and the Securitisa- 
tion Actis doomed to fail. The pledged assets al- 
ways had a lot of water in them, and they can re- 
alise only a tiny fraction of the debt. 

But there is a way out. That is to find entre- 
preneurs to turn around the taken-over busi- 
nesses, and to engage them on terms that 
would reward success, such as venture capital 
funds use with new entrepreneurs. The busi- 
ness would belong to the SL or an asset recons- 
truction company. Initially, the entrepreneur 
would get a salary, and most ofhis profits would 
go to the financier. But the more profit he 
makes, the more he would keep; and once the 
financier has recovered what he planned to, he 
would turn over the business to the entrepre- 
neur. The entrepreneur could well be the erst- 
while bad debtor himself. 

If properly run by an honest manager who is 
not too greedy, this could be a great business — 
so good that I would be prepared to invest in a 
mutual fund that financedit. Let ahundred Bad 
Debt Funds bloom! un 
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worse than being talked about, and that 
is not being talked about." 


~~ Oscar Wilde © 


T A PRESS briefing re- 
cently, petroleum min- 
ister Mani Shankar Ai- 





vainly through his long 
be hair and said how he 

hoped some officials at his ministry, at 
least those who met foreign investors, 
spoke better English. They should be 
from St Stephen's College, not some 
place in Chandigarh, he glibly remar- 
ked. His audience, mostly beat reporters 
at the end of a long day, cracked up. 
Aiyar smiled. He had scored another de- 
bating point. | 
At an age when most men contem- 
plate retirement (and male pattern 
baldness), Aiyar — he is 64 — possesses 
not only long and silky hair, but also, 
much to the surprise of his detractors, 
some kind ofa vision for the oil industry. 
(He also possesses a silky tongue which 
runs ahead of him, but that defines Ai- 
yar as much as innovative syntax de- 
fines George Bush.) In fact when he was 
appointed petroleum minister, many 
bureaucrats had disparagingly claimed 
that Aiyar was simply warming the seat 
for fellow Congresswallah and Gandhi 


loyalist, Satish Sharma. Nine months : 


into the job, the alumnus of Doon 
School and St Stephen's College — 
hence his obsession with how Stephani- 
ans speak the Queen's — appears to 
have turned the tables on his critics. — 
After becoming minister in May 
2004, Aiyar asked lots of questions, both 
within his ministry and without, and 


formed his opinion of what needs to be 

done. Which are: India needs to secure. 
her future energy supplies and that's © 
best done by equity energy deals — 


abroad; big oil and gas companies need 
to be persuaded to invest here; and fi- 
nally, that the relationship between the 
petroleum ministry and the publicly- 
owned energy behemoths need a re- 
think. Some interpret that as Aiyar's de- 
sire to reduce the independence of 
these companies and bring them fur- 
ther under the ministry's control. Aiyar 
then traded his homespun kurta- 
pyjama, essentially his panchayati raj 
accoutrements, for elegant double 


 yar ran his fingers- 


breasted suits and hit the road like a 
modern day DickWhittington, out to se- 
cure his fortune abroad. Only the cat 
was missing, and it's not just London 
that Aiyar has visited. In the past three 
months, he has been to Calgary, Dhaka, 
Houston, Kazakhstan, Moscow, Tehe- 
ran, Vienna, and Yangon, not to men- 
tion London. In contrast, his predeces- 
sor at the ministry, NDAs Ram Naik 
seems a recluse. During a five-year ten- 


ure, Naik visited barely a dozen coun- - 
tries to sell the Indian oil and gas story. 


Many argue that's exactly the point 
that Aiyar is trying to make. The notion 


of equity oil or attracting foreign in- 


vestors to India isn’t exactly serendipity 


— it's been doing the rounds of Shastri 


Bhavan, where the oil and natural gas 
ministry sits, for at least five years now. 
Though the first project abroad where 
the Indian government took a stake was 
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in Vietnam in the 1970s, the idea of 
championing equity oil took shape 
when the NDA was in power. But as a se- 
nior oil executive points out, Aiyar be- 
lieves that India still needs to hard-sell 
its oil and gas needs and ambitions, and 
that's better done abroad than here. 
Some results are already visible. Ai- 
yar has struck deals across the world — 
from Dhaka to Teheran and Yangon to 
Astana. He has also initiated talks with 
the Chinese. Since India and China are 
competing globally to access equity oil, 
the plan is to set up a task force for iden- 
tifying projects where both countries 
will not bid against each other. If he 
brings the two together on oil projects, it 
could well be his biggest breakthrough. 
(Heleaves for Beijing this summer.) 
Aiyar got off to a bad start though. 
Soon after he took over as minister, 
ONGC Videsh (OVL) lost the chance to 





get a 50 per cent stake in the lucrative 
Block 18 in Angola to China’s CNPC. 
Though Aiyar had met the Angolan oil 
minister at the Opec meet in Vienna, he 
could not cut much ice, since Angola’s 
state-owned petroleum company 
Sonangol stood in OVLs way. 

That was in September 2004. Many 
sniggered that the former diplomat who 
had a way with words didn't have a way 
with oil and gas. Some even warned that 
the oil and gas portfolio would soon go 
to Sharma. In fact, ministry officials say 
even Aiyar thought so, and in the first 
few months after becoming minister, he 
focused more on his other portfolio, 
panchayati raj. Since then, Aiyar seems 
to have gone from strength to strength. 
A lot of that has to do with the way in 
which he has brought to sharp focus 
what needs to be done with the sector. 
And this has won him support from the 
Prime Minister's Office (PMO). 

Aiyaris changing the way the oil and 
gas ministry works. He believes that oil 
and gas is as much a matter for the Min- 
istry of External Affairs as it is for the pe- 


Mani Shankar 


Ayyar's vision of _ 
India an oil 


making 


troleum ministry. This ensures that Ai- 
yar plays to his strengths — he was a 
part of the foreign service from 1963-89 
— and deals with bureaucrats he is per- 
haps familiar with. But as the race be- 
tween oil hungry nations hots up, it’s be- 
coming clear that managing the politics 
ofa deal counts as much as understand- 
ing the economics of it. That was Aiyar's 
lesson from the failed Angolan deal. 

He has therefore virtually brought 
the Ministry of External Affairs into the 
petroleum ministry. First, he set up a 


Standing Committee on Oil Diplomacy | 


for Energy Security with former diplo- 
mats Arjun Sengupta and M. Hamid 
Ansari as chairman and convener re- 
spectively. Next, he brought in Talmiz 
Ahmed, a foreign service officer from 
the external affairs ministry as addi- 
tional secretary for overseas operations 
in the petroleum ministry. Recently, Ai- 
yar mentioned that he would want offi- 
cers dedicated to looking after India’s oil 
interests at the embassies abroad. 
While ONGC and IndianOil routi- 


nely take help from the foreign office 


destination is built 
on diplomacy, flair 


and imagination. 
By Anup Jayaram 
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OIL & GAS 


when they seek deals overseas, never 
was the arrangement so formalised. The 
one instance when Naik is known to 
have used the foreign office heavily was 
when OVL was nearly edged out of 
Sakhalin-I, a gasfield in Russia by BP 
(formerly British Petroleum). Naik used 
the PMO and the foreign office to swing 
the deal in Indias favour. 

The purists in the ministry and oil 
companies disapprove of Aiyar's meth- 
ods. A senior oil industry official causti- 
cally remarks that the minister seems to 
be more in sync with diplomacy than 
with the industry. Maybe he is getting 
his back at Aiyar for some of his witti- 
cisms directed at the official, but this is a 
commonly held view in some sections. 
Another official argues that Aiyar is 
spending just too much time on oil 
diplomacy and ignoring key issues like 
dismantling of the administered pricing 
mechanism and setting up a regulator. 

But that doesn't faze Aiyar. Nothing 
rarely ever does. His argument is that 
the stakes are high enough for him to try 
unconventional methods. He is fighting 





DINESH KRISHNAN 





for India's oil security, he says. Currently, 
India imports 70 per cent of the 115 mil- 
lion tonnes of the crude oil it consumes 
annually. The import dependency is ex- 
pected to touch 85 per cent of the 368 
million tonnes that India is likely to con- 
sume in 2025 (See ‘The Challenge 
Ahead’). India will also need 391 mm- 
scmd (million metric standard cubic 
metres per day) of gas in 2025. The cur- 
rent production is around 75 mmscmd. 

Says Rajendra K. Pachauri, director 
general, The Energy & Resources Insti- 
tute (Teri): "Oil diplomacy is a step in the 
right direction. What Aiyar has done is 
move it to a much higher level.” 

Aiyar's wins so far: The oil ministers 
conference this January in Delhi where 
ministers from 10 Asian countries as- 
sembled. It included India, Japan, China 
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P challenge 


and Korea, which account for 70 per 
cent of the oil consumed in the Asia-Pa- 
cific region. Also present were the big 
suppliers — Saudi Arabia, Iran, Oman, 
Qatar, UAE, Indonesia and Malaysia. He 
has created a platform for the Asian oil 
community where none existed. Since 


Asia will account for a huge slice of the - 
global oil market in the years ahead, this © 


body could bea force to reckon with. 
Then came a string of high-profile 
. deals. In January, Aiyar clinched a $40- 


S . billion deal to import 7.5 million tonnes 


- vof liquefied natural gas annually from 
National Iranian Gas Export Corpora- 
tion for 25 years, starting 2009. This has 
been hanging fire for the past year. In 


fact, the petroleum ministry had ob- 


jected since the price offered by Iran at 
$2.97 per million BTU was higher than 
the $2.53 per million BTU offered by 
Qatar's RasGas. However, Aiyar over- 


NEERAJ TIWARI 


T —————— ——————————————————————————————————————————— 


ruled the ministry and went ahead. His 


rationale: The deal comes with a sweet- 
ener — OVL gets a 20 per cent stake in 
the giant Yadavaran Oilfield and 100 per 


cent in the 30,000 barrels per day Jufeyr ` 


Field. The Yadavaran stake means 

60,000 barrels a day of crude for India. 
Aiyar then went to woo Bangladesh. 

After a meeting between Aiyar, Ban- 


. gladeshi energy minister A.K.M. Mosh- 


arraf Hossain and Brig. Gen. Lun Thi of 
Myanmar in Yangon, Bangladesh gave 
the green signal for the $1-billion Myan- 
mar-India gas pipeline to pass through 
its territory. That's a big win because 
Bangladesh had all along refused to 
partner India on energy issues. 

Aiyar, who has served in Karachi as a 
diplomat, has all along been for a gas 
pipeline through Pakistan. Last week, 
Iran agreed to ensure supply of natural 
gas at the India-Pakistan border thro- 
ugh the $4-billion Iran-Pakistan-India 
gas pipeline. There is also talk of a Turk- 
menistan-Afghanistan-Pakistan-India 
gas pipeline. To coordinate all this, the 
Cabinet has approved the petroleum 
ministry to be the nodal agency for 
negotiations with Iran, Pakistan, 
Afghanistan, Turkmenistan, Bangla- 
desh and Myanmar. 

Aiyar is also wooing old ally Russia. 
He is negotiating with its state-owned 
Rosneft to buy 15 per cent of Yugansnef- 
tgaz for a mind-boggling $6 billion. If he 
wraps up that deal, it will be India's big- 
gest overseas investment, overshadow- 
ing India's biggest deal till now — the 
$1.7 billion for 20 per cent in Sakhalin. 


Aiyar continues his hard-sell of India 


as an oil destination. He once remarked 
that the Bay of Bengal could emerge as 
India’s North Sea. His logic is that as 
more domestic oil is discovered, it will 
be easier to ensure oil security. That 
explains his passion for New Explo- 
ration Licensing Policy (N ELP)-V. 

In the previous rounds, there have 
been hardly any big names interested. 


That explains why this time around Ais 


yar is focusing more on smaller explo- 
ration and production outfits like Hunt 
Oil, Mercury Oil & Gas and StatOil. The 
bigger players could follow later. The 
significant gas and oil discoveries by Re- 


 Jiance and Cairn Energy in India in the | 


last few years will help Aiyar. “But for - 
these discoveries which made news 
globally, Mani Aiyar would hardly have 
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had an audience," an oil industry official 
points out cattily. 

Clearly Aiyar evokes strong emo- 
tions in people. Some see him as an 
earnest minister who is trying to think 
out ofthe box. He also has fans who be- 
lieve he is one of the best ministers in 
this Cabinet. Others see him as a glib 
talker who manages to sell himself and 
his achievements very well. Yes, Aiyar's 
fondness for scoring debating points 
has earned him the ire of few senior offi- 
cials whose inability (or reluctance) to 
match Aiyar, jab for jab in public, com- 
pel them to rip him and his moves to 
shreds in private. (Aiyar was unavailable 
for comment; he cancelled his meetings 
twice with BW.) Much of the equation 
between oil PSUs and the ministry de- 
pends on his ability to deal with the per- 
sonalities involved. | 

Aiyar apparently believes that oil 
and gas PSUs are marching to the beat 
of their own drum and aren' acting in 
concert. He isn't very happy about 
ONGCS plan to set up power projects 
and special economic zones. He is also 
cut up about GAILS public insistence 
that the proposed national gas grid be 
set up only by them, to the exclusion of 
all other players. There are also strong ri- 
valries that exist today among oil and 
gas PSUs. While that need not necessar- 
ily be bad — after all, these companies 
are supposed to maximise shareholder 
wealth — Aiyar believes that given the 
larger national interests of energy secu- 
rity, they need to rethink their priorities. 

One plan doing the rounds is that 
the PSUs get merged to create two giant 
ones — one led by IOC and the other by 
ONGC. They will be much larger, and so 
carry greater clout in the market. While 
this could take care of India's energy se- 
curity, something that appeals to Aiyar, 


it would also mean merging upstream 


and downstream facilities, something 
that he is uncomfortable about. _ 
Aiyar has brought the energy issue 
to the middle of the national agenda. In 
the months ahead, he will be watched 


by admirers and detractors alike on 


what he does on issues like the petrol- 
eum regulator, dismantling of APM, role 


of PSUs, and impact of NELP-V. Given 


 Aiyars personality, hed want to be seen 
as someone who made a difference. Nu 
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.. BASELII. 
for companies who feel they will receive 
a bad rating, to opt to remain unrated 
instead," points out a rating agency ex- 
ecutive. The new rules also require 
banks to set aside about 40 per cent less 
capital for all retail loans, other than 
home loans. | 
On the other hand though, banks 
have to set aside capital equal to at least 
15 per cent oftheir gross income to pro- 
vide for ‘operational risk’ — losses 
against fraud for instance. They 
didnt have to do this earlier. 
Icras and BWs estimates (as de- 
picted in the table) are based 
only on operational risks and 
don't take into account the fact 
that banks have to provide less 
capital on loans to top rated 
borrowers and retail loans. 
. Ontheretailloan portfolio, 
. banks have to provide around 
Rs 4,500 crore less of capital 
than they currently do. A scan 
through a database of 150 
rated companies with a total 
of Rs 51,000 crore in bank 
borrowings as of March 2004 
reveals that banks will have 
to provide around Rs 3,000 
crore less on those loans 
than they do currently. And 
because bigger banks lend 
to bigger and more prof- 
itable companies, they gain 
at the expense of smaller 
tional Bank, in its share and weaker banks. Finally, 
prospectus, estimates a fall Crisil estimates that banks 


in capital adequacy ratio Some of the confusion over the have to provide another 
(CAR) (a ratio of capital to Rs 11,000 crore for market 


‘risk weighted assets’) of 2.73 Basel ll nomns IS clearing up as the risks from fluctuations in 
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NDIAN banks might have to raise 
their capital by as much as 
Rs 15,000 crore-16,000 crore by 
March 2007 when the Basel II rules 
come into force. Last week, the Re- 
serve Bank of India announced detailed 
draft guidelines on how banks have to 
implement the new rules, which deter- 
mine how much capital banks have to 
set aside as a cushion against de- 
fault on loans. 

The new rules come into ef- 
fect only on 31 March 2007 but 
the effects are already being felt. 
For instance, last year we re- 
ported (see ‘Basel Bound’, BW, 
22 November 2004) that 14 
banks are likely to hit the capi- 
tal market to raise around Rs 
4,390 crore in equity over this 
year. A major reason for the 
rush is to comply with Basel H. 

In fact, rating agency Icra, 
which estimates that the cur- 
rent capital requirement of 
Indian banks stands at around 
Rs 11,922 crore because of 
Basel II, argues that Indian 
banks will need to raise the 
figure to Rs 18,000 crore- 
20,000 crore ‘over the 
medium term, after taking 
into account normal busi- 
ness growth. Punjab Na- 


percentage points, or around | : : i . prices of securities. 

Rs 1,425 crore, because of RBI releases lending guidelines While it seems that wea- 
Basel II. Allahabad Bank esti- | ker firms could be at a disad- 
mates a fall in CAR of around two per- | when a bank lends money to the | vantage, that may not necessarily be the 
centage points. | strongest of companies, like say, Indi- | case. "Banks will look much more care- 


The new rules allow banks to differ- | anOil Corporation, it needs to set aside 
entiate between companies they lend | only about a fifth of the capital that it 
to, on the basis ofhowcreditworthythey | does now, and about 13 per cent of the - 
are. Earlier, banks had to set aside the | capital required for aloan to a company 
same amount of capital for all compa- | withalower-than-investment grade rat- 
nies. So when SBI makes a loan toa Re- | ing. For the latter companies, banks 
liance Industries, it has to set aside the | have to set aside 50 per cent more capi- 
same amount of capital asit doesona | talthan they do now. Interestingly, un- 
loan to an ailing textiles company. der the new rules, a loan to a company 

Now, they haveto depend on ratings | that chooses not to go in for a credit rat- 
by external agencies like Crisil and Icra | ingischeaperforabankthanaloantoa | loan may attract a higher-than-before 
to figure out how much capital to pro- | company which receives a bad rating. rate. Since pricing will be more rational, 
vide on a loan. Under the new rules, "There is a perverse incentive here | agoodrisk will get a lower rate." B 


fullyat the credit profile of potential bor- 
rowers before making aloan, something 
which smaller banks might not always 
have done," notes Ajit Ranade, chief 
economist at the Aditya Birla group. Ear- 
lier, the classification of borrowers, 
based on how risky they are, was much 
coarser. With the new rules, the cate- 
gories are finer, allowing for a broader 
range of interest rates. “Thus, a risky 


Bi i MAT e MAMMA imu lahore ana ig e i RA Ra PR MORE nabs URB E Ra EA RAPERE PU coe 


BUSINESSWORLD 30 7 MARCH 2005 


HP BladeSystem — Because the building blocks of your 
DataCentre shouldn't become stumbling blocks tomorrow. 





Save more than just time, space and money. Dramatically improve your DataCentre efficiency and adaptability. 

HP BladeSystem is the most powerful and flexible industry-standard blade architecture. A revolutionary step in server management, 
deployment agility, space and modularity, HP BladeSystem marks a quantum leap in DataCentre manageability, performance and 
productivity. Designed with industry standard components, only HP offers you the choice of Intel Xeon, AMD Opteron and Intel 
Itanium* processors. HP was the first major vendor to introduce BladeSystem servers, and also the first to cross the 100,000 
shipments milestone. Proof enough of our expertise, and the advantages that HP BladeSystem offers through: 





* Increased productivity: With HP BladeSystem, you can double the number of resources managed per administrator, across 
servers, switches, and storage 
* Never-before levels of manageability: With tools such as the Integrated Light Out (iLO), you can manage your HP 
BladeSystem, anywhere, any time; over the net; even halfway across the world 
* Rapid deployment: With the HP Rapid Deployment Pack, you can dramatically reduce your deployment and configuration time 
from hours to minutes — and further maximise your DataCentre productivity 





* Lower cost of ownership than comparable rack mounted servers 
* Power savings: HP BladeSystem uses up to 27% less electrical power than traditional servers 


* Space savings: HP BladeSystem reduces the amount of space required by up to 24% 





* Cable reduction: HP BladeSystem cuts down cables by up to 93%, reducing cable failures, a prime cause of downtime 

And once you consider the fact that HP BladeSystem servers run at an astounding average of 80% capacity, you'll see why they 
provide the best return on IT investment. 

Demand more from your IT infrastructure; integrate HP BladeSystem into your DataCentre. Forward-looking companies like L&T, 
Idea Cellular and Sify have already done so. What about you? 


Synchronising business and IT. Building an adaptive enterprise. pd 
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The 
economic 
situation 
today is a 
more 
complex 
one. It 
does not 
lend itself 
to direct 
answers, 
unlike 

in 1992 
and 1997 


Stop hoping for 
dream budgets 





O DREAM teams necessarily 
produce dream budgets? The re- 
cent record is reassuring. Both 
Manmohan Singh and P. Chi- 
dambaram produced stunning 
budgets in the 1990s. However, in the 1950s, a 
constellation of brilliant economists in the fi- 
nance ministry and Planning Commission had 
set us on a path of economic inertia. So there 
are no easy answers. 

A lot of people expect another big-bang 
Budget on 28 February. That may or may not be 
the case. We'll know for sure only when Chi- 
dambaram finishes his speech on that day. The 
more interesting question now: shouldn't we 
stop rating budgets by their sex appeal? There 
should be a more sober way of judging budgets. 

The entire quest for dream budgets should 
now be a thing of the past. Manmohan Singh in 
1992 and Chidambaram in 1997 could produce 
dream budgets because they had to blow away 
decades of sloth in a short time-span. That's no 
longer the case today. So budgets now are more 
likely to be subtle rather than dramatic. And it's 
time the audience realises it. 

Itll be good to analyse future budgets in 
terms of risks. Robert Rubin, treasury secretary 
in the Clinton administration, wrote in his me- 
moirs, In An Uncertain World, about the need 
for 'probabilistic thinking. Rubin himself was 
part of a dream team that left behind a boom- 
ing US economy and huge fiscal surpluses. It 
had also steered the global economy out of tro- 
uble in the wake of emerging market crises. 

The key to 'probabilistic thinking, says Ru- 
bin, is the ability to ask what else might happen 
or what could go wrong. In a review of Rubin's 
memoirs, economist Bradford de Long wrote 
that administrators have to "look at the full ran- 
ge of potential outcomes — at their costs as well 
as their benefits — rather than assuming that 
results will match some fashionable ideology or 
favourite administration model. All forecasts, 
after all, turn out to be wrong in at least one vital 
dimension. Poundinga table and shouting does 
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not make unwanted facts disappear." 

Thenew Union Budgetis likely to take some 
big risks, in the sense that the possible out- 
comes are not fully understood. Value-added 
tax (VAT), for example, is most likely to be good 
for the economy. There is enough global expe- 
rience to show that VAT is a desirable tax. Some 
of the social sector schemes mentioned in the 
Common Minimum Programme too are worth 
funding, especially the Employment Guaran- 
tee Scheme. But there are fears it could wreck 
government finances. The point is that these 
are unchartered waters, and so more difficult to 
understand and judge. Also, these policies will 
be implemented in a global economy with 
heightened potential risks: financial instability 
because of a weak dollar, volatile capital flows 
because ofrising interest rates, and the threat of 
oil prices going up even further. 

Negotiating through these untested waters 
and coming out with coherent policy needs 
clear political vision, rather than just high- 
quality economic advice. That is the real chal- 
lenge before Chidambaram and Manmohan 
Singh. Thereisa little story recounted by Rubin, 
anda great favourite of mine. Clinton was com- 
mitted to free trade, but his short-term political 
instincts too were often active. Rubin was once 
trying to convince his boss about the need to 
drop import duties on fish. Clinton remem- 
bered seeing poor fishermen cast their lines 
and didn't want to hurt them. "But Mr Presi- 
dent," Rubin said, "to help those poor fisher- 
men, you are going to prevent the vastly greater 
benefit that would come to the poor from being 
able to buy cheap fish." Clinton saw the point. 

The economic situation today is a funda- 
mentally more complex one. It does not lend it- 
self to direct answers, unlike in 1992 and 1997. 
So the talented team managing the economy 
today has a more subtle task than ever before. 
Its only fair that we do not judge them in black 
and white. As a first step, let's stop hoping for 
dream budgets that can be praised or slammed 
in a few short sentences. éd 


TRIBHUWAN SHARMA 


NOKIA INDIA 


doubled its India revenues every year. By the end of its finan- India is Nokia's fifth largest market globally 
cial year in December 2004, its turnover from selling handsets 


and cellular networks in India stood at a whopping Rs 7,502 pa 30,016 29,455 29,267 

crore — about 4.5 per cent of Nokia's global revenues. India is Global 
now Nokia's fifth-largest market after the US, Germany, the E China 
UK and China. That is huge for a 10-year-old operation. Think @ Brazil 


about it. Nokia India’s turnover is almost twice that of Sam- W India 


sung and seven times that of Dabur. It is bigger than ITC, Wi- 

pro, Infosys or Grasim. In another year or so, it will be in touch- 

ing distance of HLL. Those are the kind of comparisons that 3,418 264 2,802 539 2,013 E 062 2,660 1364 

make Nokia Indias managing director Sanjeev Sharma happy. 1,091 | 
For four years now, the Finnish Nokia has been doing a a m- mm mu 

very Indian Nirma on the mobile phones market. From set- 

ting up a manufacturing base for handsets in India (this year) "evenve figures in million euros VON OK NOI FIOI 


now a global case study of sorts. In brand surveys across In- 





to creating financing options for cellphones, to working with 

phone and usingit. That, in turn, has meantitiseasierforpeo- Mobile brand share (without smartphones) in units 

phonein India pickup a Nokia. Many ofthem have made their 

‘Made for India’, is Nokia's largest selling model globally. 

the Indian market, the company’s success in the country is 

dian cities and demographics, Nokia tops the list for linkages 

have been asking for over a year now. As its global revenues a AE- f GFK Asia 


cellular operators to reduce airtime costs, it is doing every- 
ple like Gupta to think about, access and even buy a phone @ Sony Ericsson 
and use it. The evidence of its success is now overwhelming — m Samsung 
more than half of the 49 million mobile users in India carry a 16 178 18 
@ Nokia 
Motorola 
first ever mobile call on a Nokia phone over a Nokia network T 
ZI EJ DU LZ 
From winning the CII Brand of the Year award in 2005 to 
Note: 
Figures in 96 
Does not contain 
figures for all 
brands 
Scale is approximate 
to the word 'mobile, making it the Xerox of mobile telephony. 
Oct Nov Dec Jan Feb Mar Apr May jun Jul Aug Sep Oct YTD Marketing Services 
'04 


thing possible to push down the cost of owning a mobile In India, Nokia is twice the size of any other telecom brand 
Nokia handset. Six out of every 10 people who buy a mobile 
(See 'Connecting Operators). The 1100, the phone which is 
being invited to Harvard to talk on how Nokia cracked open 
Is that good? It's a question that analysts across the world 
1 T T ? Source: 
continue their gentle slide, from 32 billion euros in 2001 to 29 03 '03 '03 '04 '04 '04 '04 '04 'O4 'O4 'O4 'O4 '04 


Lord of the 
rings 


Nokia’s strategy is to 
maintain its domi- 
nance in the fast 
growing Indian mar- 
ket, particularly 
among first-time 
mobile users like 
Shardanand Gupta. 
It hopes such cus- 
tomers will remain 
loyal to the brand 
when they upgrade to 
high-end phones 
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story 


billion euros in 2004, it is evident that 
even while Nokia wins the volumes 
game, it could end up losing the value 
and margins one. Global operating 
profits fell for the first time, from about 5 
billion euros in 2003 to 4.3 billion euros 
in 2004. That is because, when it comes 
to being the coolest thing in technology, 
younger, nimbler Asian rivals like Sam- 
sung, or older American ones like Mo- 
torola and Sony Ericsson give Nokia a 
good run for its money. 

In China, where consumers are now 
upgrading to high-end phones with 
colour screens, cameras, broadband, TV 
and all the other gadgetry that cell- 
phones can offer, they are choosing Mo- 
torola, Samsung and even local Chinese 
and Taiwanese brands like Bird and 
BenQ. When you want a ‘cool’ phone, 
you pay that extra fifty or hundred dol- 
lars for it. So, cool is also about getting 
better margins, which is what Motorola 
is doing with RAZR V3, its latest and 
hottest selling model. Sure, Nokia still 
holds a huge 30 per cent of the global 
market for mobile phones and its near- 
est rivals, Samsung and Motorola , have 
less than halfits market share. 

The problem with Nokia is not size, it 


is sex appeal. “The global brand percep- 
tion and the local brand perception are 
not the same,” argues Sharma. Is it? In 
the fastest growing segments of the cell- 
phone business, like camera phones or 
colour-screen ones, Nokia was almost 
beaten by Samsung and Motorola in In- 
dia, before it managed to steady its mar- 
ket share last year. Notice that Nokia's 
revenue growth has already slowed 
down in India. Sure, you could argue 
that a company cannot keep growing at 
100 per cent year after year. 


At least one senior Nokia manager 


agreed that “we are very strong at the en- 
try level (Rs 3,000-7,000), but it is at the 
mid-end between entry and lifestyle 
(Rs 7,000-16,000) that we are weak." 
Nokia is a nice company with good, 
solid phones, but is simply not fast 
enough or adventurous enough for a 
market that gets redefined everyday. 
Remember that in 2002-03 when 
Asian consumers were shifting to 
clamshell phones, Nokia hung on to the 
'monobloc' or candy-bar model. When 
operators like Vodafone wanted to offer 
customised branded handsets, Nokia 
was loathe to upset its world-class man- 
ufacturing and logistics set-up for this. 
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The result, say analysts, has been the 
slide in revenues and, finally, a fall in its 
global market share from an average of 
35 per cent to 30 per cent currently. 

Clearly, this is not a company that 
revels in risk. Nokia suffers from a 
strange strategic schizophrenia. All the 
hyper-aggression on the distribution 
and marketing, all that money spent 
creating campaigns on ease of use and 
‘Made for India’ are very good for getting 
acustomer in. But are they good enough 
to keep him there? 

Nokia lacks the aggression that 
comes with a great pipeline of products 
and a vision for the business. Two, 
maybe three, years from now India will 
hit a high of 100 million-200 million 
users. At over 50 per cent growth rates, it 
is one of the most rocking cellphone 
markets in the world. If Nokia doesn't 
want to lose its dominance, it has to 
thinkhard about this one. 

It has. And increasingly, the answer 
seems to be: first capture the base even 
as you keep selling the idea of gizmo 
phones, and this will translate into do- 
minance at the high-end. We will get 
into the whats and whys of that strategy 
a little later. But the fact remains that, 


Team Nokia India 

(L-R) Sanjay Behl,head (marketing); 
Gautam Advani, multimedia business 
director; Ashish Chowdhary, country 
head (India & South Asia); and Sanjeev 
Sharma, managing director 
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even now, when Nokia seems to be 
holding its own at the top-end, its heart, 
soul and mind are in the numbers in In- 
dia. Its strategy remains more of the 


same, with some tweaking. Will its fu- 


ture get lost in the translation from the 

low to the high-end? Will consumers like 

Gupta, once they are jaded and have 

more money, and want to make a fash- 

ion statement, still pick up a Nokia? 
Maybe. Just maybe. 


Lost In Translation 

Last year, Nokia was re-organised glob- 
ally, and a separate multimedia division 
formed. Across the world and in Asia, 
this reorganisation has delivered results. 
Nokia is now the largest seller of cam- 
eras (thanks to camera phones) in the 
world. In China, after dropping contin- 
uously for two years, revenues have ac- 
tually grown by 32 per cent in 2004 (See 
‘India Is Nokia's Fifth Largest Market’). 
But forget China fora bit because at over 


of total market (in units)* 


Jün Jul Aug Sep Og 
? ‘04 


jun 
'O4 


Rue 


&& Others 





38 Service provider 
shop 


= Consumer Elec./ 
Appl, shop 


. & Telecom shop 


YTD 


04 04  '04 Q4 


The multimedia effect Brand share of camera phones (in units)* 
| | | zm EN EB ER eee "50v Ericsson 


@ Samsung 
B Panasonic 
W Nokia 


8 Motorola 


Note; 

Figures in 36 

| Does not contain 
“Figures for all 

brands 

Scale is approximate 

*Without smartphone 








Source: GFK Asia 


Sep Oct RM 
p Marketing Services 


O4 "04 


Aug 
04 


Jut 
04 


300 million users, it is way ahead of In- 
dia on the mobile usage curve. Multi- 
medias only job in India is to push the 
idea of high-end telephony in smaller 
towns and high-end volumes in the me- 
tros. Gautam Advani, who earlier head- 
ed Nokias marketing, was put in charge 


of multimedia in January 2004. Thro- | 


ughout February and March that year, 
Advani was busy trying to convince 
HCL, Nokias national distributor, that it 
needed to push high-end phones. (HCL 
refused to speak to BW for this story). 
Advani then started work on the re- 
gional distributors and dealers, espe- 
cially in smaller towns, trying to con- 
vince them that they could sell high-end 
phones. When he gave them their tar- 
gets in February, most dealers thought 
he had lost it — the targets seemed 
overly ambitious. By September, 
though, many ofthe dealers and distrib- 
utors had started taking him seriously. 
The results showed up in market re- 
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search firm GFK' retail audit figures for 
November 2004. In camera phones, 
Nokia now beats anybody else by a large 
margin; in colour phones, it is neck and 
neck with Samsung. 

It is here that some vindication of : 
Nokias tortoise-like stance comes, gru- 
dgingly. The fact is India is such an over- 
whelmingly mass market for everything 
from soaps to medical services that a 
mass-market strategy is an imperative, 
notanoption. "Mobile is a mass-market 
phenomenon; it has to be treated like a 
mass market product," says Kobita De- 
sai, senior analyst (telecom), Gartner. 
Only a dominance of the mass market 
could lead to dominance at the top end. 

There are two things that make it 
seem like Nokia will be able to leverage 
its mass market dominance to leader- 
ship at the high end of the market. One, 
the sheer size of the market and Nokia's 
absolute dominance over its most cru- 
cial element — distribution. Second, the 
fact that both consumer readiness and 
technology make high-end phones a 
limited market for now. 


My Big Fat Indian Market 


"We are a population of a billion. Yet, 
just about 49 million people are cov- 
ered. There is still just about 20 per cent 
coverage in the cities and about 1.7 per 
cent in rural areas, there is so much 
more pent up demand," points out San- 
jay Behl, head (marketing), Nokia India. 

The potential in a country with 250 
million homes and an average of less 
than one phone per home is obvious. 
While landlines will take forever to reach 
them, mobile telephony is what bridges 
the gap between rural and urban India 
on telephony. "So the number one 
thrust in the next few months is know- 
ing the operator roadmap,” says Behl. In 
the first few months of 2005, he reckons 


that 3,600 (tier 3 and 4) towns, or about — — 


eight to 10 markets, will be opening up . 
everyday. On an average, each town will. - 
throw up 50,000 new subscribers. 

"The imperative is to open up new 
growth and drive category relevance. 


They (new users like Gupta) are not < 


used to mobile telephony. So we are not 
taking a brand high point there," says 
Behl. To capture a chunk of the growth 
that happens with every new town com- 
ing under mobile coverage, Nokia has 
focused on distribution and advertising. 














The result is a network that reaches over 
25,000 dealers. That means Nokias dis- 
tribution network is about three times 
the size of Samsung's and six times that 
of Sony-Ericssons. And just in case you 
| are curious, itis one-fourth of HLLs. 
Nokia has reached those numbers, 


- | largely over the last three years, by 


Ü . focusing on the kind of people it wants 
to rely on to sell its phones — typically 
distributors used.to fast moving con- 





d — sumer goods (FMCGs) and dealers of 
| durables or automobiles. Many ofits re- 


gional distributors are former FMCG 


| | men — like Vivek Gupta. 


Guptas family concern used to dis- 


P tribute FMCGs for 60 years before it 
B moved to telecom. Gupta did that be- 
= cause he saw potential in the business, 
E going by the number of cellphones that 


were coming into his territories: Am- 


| ; — bala, Kurukshetra and Yamuna Nagar. 
E The (wholesale) margins, he says, are 


better at about 4-5 per cent compared to 


(t 2-3 per cent on FMCGs. Within cell- 
| phones, he concedes the margins are 


better for LG and Samsung, but the huge 


* : C volumes on Nokia more than make up 


for it. That is something that dealers, 


many of who are now choosing to be- 


come exclusive Nokia retailers (Nokia 
Priority Dealer), agree with. 

The fact is for at least another three 
years, the mobile phone game will re- 
main a consumer durable game, not a 


E technology one. "The nature ofthe In- | 
— dian mobile phone markets demands | 


B. reaching out to non-telecom retailers. 
| Organised retail outlets do not domi- 
nate the mobile phone retail market. 


[= Many outlets are telecom exclusive; | 
2 however, many prominent non-tele- 


com outlets sell mobile phones as well, " 


B says Jonas Nordquist, head of Siemens. 
ES. Mobile Division, India. 


It is what happened with FMCGs 


: F B too. First there were groceries, then 
= paanwalas and petrol pumps, mandis, | 
B haats, village bazaars... 


B sold at almost every kind of outlet. That 


and non-traditional channels are re- 


quired,” agrees Desai. About one-fifth of | 


mobile phone volumes come from con- 
sumer durable or service provider 


FMCGs are now | 


B is what is now happening with both | 
f  handsetsandairtime services, albeit ata | 
| different level. “Growth (in the metros) 
E has stagnated, volumes will come from 
| smaller towns. And for that, traditional | 
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shops. Nokia leads in most of these 
channels, making its hegemony over 
telecom distribution complete. 


| CDMA: Missed Opportunity 


You could argue that for all its mass- 
market dominance, Nokia lost the real 
mass-market — the CDMA (code divi- 
sion multiple access) one — because it 
refused to customise its phones for op- 
erators like Reliance. This despite Nokia 
having had the technology for 15 years. 

Nokia's beliefin GSM (Global System 
for Mobile Communications) is under- 
standable. GSM is the dominating mo- 
bile technology with 80 per cent market 
share worldwide. In Nokia's home base, 
Europe, GSM simply beats anything else 
hollow. When Asia started taking to 
CDMA, Nokia was simply not prepared 
with models or marketing. Only in the 
end of 2003, long after CDMA started 
getting accepted in the world and the 
Indian market, did the first of Nokia's six 
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CDMA phones start rolling out. As a re- 
sult, Nokia has not done well in the bat- 
tle for perception, and this is where the 
film starts to unspool. Samsung and LG 
are simply seen as more aggressive and 
'with it' by the up-market metro audi- 
ence. "The way the market ramped up 
because of CDMA gave Samsung and 


LG a chance to close the gap with 


Nokia,” thinks Desai. 

“If LG and Samsung are so aggres- 
sive, why are they not big in GSM?” 
counters Vikrant Badhwar, one of the 
biggest Nokia dealers in Delhi. He has a 


point. Wherever consumers have a 
-choice and choose a phone of their own 


volition, over six times out of 10 they 
choose a Nokia. It is where the phones 


come packaged with airtime that LG 


andSamsung score. They supply in bulk 
to Reliance Infocomm, so there is no 
choice involved. | 1 

Nokia has, since then, worked with 
Reliance at offering a handset that 


CDMA users could change to, without 
changing their number. “CDMA is very 
carrier-dominated, it is pushed by the 
carrier. A handset needs to be pre- 
ferred," says Desai. Unlike many other 
markets, in India, handsets are not nec- 
essarily bound to airtime operators. So 
choice is important, especially in GSM, 
which is 80 per cent of the market. 

That is where the volume argument 


and all the work Nokia has put into de-: 


veloping an FMCG-like reach and posi- 


. tioning works. “In handsets, branding | 


and positioning is very important and 
Nokia has the legacy of a good position. 


Chinese vendors are constrained by- 


user perception," thinks Desai. What 
she means is that Bird or BenQ will al- 


ways be seen as cheap Chinese brands. - 


With a low-end handset, price is im- 
portant but, eventually, the robustness 


of the product determines the brand's 
perception. When you can barely afford | 


a washing machine you will buy a 
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Videocon, but when you want the best | 


you will buy Siemens. In Nokia's case, it 
is trying to ensure that it is the choice at 


the first and, therefore, the second stage. | 


But product robustness and reliabil- 
ity and good after-sales service don't 
convey cool. Hot new models and slick 
advertising does. On the former Nokia 
has pulled up its act, launching 16 mod- 
els in 2004. But its not-so-exciting re- 
search pipeline has been the subject of 
international derision. So all its at- 
tempts to show off models which can 
show TV programmes or have visual ra- 
dio are seen as the attempts ofan ageing 
company to look younger. 

Only if the Nokia R&D in Helsinki 
comes up with a sizzler a year, like the 
Motorola's RAZR V3, it could crack its 
‘cool’ problem on the product front. - 


| Nokias global R&D budget has re- 


mained at its high of over 12 per cent of. 
sales for two years now. The results 


| 
| 
i 
| 
| 
| 
i 
| 
| 
1 
i 
| 
| 
| 
| 
i 
| 
i 


i 


| 
H 
| 





launch of the 9300, among several other 
high-end models this year will fix the 
problem, reckons Sharma. | 
The other chink in Nokias armour is 
its advertising, especially in India. It is 
good in parts, but is all over the place. 
There is an ad for almost every model. 
So, on the same TV channel, you could 


see a Nokia ad that tries to convey cool . z * 
and another that talks about Saral Mo- -- 


bileSandes. Of course, marketers will ar- 
gue that since multiple markets co-ex- 
ist, each of the messages is meant for a 


different target group and product. That —— 


is not necessarily true for everything. 

Hutch, for example, has one overar- 
ching theme for its advertising, and very 
distinctive branding cues that you will- 
recognise from afar. It also does feature- 
specific advertising, but there is never 
any confusion about what Hutch stands 
for -— an anywhere network. But close 
your eyes and try thinking of one thing ` 


should be out soon. The imminent | that Nokia stands for, you won't come 
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up with anything. "How to make sure 


that the essence ofthe brand is commu- 


nicated across the target audience is al- 


ways a challenge," says Behl. 

There is talk of one consolidated 
campaign but nothing concrete has 
happened as yet. At 'Nokia speed; that 
will happen six months or a year from ` 
now. Meanwhile, the company is trying 
to look cool by hanging out with young 
people by sponsoring concerts like 
Sting and Shaggy. 

Sharma thinks that advertising is not 
a problem. He reckons that Nokia is 
spending its time and money on the ex- 
citing parts of the market, by investing 
in promoting gaming and imaging. He 
also makes one crucial point, which 
makes the cool argument a little weak 
for India. “The youth (and, therefore, the 
image of cool) became an important 
market only two years ago (in 2002) 
when tariffs went down.” That means in 
India, Nokia is not so far behind rising 
aspirations and fashions, as it is globally. 


Finding Cool 


Is India ready for cool? The fact is that. : 


the technologies that support band- - 
width-guzzling stuff like streaming 
videos or news tickers are still at a 


nascent stage anywhere in the world. >- 


Typically, irrespective of the technology, _ 
the maximum bandwidth that mobile 


phones can take or send data atis about - » 











n ——————————— rte AA Ae Arab ettet 


| 150-200 kilobytes per second (kbps). 
B However most experts reckon those are 
E largely claims. The actual bandwidth is 
| closer to 80-100 kbps, atleast in India. 


Till real 3G networks, phones which 


| can support data transfers of 200 kbps 
ES and more take off, there is very little 
= point in talking about mobile TV or 
B banking. Currently, none of the airtime 
B operators in India have a 3G licence. It 


would be sometime before we see a 


Dus high-bandwidth network that can take 
E millions of users zapping video over it. 


| “Mobile data is just 6-7 per cent of 
the traffic, it is just gaining traction,” 


: says Desai. That gives Nokia a leeway of 
| about6-12 months to fix its problems. 


It could be said that broadband, 


a technologies for mobile phones have 


low penetration even in developed mar- 


P . kets, yet high-end phones sell there. 


- That is because the uses these phones 
are put to are interesting and very spe- 


B cific to those markets. In Korea, one of 


| the most wired nations in the world, a 
bulk of mobile phone users operate 
| theirbankaccountson their cellphones. 


: : | In football-crazy UK, watching Beck- 
E ham score a goalis a popular pastime. 
Typically, different countries are at | 


different stages of technology accep- 
| tance. For instance, on an average, an 


2 E indian user replaces his phone every 30 | 


months against 18 months for someone 
from Hong Kong. So the rate at which 
you launch models and withdraw them 
is different for each country. “In the EU 
the task is to see what different uses the 
phone could be put to. In India, it is 
more focused on how to convert people 
to the high-end stuff,” says Advani. 

In India, the job is to get people onto 
mobile email, shoot a photo and print it 
and so on. What India needs is "sensible 
baby applications", as Advani puts it. 
Nokia is working on several such 'appli- 
cations' for uses. One of them allows 
users to trade in shares over their cell- 
phones. Of its 27 models in the market 
currently, 24 support predictive Hindi 
texting, usually the first non-voice use 
people put their phones to. There are 





also games like 'Makhan chor and | 


‘Swayamvar in Hindi. 

Sharma and his team believe that, 
fundamentally, Nokia has to do at the 
high-end what it has at the low-end — 
sell the concept first. They point to 


numbers that show that the desire-to- | 


actual usage ratios for most high-end 
services are not so great. So, while 51 per 


cent will say that they wantto download | 


wallpapers, only 18 per cent did, ac- 


cording to a TNS study in April 2004. | 


More than 60 per cent people claim that 
they would love to play games on the 
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cellphone, butonly 34 per cent admit to 
having played any game. 

“There are very low levels of knowl- 
edge, technology intimidates people," 
says Behl. The first task in large chunks 
of a market like India, he thinks, is about 
getting people to be comfortable with a 
cellphone. The next will be getting them 
used to other stuff. Therefore, the sales 
guy who stands outside the Nokia mo- 


. bile van in Yamuna Nagar gets people to 


click pictures with a mobile. In bigger 
towns, Nokia ran a promo in the sum- . 
mer of 2004 at McDonald's outlets. 
While you ordered your burger, a Nokia 
man would take your picture and give it 
to you when you left. 


Can The Giant Dance? 


Will all of this give Samsung and LG 
enough time to move ahead? Maybe 
not. That is because they get their bread, 
butter and jam from consumer 
durables and that will remain a focus 
area for them. Why then are we not giv- 
ing a confident thumbs up to Nokia's 
mass-market strategy and its ability to 
translate that strategy into a dominance 
at the high-end too? 

Well, a dozen things could go wrong. 
It may not get its advertising right, its 
product portfolio could continue to dis- 
appoint for more than a year. Like many 
generic brands, Nokia may never get out 
ofthe volumes game. Remember Nirma 
never made it to the top-end. P&G with 
Ariel and HLL with Surf Excel did. Nirma 
was left fighting the Ghadi detergent 
powders at the low end ofthe market. 

But the biggest danger to Nokia 
comes from its inability to react fast. Its 
weird slowness in a high-tech market, 
yet its aggression once it has figured it 
out form for a strange company. "Nordic 
companies have a long-term strategic 
approach instead ofa short-term quar- 
terly one,” says Sharma. 

In a recent interview with an inter- 
national magazine, in the context of 
Nokia's troubles, CEO Jorma Ollila talks. 
about ‘sisu’. The Finnish word roughly 
means perseverance and courage, Fran- 


kly, Nokia hasshown enough of that. It is 
time now for some chutzpah. 


e ————————— Á——À PE WOODEN 


With inputs from Anup Jayaram 
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PROMOTIONS 


Qualcomm Inc. to set up a lab on emerging 
wireless technology at IIT, Pune 


IRELESS technology offers huge potential and growth 
W opportunities. It is with this focus that International In- 

stitute of Information Technology (FIT), Pune, as a part 
of its contribution to the growth of knowledge in emerging tech- 
nologies organized a symposium on February 4", 2005 on emerging 
wireless technology. The Chief Guest and Keynote speaker of the 
event was Dr. Irwin Mark Jacobs, Chairman & CEO, Qualcomm Inc.. 
Qualcomm needs no introduction, it is a pioneer and world leader of 
CDMA digital wireless technology. Dr. Jacobs shared his perspective 
on the latest trends in the field of mobile telephony. Qualcomm as a 
business - education partnership, is setting up a lab for emerging 
wireless technologies at International Institute of Information Tech- 
nology at an investment of $0.5 million. This is set to be operational 
by 2006. While revealing Qualcomm's investment plans at FIT, Dr. 
Vijay Bhatkar, Chief Mentor, FIT, also announced plans to introduce 
a Master's course in Wireless Technology at the Institute for which 
talks were at an advanced stage with the University of San Diego. The 
seminar also had paper presentations by engineering students and 
practicing technologists in the area of wireless technology. 
Awards were presented to the best papers. In the practicing technolo- 
gist and engineer segment, Hrishikesh Dewan of ETH Research Labo- 
ratories, Pune won the first prize of Rs. 1,00,000. In the student's 
category, Debkanta Chakraborty, Debajyoto Mukherjee and 
Subhashish Chakraborthy won the Rs. 25,000 prize money for their 
paper on Power Saving Routing Protocol in Mobile Ad-hoc network. 





PIT is founded under the aegis of The Hope Foundation and 
Research Centre, a public charitable trust established in 1979. 
The foundation with the outlay of 50 crores pursues its charitable 
objects in the twin fields of medicine and education. The Finolex 
Academy of Management & Technology, the first engineering 
college at Ratnagiri, was the first institute founded under this 
foundation. PIT is located in the Infotech park of Hinjewadi, Pune 
and offers education, training in IT & Management at the Post Gradu- 
ate level. With students drawn from all disciplines at graduate level, 
it focuses on building excellence in the field of IT. 




















to book m order for only Rs-#45/- Rs. 125/-. 











Businessworld Selected Case Studies. 
For those who have made business their religion. 


Businessworld Selected Case Studies is a compilation of the best published in Businessworld 
over the last five years. Log on to www.businessworldindia.com for more information and 
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HARDANAND Gupta is impatient. He wants to rip 
open the blue-and-white box he has just spent 
Rs 2,850 on. It contains his first ever telephone, a 
Nokia. But there are too many people and too 
much noise around the Nokia mobile van where 
we are standing. The van is parked outside a local 
phone dealer's shop in Yamuna Nagar, Haryana, 
and there is a big crowd gathered around it. A man speaking in 
bad English on a mike thrusts a bag into Gupta's hands — it's a 
free gift from Nokia. Another tries to stop the crowd from rush- 
ing into the van, which displays all the Nokia models. 

There is a click and print demonstration for camera 
phones, a lucky draw announcement, and Hindi film music 
blaring away on two huge loudspeakers, all at the same time, 
making it impossible to talk or listen. Still, we are trying. 
Gupta, the production-in-charge of a small local firm, Pragati 
Hi-tech, is clearly lower middle-class. Why did he buy a mobile 
phone? Gupta, 38, shouts that he has a daughter in Ranchi and 
spends about Rs 800 every month on long distance calls. 
"Somebody told me that if I buy a mobile phone, my bills 
could go down to Rs 350 a month," he says. 

Welcome to Nokia's world. 

It looks perfect. On the back of consumers like Gupta, 

Nokia, the world's largest mobile phone company, practically 
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Nokia's 
hegemony of the 
Indian market 
has made it 
generic to mobile 
telephones. Will 
that be its 


undoing? 
By Vanita Kohli- 
Khandekar 
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The 
country 
often 
questions 
itself and 
is replete 
with the 
desire to 
move on, 
but it is 
also a 
prisoner 
to its 
memories 
of the last 
50 years 


, The Plane to 
Pakistan - | 





HE PIA flight touched down in the 
afternoon sun of Karachi on an arid 
landscape with patches of thorny 
green. After the easy movement 
past immigration and customs, we 
were warmly greeted by our hosts from the Pak- 
istan Association of Software Houses. We bun- 
dled into waiting buses and out of nowhere 
came two vehicles with gun-wielding military 
personnel — one piloted and the other fol- 
lowed the two buses. It was unnerving till 
someone clarified that it was not so much to 
protect us as to indicate the level of hospitality. 

After checking into the hotel in Karachi, we 
spent the evening at the famous Sind Club, 
mixing with the local industry populace. There 
I met a handsome, articulate gentleman work- 
ing with a start-up called Si3. His mannerisms 
reminded me ofa friend in Bangalore. The sim- 
ilarities were uncanny. While he was in the mid- 
dle of an animated discussion, my impulse 
took over. “The way you talk reminds me of a 
friend in Bangalore,” I said. He promptly asked 
me what the name was. “Mohammed Yunus,” I 
replied. “He is my cousin brother,” the response 
came. Born of the same family, one was raised 
in Pakistan, the other in India. The next morn- 
ing, Iwandered into the hotel bookshop. A third 
of the books were about India — prominently 
displayed was one on Amitabh Bachchan. 

We moved from Karachi to Islamabad. On 
the plane, I read the New Age. It had stories 
about Lalu Prasad Yadav and an editorial page 
article that spoke at length about how India has 
made impressive progress because we treat our 
women so much better than they do. Another 
news report talked about a group that con- 
demned the cowardice of the military in not 
avenging the dismemberment of Pakistan. Ear- 
lier in the day, I had read another newspaper 
that went to great lengths to question Pakistani 
hypocrisy about how it handled Bangladesh. 
The country is replete with self-questioning 
and the desire to move forward but is also a 
prisoner to its memories of the last 50 years. 
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In Islamabad, like elsewhere in Pakistan, 
there is a bevy of television channels that show 
Indian programmes. At the end of the day's 
conference, I switched on the TV to see what 
was going on. The first channel to appear had 
the bizarre name 'Ding Dong. The fare was 
more bizarre. A man claiming to be a snake 
urged a woman to recall her last birth. "You 
were my beloved, an icchadhari nagin,” he ple- 
aded. A song followed in which the woman had 
atotal recall and the two gyrated to the tune ofa 
bin. "The programme, beamed from India, 
must have been made to confuse the ISI," I 
thought to myself and turned it off. 

The next morning, our hosts were to take us 
to a much-awaited trip to Takshila, the vener- 
ated world heritage site. After a half-hour drive 
through rugged terrain on which stood har- 
vest-ready malta trees, we went past a tank 
factory. The bus stop in front of it was designed 
like a Chinese pagoda — obviously to please 
the Chinesefrom whom the technology behind 
the tanks came. 

Shortly afterwards, we arrived at the gate of 
the great Takshila heritage site. First, we went to 
the museum where the Gandhara architecture, 
excavated from this region, reminded us of the 
temporal nature of conquest and annexation. 
This is where Napolean meets Chandragupta 
Maurya. This is also the place where Greek, 
White Huns, Afghans, Indian Aryans and many 
other races came to fight, intermingle and van- 
ish in the vastness of time. Inside the museum, 
thousands-of-years-old stone carvings of the 
Buddha trace his life. 

Outside the museum, I found a signboard 
that tells the story behind the name, Takshila. It 
is a combination of two Sanskrit words, taksha 
and shila. Legend has it that the inhabitants 
were people who could turn into snakes at will. 
A brave king came and slaughtered them, and 
thus the place got the name, “Takshashila’: 
Place of the Snake People. My mind went back 
to the movie on Ding Dong channel. I decided 
never to look at Hindi films with disdain. wi 
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depth | 


HARING nicely. That's the 
revolutionary new idea in 
plant biotechnology where 
the global corporations 
tightly control key tech- 





patents. A research group in Australia 


nologies through a web of | 


has decided to break this monopoly by | 


offering a fundamental technology in 
genetic engineering of plants free to 
anyone wishing to develop it further. 
The ground-breaking initiative 
comes from Cambia (full name: Centre 


for the Application of Molecular Biology | 


in International Agriculture), which is 
following the Linux movement in com- 


puter software. It is offering the kernel of | 


its technology for transferring genes to 
plants through open source licences 


without any commercial restrictions — | 


a move hailed as significant because a 
fundamental technology has been 
released into the commons. The idea is 
to spur innovation and make it available 
freely as with open source software. 

The man behind this radical step is 
Richard Jefferson, chairman, CEO and 
chief scientist of Cambia. An evangelist 








on bringing technology to the poor | 


countries of the world, Jefferson says the 


Biological Innovation for Open Society | 


(BIOS) that Cambia launched in early 
February is "a model for a new innova- 
tion system for old challenges. It com- 
bines astute use of intellectual property, 
informatics, new biological sciences, 
and the unique human element that In- 
ternet communication provides." 

Cambia is an independent, non- 
profit research outfit set up by Jefferson 
in 1993. Itis part-financed by the Rocke- 
feller Foundation and by UN organisa- 
tions such as FAO and Unido. The roy- 
alty-free licences that BIOS is offering 
for its technologies stipulate that li- 
cencees must share the improvements 
they make, although they are free to 
patent the improvements. 

What exactly is the technology 
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breakthrough that Cambia has made 
public? It has discovered alternatives to 
Agrobacterium tumefaciens (At), so far 
the only microbe considered capable of 
gene transfer. The At is controlled by a 
web of patents held by the US-based 
Monsanto, one of the world's leading 
supplier of biotech farm products and 
solutions with revenues of $5.5 billion 
and gross profits of $2.57 billion. 

In a paper published in the presti- 
gious journal Nature, the researchers 
said that they had modified three types 
of bacteria which could be used for 
transferring the required genes into 
plants. Cambia scientists have worked 
on rice, tobacco and a weed, and in- 
serted genes into these plants. 

As a result of its researches, Cambia 
is offering two technologies through 
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Cambia has 
challenged the 
patents web of 
the biotech giants 
by offering its 
gene transfer 
technology free. 
Will the Linux 
model work in 


the life sciences? 
By Latha Jishnu 


BIOS: TransBacter, its method for trans- 
ferring genes to plants, and GUSPlus, an 
activity colour test that visualises where 
the genes are and what they do. Jeffer- 
son, who also initiated and managed 
the world’s first transgenic food crop 
(potato) in the UK in 1987, says the un- 
derlying concern is to break the monop- 
oly of the multinationals. 

Monsanto, however, says it wel- 
comes such innovation because it 
“recognises the need for both basic and 
applied research in agriculture from a 
number of sources”. In fact, it is one of 
the beneficiaries of an earlier innova- 





————— 


Richard Jefferson, CEO 
of Cambia, is hoping to 
replicate the Linux effect 
in biotechnology 


tion, the GUS reporter sys- 
tem that Jefferson devel- 
oped in the 1980s. It is now 
the most widely-used tool 
in plant biotechnology, 
and the US corporation 
admits that it "has proven 
to bea very valuable tool in 


plant biology”. 
Interestingly, three 
multinationals are talking 


to Cambia about licensing 
its technology under the 
open source model. Al- 
though BIOS offers its 
technology free, some 
fees, it appears, will be 
sought from corporate entities in pro- 


portion to their revenues. Jefferson has | 


not named the MNCS, but he says such 
agreements will redraw the line be- 
tween co-operation and competition. "I 
am also hoping that the thickets or log- 
jams in IP/patents will be broken volun- 
tarily by modes similar to that recently 
promoted by IBM and latterly Sun 
Microsystems under 'Open Source Cer- 
tified' principles." 

But it is the small farmer who is the 
focus of Jeffersons initiative, and he ho- 
pes the developing countries will build 
on the kernel offered by Cambia. It is not 
just a question of giving a thrust to agri- 
culture research but also a way of man- 
aging intellectual property to address 
the problems of hunger and deprivation 
in poor countries, he says. "If India — as 
a nation and as a large, loose commu- 
nity of inventive people — has the polit- 
ical will to embrace it, the implications 
can be staggering,” says the scientist. "I 
want visionary commitment from In- 
dia." (See ‘A Visionary Role For India’) 

India’s chief scientist is already look- 
ing at ways in which 
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says he has already alerted the life sci- 
ences laboratories to Cambia' portfolio 
to see how India can leverage the offer. 

Cambia is familiar to Mashelkar. He 
was one of the high-profile members of 
the Commission on Intellectual Prop- 
erty Rights (CIPR) which had made a 
special mention of the Cambia model. 
CIPR was set up by the UK government 
to seek ways of integrating IP rights with 
development policy. For Mashelkar, 
BIOS is significant because it will put 
pressure on the biotech industry to 
open up in the same way as Linux did in 
software. "You know that 90 per cent of 
the patents are held by a handful of 
companies, and this will have to 
change," he says. 

Itisin similar vein that Suman Sahai, 
president of Gene Campaign, welcomes 
the Cambia initiative, which she calls in- 
teresting from the point of science as 
well as from that of access to technology 
and science management. "What is 
welcome is the realisation that the 
patent system has been so corrupted 
that it is necessary to challenge it. There 
is also a sensitivity here that developing 
countries are getting left behind," says 
the plant geneticist who earlier taught at 
Heidelberg University. 

She points out that all the basic tech- 
nologies and most of the materials are 
patented by the Big Six: Monsanto, 
Syngenta, DuPont, Dow, Bayer Crop- 
Science and BASE "This adds to costs 
and deters GM research in many labs, 
especially in developing countries. It 
also limits the quality of research be- 
cause the patentholder may refuse to li- 
cense a key technology." 

Besides, Cambia' genetic engineer- 
ing (based on the Rhizobium bacteria), 
could be effective in those plants that 
have not been successfully engineered 
by At. All the same, Sahai sees very little 
prospect of India gaining from BIOS. 

The problem is India's sluggish in- 

novation record. 


the country can benefit Points out Sahai: "One 
from the Cambia tech- * P would have imagined 
nologies. Raghunath that faced with patent 
A. Mashelkar, director-' The thickets and being 
general of the Council P & forced to license every- 
of Scientific and Indus- ate nts thing, Indian scientists 
trial Research (CSIR), would have risen to the 


and secretary, Depart- 
ment of Scientific and 
Industrial Research, 
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occasion by pouring 
out innovations from 
their labs, more so 
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A visionary role for India 


RICHARD JEFFERSON is an unusual scientist. He believes that putting 
the fruits of his research, even if they are breakthrough technologies that 
could garner him a fortune, ought to be freely available. He also believes 
that his open source method would actually encourage competition and 
innovation and benefit the marketplace. In a wide-ranging interview to 
BW’s Latha Jishnu, the boss of Cambia, a non-profit research institution 
in Canberra, explains how poor countries can benefit. 


What impact will your open source initiative have in India? 

If India has the political will to embrace it, the implications will be 
staggering. India has a reasonable supply of financial capital and an 
unreasonable supply of serious problems. Foremost amongst these is the 
need for the largest number of people who experience these problems to 
be integral to the process of solving them. This is the crux of sustainability 
and employment, which are make-or-break issues for India. 


How do you expect this to happen? 

What I want from India is visionary commitment to a parallel but different 
way to effect and enhance the role of science in society 
and business. I want nodes of BIOS (Biological 
Innovation for Open Society) compliant licensing and 
BioForge communities to come up in India. I want 
India to look very hard indeed at TRIPS compliance 
and to better define ‘India's interest’ internally. There 
hasn't been enough thoughtful debate about the real 
issue of India’s innovation system as a whole, and 
whether the Bangalore model (a clone of Silicon Valley) 
is generic and can be extrapolated to the social and 
economic well-being of its billion people. 





Is open source a Call to end the patents system? 
No, it is about creating new options. If our current 
system worked to address the opportunities for engaging broad-scale 
human creativity to deal with market failures, I'd be content to let well 
enough alone. But it is adequate only for unsustainable high-margin 
and/or large market innovations. 


Even open source needs funds to take research forward. 

I can foresee sponsored BioForge projects that have substantial financial 
investment by governments, grant-making foundations and, possibly, 
even the private sector. These projects would be under BIOS licensing 
covenants, and could involve highly targeted disbursement of funds to 
overcome key bottlenecks. Investments can only be secured when costs go 
down, relevance increases and risk is mitigated. 


Some critics say biotechnology does not lend itself to open source. 
‘Biotechnology’ per se as an investment is appalling! (However) It is not 
difficult to envision completely proprietary protection over an implemen- 
tation of our technology. When Craig Mundie, CTO of Microsoft, raised a 
similar point at Davos a year ago, he had the temerity to say that what we 
were proposing was just Marxist rhetoric, and that the system we had was 
working well. I responded rather strongly that IBM has rarely been accused 
of Marxist leanings, yet they are exploring these models for practical 
business goals. 
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Suman Sahai: 
Indiaymay waste 
thissopportunity 


since we pride ourselves on our compe- 
titive and competent scientific system, 
specially in agriculture.” 

Unless there is a dramatic change in 
India’s scientific research system and in 
enforcing scientific accountability, the 
technology space created by Cambia 
will go waste, she fears. 

Such issues in the developing world 
could well block Jefferson's open source 
initiative. Funding is another. Unlike 
open source in software, open source 
biotech calls for heavy investments in 
infrastructure. This could prove a sticky 
issue in poor countries where agricul- 
tural research has increasingly shifted 
from the public sector to the private sec- 
tor. As government funds for research 
have dried up, public laboratories have 
been forced to abdicate the space or to 
enter into public-private partnerships 
that have seen an overwhelming flow of 
materials and skills from the public to 
the private sector, points out Sahai. 

Can open source in biotech, there- 
fore, succeed, especially with some ven- 
ture capitalists insisting that this sector 
is better suited for proprietary, com- 
mercial models? 

Jefferson thinks BioForge, an online 
collaborative research platform just 
launched by Cambia, is one way of over- 
coming these problems. BioForge, he 
says, will take the same grassroots ap- 
proach to innovation and problem- 
solving as the open source community 
in software. And it just might work be- 
cause the platform is put together by re- 
puted names in both sectors. BioForge 
is a partnership with CollabNet, a Cali- 
fornia-based company set up by Brian 
Behlendorf who is also the founder of 
the Apache Software Foundation. As a 
beginning in biotech open source, it 
makes for a winning combination. W 
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Ten predictioi 
for the year 


WO months down, but it's still not 
too late—to come out with predic- 
tions for 2005. And to prepare for 
ridicule 12 months hence, but to 
bash on regardless. If the last two 
years are an indicator, I could be in a downward 
spiral — starting with 10 of 10 correct in 2003; 
following it with 8 of 10 in 2004. What if! get less 
than 5 on 10 in 2005? Guess there's always a job 
in consulting. Just kiddin’, folks! 

Deep breath. Here goes. | 

1. 7,000. Sensex followers know what it 
means and you heard it here first. We're in the 
midst of a boom driven, not by fundamentals 
but, by an avalanche of foreign money coming 
in to pick up stocks — any stock — as global al- 
locations change to increase the Indian kitty. 
Go putsome money in 10 random stocks. You'll 
end the year further ahead. 

2. Congress. Another one-word prediction. 
For all you political watchers, there won't be a 
change at the Centre — only strengthening. 
The BJP will veer into marginal Hindutva non- 
sense, driven by a lack of moderates, and a mis- 
placed sense of success with the leadership 
in Gujarat. This once-invincible national party 
will look more like a fringe Hindu Taliban as the 
year goes by. 

3. Budget: Pro-poor, pro-rich. The FM will 
placate the Communist dinosaurs while not re- 
ally raising corporate and personal taxes. We're 
going to look more like that supposedly- 
Communist country, China, as there'll be 
spending on infrastructure and a welcoming of 
overseas investment. If you work in a PSU, take 
your VRS and start something yourself. 

4. We all will discover India. Now that we've 
got 'big pronouncements' out of the way, let's 
move to the fun stuff. Air fares are crashing. 
Roads getting better. Railways waking up to the 
fact that they actually have to compete. Hotels 
are beginning to understand customer service. 
We'll see a boost in travel and tourism — not 
justfrom phirangs — but in us desis discovering 
our desh like never before. 
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5. Entertainment in 
the single-most-viewed | 
last December in Indi 
screen or on paper, but 
watching a 17-year-old I 
mature oral skills on a rr 
Look fora boomin all soi 
your mobile phone. 

6. Moving to the mot 
million mobiles by ye: 
more than landlines — é 
The Net will reach 20 mi 
many more handsets 
CDMA. Language conte 
and information will be« 

7. Moving to the 'bu 
tion. South Bombay wil 
suburb with a few nice 1 
go to once in a month wł 
bai moves to Bandra. T. 
Bangalore will move aw: 
towards Whitefield. De 
Gurgaon. 

8. Rs 100 crore of in 
The annual Net marketi 
stagnant in India at abou 
for a few years. They pi 
crore. I think well do Rs 1 

9. IT companies w 
Wipro and TCS are fami 
rest will be approached a 
by some US firm to be b 
mid-sized ones who cai 
their own at less than Rs: 
the first Indian IT brand! 

10. From Msft to Goc 
giant. Its time has com 
be increasingly replac 
LAMP: Linux, Apache, M 
become the single mos 
in the world. 

We'll come back a y 
these again. I do have 
planned till then. As alw: 
from you. 
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everything Is possible 





RUTH and science fiction are barely dis- 
tinguishable these days. If you marvelled 
at the gizmos used in films like Star Trek 
and Blade Runner, then get set to see some 
of these hi-fi celluloid creations leap 
straight into your lives. Very soon, you will 
actually be wearing many of these gadgets — you 
could have a music player woven into your jacket 
or built into your sunglasses. Or, there could be a 
mini PC embedded in your shoe. Power dressing has just 
taken on a whole new meaning. 

The fusion offashion and gadgets has resulted in some in- 
teresting alliances. Chipmaker Infineon Technologies tied up 
with Rosner, the German garments maker, to develop the 
world's first ‘lifestyle’ jacket with a built-in MP3 player. The 
earphones are in the collar and nifty controls on the left sleeve 
allow you to play, stop, pause, rewind and fast-forward music. 
Elsewhere, Motorola tied up with Oakley, the American eye- 
ware company to develop RAZRWire sunglasses fitted with 
audio systems and Bluetooth headsets. 

That's quite a technology leap from Levi's pants made out 
of nano-fibres or cellphone pockets lined with special materi- 
als to restrict radiation. Says Bruce Hawver, vice-president 
and general manager, Motorola Companion Products Group: 
“The new line of wireless wearables creates a seamless experi- 
ence for consumers — they can go from one environment to 
the next and stay connected at the touch of a button." 

And there's more to come. Taking shape in HP's labs isa 











Smart 
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voice-activated computer sewn into a denim shirt. 
This should be in stores by 2006. By then, the wear- 
able gadgets market is expected to be $1.3 billion, 
according to Venture Development Corporation, a 
technology market researcher. 

Athletes are going to get a huge tech boost as 
well. The Adidas 1 running shoe has a chip inside 
that takes 1,000 readings a second. It then directs a 
motor in the shoe to change the cushioning, de- 
pending on surface conditions and your running style. 

At Head, a maker of sporting gear, researchers have put a 
chip inside the racquets which helps convert mechanical en- 
ergy from the ball's impact to electrical potential energy. The 
chip controls piezo-electric fibres in the handle to generate a 
counter force that causes a dampening effect. This results in 
less stress on the player's elbow, giving him an outside chance 
of beating Roger Federer. 

Of course, it's not all clothes and sports. There's non-stop 
R&D happening on mobiles and TVs. Nothing as fancy as in 
apparels, but mobile manufacturers are providing us phones 
with simple user interfaces. And with better looks. Research In 
Motion’s (RIM) BlackBerry 7100 is a sleeker, smarter version of 
its ubiquitous model. And, if you are buying a large screen TV 
and are bothered by its lack of aesthetics when switched off, 
the Philips MiraVision TV that doubles up as a pretty 
mirror should be just the thing for you. 

Over the next four pages, take a look at the 
hottest gadgets of the coming season. 
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Its the age of wearable wireless as 
apparel makers go into tech overdrive. 
Check out the fusion of fashion with 
gadgets, and more. By Shelley Singh 





PUSH OF THE CHIP 





» MAGINE if Carl Lewis had worn these shoes at the LA 

| : Olympics in 1984! A sensor in the Adidas 1 Running 

| shoe can take up to 1,000 readings every second and 
the embedded 20 megahertz chip can make 10,000 cal- 
culations, directing a tiny electric motor to adjust to the 
runner's needs. The shoe adjusts to not just changing con- 
ditions but the runner's style. The heel contains a sensor 
and magnet to gauge the cushioning needed. It then re- 
lays the data to the microprocessor, and the drive-train 
running from the motor makes adjustments. It's the first 
footwear that can adjust to a wearer's needs in real time. 
Launched last month, Adidas’ innovation team of 50 
spread over the US, Germany and Italy 
had been researching 
this since 2001. At 


SOUND SIGHTS $250, it might get 


another gold! 








p 








try these pair of sunglasses — called Thump. Oakley has 

built the MP3 player right into the frame. Available in 128 
MB and 256 MB versions, costing $395 to $465, these cool 
pair of coolers come with rechargable batteries. It can store 
up to 120 tunes and can play for six hours between charges. 
Earpieces pivot out of the way when you don't need them. The 
Plutonite lenses are the best in class, blocking out UV rays. It 
weighs less than 1.8 ounce. Now, that's adding an entirely 
new dimension to how you look and listen. And what's more, 
you can look forward to upgrading to the version with 
Bluetooth later this year. 


i F you don't want to £o out with iPod cords dangling all over, 
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PLAY AND WORK AT HAND 


HIS one debuted at the Consumer Electronics Show at 
T Las Vegas last month. The Archos PMA 430 is a Linux- 

based portable audio and video player with a 30GB 
hard drive and a LCD touch screen that also doubles up as a 
PDA. It's loaded with lots of other useful things (not there on 
the PMA 400): built-in 802.11b WiFi, USB host (for connect- 
ing a keyboard or dumping photos from a digital camera), a 
removable battery and gaming support. As it runs on Linux 
you can easily instal new applications for the PMA 430, 
though it will initially set you back by $800. 


BUSINESSWORLD 


TECHNOLOGY 


MUSICWEAR! 


HIS is textile gadgetry at its 
T slickest. The world's first 
lifestyle jacket complete 
with MP3 player and Bluetooth 
headset is a must in the 
wardrobes of not only the fash- 
ion conscious but also music 
lovers. Chip maker Infineon and 
Rosner got together to create this 
dream fusion of apparel and elec- 
tronics. The controller of the 128 MB 
MP3 player is on the sleeve. Fibres 
that conduct electrical signals have 
been sewn into the jacket. These fibres 
link the module to headphones and a micro- 
phone embedded in the collar. It gives eight 
hours of playback and doubles up as a mo- 
bile phone headset to receive calls. If a call 
comes while you are listening to music, 
the player automatically pauses. Wear 
the $750-Rosner Jacket, and the world 
will certainly pause to take a second look 
at the tech apparel. 





HANDYCAM 
GOES HIGH- 
DEFINITION 





high-definition (HD) camcorder to get the format 

right. The camera records, in 1080i HD quality 
video, on MiniDV tape. How does it do it? Sony has used 
three 1/3-inch CCD sensors to capture 16:9 video with an 
astounding level of video detail under the HDV MPEG2 
standard at 25MBit quality. It can also shoot in regular 4:3 
format in MiniDV format. Functions like iris control, shutter 
speed and picture presets are at your finger tips and accu- 
rately adjustable. On the downside, the $3,699.99 FX1 
lacks sufficient video editing software support. 


Sie claims that its HDR FX1 Handycam is the first 
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SLIMMER, SHARPER E | md 


LACKBERRY'S have been great for emails 
Bx too bulky as phones. The 7100 series is 
a slimmer version of your BlackBerry. Key 
features include quad band GSM, Bluetooth, a 
unique text keypad, large colour display, speaker 
phone and the SureText software. 

SureText is a predictive text input system that 
surprises with its accuracy. It occasionally fails with 
unpredictable text or alphanumeric strings, but re- 
calls strings used once. A new feature is the high- 
resolution colour screen, certainly the best RIM has 
offered yet on a BlackBerry. Web browsing is a 
more pleasant experience. Screen icons are also 
sharper. The key question: When is Bharti getting it 
to India? / 
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MIRROR, MIRROR 
ON THE WALL... 


HE Philips research team felt the 
future was in big screen, slim LCD 


TVs, but they had a problem with 


PASSWORD 
ON YOUR 
FINGER 









AS the password to 
the website your 
dog’s name, your mis- 


tress’s address or your wife's birthday? 
Can't remember? The $104 Microsoft fin- 





the looks. So they decided to do some- 
thing about it. And came up with a TV 
that doubled up as a mirror that could 


be framed on the wall. The clever de- 
sign hides the electronics — there are 
no visible buttons. You can change the 
frame to suit your décor. Available in 
23-, and 30- inch diagonal displays, it 
comes with a price tag of $5,560 for 
the 30-inch TV. Not surprisingly it’s won 
an innovative gadget award. Now you 
know who's the fairest of 'em all! 










gerprint keyboard and mouse combo is just for you, then. It's sim- 

ple to use. Say, you want to register as a gmail user. When you fill up the reg- 
istration details, another registration wizard will open to help you register your 
fingerprint. When you visit the site next, just touch the fingerprint reader that 
sits on the left edge of the keyboard to access your mail — no passwords to key 
in. The keyboard itself comes with the standard array of multimedia and short- 
cut keys. Pretty good. The downside, particularly for Firefox and Netscape 
lovers, is that it works only with Microsoft's own Internet Explorer browser. 


DON'T LEAVE HOME WITHOUT IT 


: F you like travelling light, this is just for 






—=——— 
M 
7 | Li 
z XT 


you. APC's TravelPower Backpack (APC 

TPC1900P) not only protects but pow- 
ers your notebook computer, mobile 
phone and PDA. Through its own power 
supply, the backpack connects to a single 
air, auto or standard AC outlet so that you 
can charge and use all your devices even 
while on the move. 

Don't miss the RFID tag on the left. 
You will see more of these Radio Fre- 
quency Identification tags in stores soon. 
At a garment store, if you pick up a shirt 
the tag will throw up matching pants, 
shoes or skirts. It will help stores to replen- 
ish stocks faster. Goodbye to barcodes! 
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T HILE swimming might keep 
you trim, going through the 
lengths can be boring. This 
nifty player is the ideal companion in 
the pool, by the beach, cycling in the 
rain and elsewhere. Oregon Scientific 
has combined the world's first water- 
proof MP3 player with 128 MB of inter- 
nal memory. It plays both WP3 and 
WMA music files. It includes an impres- 
sive list of advanced features, and is 
waterproof and shockproof. Featuring 
an FM radio, LCD display and five preset 
equaliser modes, this sleek, waterproof 
MP3 player is neat. it includes a built-in 
rechargable battery and waterproof 
stereo earphones. The MP120 isn't the 
iPod with fins — it has only 128 MB 

of storage (two hours of 
MP3s) but for serious swim- 
mers-cum-music lovers, it 
is $250 spent well. Could 
have done with better 
sound quality, though. 





tion is a recovery mode which helps 
you retrieve accidentally 5 
|. deleted images. It has 
. a 2-inch LCD mon- 
itor, 3X optical 
zoom and is 22 
mm thick. Look out 
for this perfect diving 
accessory in the 
stores from April. 











X NE thing good about film-free cameras is that they can be 

made waterproof much more easily. Pentax thought so and 
35 " has this cooHooking digicam for those who prefer to cap- 
. ture the underwater world as well. You can take the 5.1. 
| megapixel Pentax's OptioWP underwater, uptoa — — 
- depth of 1.5 metres. Another handy func- 
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ITH this tennis racquet, the ball is clearly in your court. Researchers at 
sports major Head have inserted a chip inside the racquet to help you 
serve and volley better. The chip controls the piezo-electric fibres 
which convert mechanical energy from the ball's impact into electrical poten- 
tial energy. This energy is then used to generate a counter force in the piezo- 
electric fibres that causes a dampening effect. This, in turn, results in less 
stress on a players’ elbow. In tech terms, the fibres under microchip control 


stiffen the racquet and reduce vibrations by up to 50 per cent compared to 


other racquets. So, this $249 racquet can equip you to take on Sania Mirza. 











S THAT a cigarette lighter? Or a lip- 
Stick? No, it's just the latest cell- 
phone model —the Nokia 
7280. The most outstanding as- 
pect of the black, white and red 
7280 is its keypad — it doesn't 
have one. Instead it has an 
iPod-like rotating pad called 
NaviSpinner surrounding a 
select key. Sliding open 
the top half of the hand- 
set reveals a camera. 

To make a call, you 
have to press the go-to 
button, choose number en- 
try, use the NaviSpinner to scroll through and select 

the individual numbers before finally pressing the 
green call button. | 

Messaging on the 7280 is tough. 

Although predictive text input is available, 
scrolling through smail letters laid out in a 

horizontal one-liner at the bottom of the 
display is tiring. To its credit, voice fea- 
tures on the 7280 are impressive. The 

triband phone supports MP3 and 
Bluetooth. 
: The display also doubles up as a 
mirror when not in use. The only prob- 
lem is that the screen is small. At 84 
grams, the phone is light, but at about $500 
go for it only if you love the lipstick design concept 
and do not text-message too much. 
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Heart failure or E heart failure (CHE) is different from a heart attack. Heart failure occurs ; when ime 
heart loses its ability to pump enough blood to meet the needs of the body. If the pumping function of the heart . 
is weakened, blood tends to back up in the lungs and body, resulting in congestion of the lungs and swelling of 
the feet, hence the term ' “con deste" heart failure. 


How is it caused? 


The greatest risk is presence at coro- 
nary artery disease (blockages in the 


heart arteries). Apart from this, muscle 
damage and scarring caused by a heart 
attack, cardiac arrhythmias, or irregu- 
lar heartbeats, also any disorder that 
causes abnormal swelling or thicken- 


ing of the heart sets the stage for heart . 


failure 
Heart failure is therefore closely asso- 


ciated with the major risk factors for 


coronary heart disease: smoking, high 
cholesterol levels, hypertension, dia- 
betes and obesity. Uncontrolled high 
blood pressure increases the risk of 
heart failure by 200 percent. Persons 


with diabetes have about a two- to eight- - 


fold greater risk of heart failure than 
those without diabetes. | 


Symptoms of heart failure: 
1. Shortness of breath: 


The best known symptom is shortness 


of breath ("dyspnea"). The breathing 
difficulties may occur at rest or during 
exercise and at times congestion may 
be severe enough to prevent sleep. 


2. Fatigue: 

As the heart's pumping capacity de- 
creases, muscles and other tissues re- 
ceive less oxygen and nutrition, which 
are carried in the blood. 


3. Fluid accumulation: 

Fluid accumulation, or edema, may 
cause swelling of the feet, ankles, legs, 
and occasionally, the abdomen. 


4. Coughing: 


Persistent coughing, especially 


coughing that regularly produces mu- 


cus or pink, blood-tinged sputum. Also 


raspy breathing or wheezing. 


Diagnosis: 


Heart failure is diagnosed by a history, 


physical examination and confirmed by 
tests. An electrocardiogram (ECG) is 
done along with an echocardiogram 
(2-D echo). An echocardiogram helps 


detect the ejection fraction. Another 


testis the chest x ray, which also deter- 


mines the heart’s size and shape, as well . 
| as the presence of congestion in the 


lungs. 


Treatment: 


For the most common forms of heart 


failure — those due to damaged heart 
muscle—no known cure exists. But 
treatment for these forms may be quite 
successful. The treatment seeks to im- 
prove patients’ quality ofdife and length 


of survival through lifestyle change 


and drug therapy. Medications are gen- 

erally continued lifelong. 

1, Angiotensin Converting Enzyme 
Inhibitors (ACEI) are a family of 
drugs that block certain deleteri- 
ous hormones released in the 
body; these have been shown to 
improve symptoms and delay 
progression. 

2. Beta-Blockers - Scientific studies 
have shown that the use of these 
agent results in an increase in EF 
and improvement in symptoms. 

3. Diuretics commonly known as 
'water pills'. They help reduce 
the amount of fluid in the body 
and are useful for patients with fluid 


Catching your breath after running 


and catching the 7.52 local is natural. 


Shortness of breath while 


waiting for it isn’t! 


retention and hypertension. - 


4. Digitalis: Increases the force of the 


heart’s contractions, slows certain .. 
fast heart rhythms. As a result, the 
heart beats less frequently but 
more effectively, and more blood 
is pumped into the arteries. 

Regardless of the choice of therapy of 

CHF, patients should reduce their 

coronary risk by controllingall the 

risk factors. 

Patient Guidelines: 

« Do Not smoke cigarettes or use 
other tobacco products 

* A regular graded program of 
exercise over time results in better 
conditioning of all muscles, better 
effort tolerance, and improved 
symptoms. 

* Immediately inform the physician 
of any significant change in condi- 
tion, such as increased shortness of 
breath or swollen feet. 

* Patients should regularly weigh 
themselves, and report to the doc- 

. tor if their weight starts to go up; 
this is a very sensitive sign of a 
worsening of the condition. 

Authors: 

Dr. Sandip Rane and Dr. Bhaskar Shah 

(both are interventional cardiologists 

at Asian Heart Institute). 


Asian Heart Institute 


This is the fifth of a series of articles on 
heart disease; prevention and treatment 


by heart specialists at the Asian Heart 


Institute. | 
For more information write to : 
info@ahirc.com 
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PROMOTIONS 


S u bu rban Dream 5 


The outskirts of a city are the hottest property destinations as 
India discovers the attractiveness of life in the suburbs 
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EN years ago, Powai or Goregaon was an ad 

dress you would not have particularly liked 

to have on your visiting cards. In Delhi, 
people could not think beyond South Delhi. Simi- 
larly, Adyar was the best place to have a home in 
Chennai. And Alipore was the hallmark of class in 
Kolkata. 

Today, how things have changed! No longer is it 
considered infra dig to live in the suburbs - instead, 
everybody is heading for the great outskirts. Pent- 
houses, malls, condominiums, pretty gardens and 
greens— the suburban landscape is considered the 
most attractive for many a home and office seeker. 

Be it the East Coast Road in Chennai, Gurgaon 
and Noida near Delhi, Malad in Mumbai or EM By- 
pass in Kolkata, it's only in the outskirts that prop- 
erty prices are appreciating phenomenally. While 
there has been price escalation within the city limits, 





E e x 
it’s nowhere near the growth that the suburbs have 
witnessed. As someone points out: "This is the age of 
suburbia." 

Better connectivity, planned development, greater 
participation by the private sector and the affluent 
class heading outwards have led to the growth of the 
suburbs. Today, city limits are getting pushed. If Delhi 
is extending right up to Panipat, then Mumbai has 
seen development right up to Pune. If every inch of 
Gurgaon is covered, then newer and newer areas are 
being sought out. (See story on Gurgaon Faridabad 
Road on next page). The Gurgaon-Sohna road, for in- 
stance, which had few takers has already seen price 
climbing to Rs 1,500 per sq ft. 

In Navi Mumbai, developers say that Kharghar 
and Kamothe are the two nodes to watch out for. 

So, by the look of things, 2005 clearly is going to be 
the year of the suburbs. 
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Sahara Grace: a name synonymous with royal living 


Sahara Grace on the Mehrauli Gurgaon road epitomizes elegance and style and is ideal for those who live life king size 


It's built on strong foundations and an impeccable 
lineage. Sahara Grace on the Mehrauli Gurgaon road is 
an offering from Sahara Infrastructure and Housing, 
which is part of the Sahara India Pariwar and a 
trendsetter in urban development and housing. 

If the location is excellent — it's on the main MG Road, 
the most happening area of Gurgaon, which stands for 
posh living and a hub for shopping and entertainment — 
then the ambience is equally attractive. Nestled amidst 
lush greenery, Sahara Grace apartments and penthouses 
are exclusively crafted so that the charm of life may be 
relished in every part of the house. 

Architecturally, these high end premium and luxury 
condominiums are marked by superb design and me- 
ticulous execution, making it a wonderful buy for dis- 
cerning home buyers. The project is an upshot of a com- 
prehensive survey and focused group discussions car- 
ried out to understand the essentials of living amongst 
the elite class and socialites. 

Sahara Grace adheres to stringent security norms. 
It has state-of-the-art three-tier security system backed 
by technological innovative gadgets to ensure the safety 
and security needs of the residents. The greatest at- 
traction of the condominium here is its club facility, with 


60 


Olympic size swimming pool, gymnasium, party hall and 
other indoor games facility providing all the family mem- 
bers an ideal avenue to rejuvenate themselves and get 
charged. 

From flooring to faucet, the best fittings are used. 
The modular kitchen will be from UK, toilets shall have 
imported sanitary fittings, bath fittings from Grohe of 
Germany, European designer Dado tiles in bathrooms. 
The flooring specification comprises of an exclusive 
range of natural/laminated wooden flooring/vitrified tiles 
from Italy and Spain. All this and more clearly depict the 
richness, which is an inherent part of the planning. 

Sahara Grace is built as per international standards 
and is backed by earthquake resistant construction. Fur- 
ther this project is also certified for ISO 9001:2000. De- 
veloped by Larsen & Toubro, it is designed by the well 
known architectural design firm Atkins of U.K.. 

At Sahara Grace, the idea is to bring together an 
exclusive community of like-minded residents who feel 
proud to own a high-end apartment offering the best 
features and facilities unmatched internationally. And 
certainly, Sahara Grace is the dream home for modern 
Maharajas; an unmatched offering from Sahara Infra- 
structure and Housing. 


SAHARA 


INFRASTRUCTURE & HOUSING 


ITS TIME TO POSSESS THE DREAM ABODE OF THE 





actual pictures of mock-up flat 


+ World-class specifications with 100% « 3-tier security system 
transparency + Exclusive Clubhouse of 2524.29 sq. m 

+ 11 acre of land - 185 flats, (27161.36 sq. ft) excluding the swimming 
16 penthouses pool area 

« More than 6096 beautifully landscaped « 500 car parking in single level basement 
green area 


Mock-up Flat Ready 
l Possession by September 2005* | 


SAHARA, 





The Platinum Standard In Living 


Main Mehrauli Gurgaon Road 


Site/Marketing Office : Sector-28, Main Mehrauli Gurgaon Road, Gurgaon (Haryana) 
Ph. 0124-2562008, 2387742, 9891398318, 9891821783, 9899879888. e-mail - sales@saharagrace.com 


Sahara Grace - The Crest of Quality and Transparency | 


Sahara Corp Comm /percept; H 


Real Estate Feature PROMOTIONS 


With the suburbs around Delhi becoming increas- This 22 acre complex will have 1400 apartments which 
ingly clogged - it's hard to spot an uncovered inch. In will be a mix of one, two, three and four bedroom units, 
times when Gurgaon, Noida is choc-a-bloc, Greater catering to every segment. Price ranges from Rs 15 
Noida and Surajkund are developing faster than you lakh to Rs 37 lakh. 
can sneeze and even the Gurgaon Sohna Road is be- As Aditya Wadhera, General Manager (Marketing), 
coming unaffordable, the hunt is on API., says, "We were the first devel- 
for newer and newer destinations opers to spot the potential of this area. 
which appeals both to the mind and Not only its scenic beauty but, its ap- 
the heart. Welcome to the Gurgaon- parent closeness to Delhi, makes GF 
Faridabad (GF) Road, which prop- road an ideal gateway for the over 
erty consultants bet will be the next stressed working executives to recu- 
big area around Delhi in terms of perate in harmony with nature- some- 
real estate development thing which is rarely available else- 

It's certainly a picturesque road where." 
winding through the scenic Aravali The Valley View complex is theme 
landscape. The tranquil setting [RAS eases based - fruits and flowers providing 
amidst greenery beckons those Based Miren the inspiration. So, Roses Retreat will 
seeking a peaceful environment have roses at every nook and cranny. 
away from the hustle and bustle of Similarly the landscaping at Orange 
Delhi. Already a few institutions County and Gold Leaf Crescent will 
have spotted the potential in the take a cue from their names. The com- 
area. There's TERI which has set up its beautifully land- plex will have all the amenities - school, shopping com- 
scaped RETREAT here complete with an oval-shaped plex, temple, club house to make it a complete little 
cricket ground. Several management institutions have town in itself. 
put up their boards here, signaling their intentions. Given the potential of GF road, it's not surprising 

Nestled in the valley of the Aravalli foothills on the that other private developers have already started 
road here is “Valley View", an expansive complex buying land in the area. So, watch out MG road - there's 
developed by Ansal Properties & Infrastructure Ltd. going to be some stiff competition from GF road soon. 
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The story of a vertical rise in real estate 


The niche that Arora and Associates 

has carved for itself in the field of Real Es- 

ied tate Sector, is an outcome of over five de- 
|. . cades consistent efforts in giving high qual- 
ME i 5 gae and transparent services - 


Arora's topmost priority is to save re- 
sources (in the form of time, cost and man- 

- power) for its clients through a competitive 
_ process of multiple negotiations combined 
_ With comprehensive financial analysis. Its 
zm is gained to pay attention to every 
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BROWSING 


Soumen Basu 
Executive chairman 
Manpower Services India 


I love reading history. I am also very 
fond of Indian authors like Amitav 
Ghosh, Upamanyu Chatterjee and 
Arundhati Roy. I recently read Amitav 
Ghosh's GLASS PALACE. I had met 
Amitav many years ago, when he was 
a budding author. My wife recom- 
mended the book to me. The Glass 
Palaceis set in Burma, where I spent 
part of my early days. The way events 
play out in the book is really engag- 
ing. Ghosh vividly brings to life the 
history of Burma and Malaya over a 
century of momentous change. Im- 
mediately after that I read Ghosh's 
Hungry Tide. This one is set in the 
Sundarbans. Ghosh describes the life 
ofthe poor people of Sundarbans. I 
try and read a book a month. Apart 
from my wifes recommendations, I 
also look at the best sellers list. E 
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Comrades of Jesus 


By Indira Parthasarathy 
(Rupa & Co) 





THIS delightful book set 
in Poland proves that our 
regional writing is far su- 
perior to that in English. 
It recounts the experi- 
ences of an Indian pro- 
fessor in Warsaw, who is 
confidante to a divorced 
couple, witnesses a love story, and 
is caught in Poland's political un- 
dercurrents. Woven in is a tale of 
socialism gone wrong, both in India 
and Poland. The translation keeps 
intact the droll humour of the origi- 
nal Tamil work. B 
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RASHMI BANSAL 


F you generally shop at airport 
bookshops in order to sleep better 
on the flight, avoid this one. Mal- 
colm Gladwell's Blink is a 265- 
page book that you'll want to de- 
vour in a single go — and keep 
thinking about long after. 

That's because Gladwell, although 
rated No. 27 on Accentures top 50 man- 
agement gurus list (above Jack Welch, 
Edward de Bono and Richard Branson), 
isnt your conventional management 
writer. Gladwell examines basic human 
behaviour and in doing so, manages to 
give the reader spectacular insights 
which can be applied to varied aspects 
oflife, including management. 

His previous book The Tipping Point 
became the bible of viral marketing 
because it described not just the 
phenomenon, which 
everyone agreed existed, 
but also figured out how 
and why trends spread. It 
was an inspired combina- 
tion of social and psycho- 
logical commentary. 

In Blink, Gladwell gets 
deeper into the human 
mind, examining another 
phenomenon we are aware 
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SHELLEY SINGH 

HE Indian IT industry led by the 
T troika of TCS, Wipro and Infosys is 

on a relentless growth trajectory. 
From less than 15,000 employees four 
years ago, today each of these firms 
boasts a staff strength of over 35,000, 
while nearly doubling turnover. 

That's the good news. Indla In the 
Global Software Industry (Macmillan In- 
dia) acknowledges this growth. Yet, it 
also notes that the industry still re- 
mains at the low end of the IT value 
chain with a disproportionate focus on 
activities like legacy application man- 
agement, maintenance, custom appli- 
cation developments and migration as- 
signments. Companies should tap work 
that helps build better relationships 
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blink 


Malcolm Gladwell 





ofbut don't quite understand: the power 
of first impressions or snap judgements. 
It’s an ability we have been trained to 
underestimate because “we live in a 
world that assumes that the quality of a 
decision is directly related to the time 
and effort that went into making it." 

So when in doubt, doctors invari- 
ably order more tests. People often seek 
second opinions. Children are taught to 
look before they leap. But does all this 
thinking and deliberation necessarily 
produce a better decision? Using the ex- 
ample of an ancient Greek statue, Glad- 
well brilliantly illustrates otherwise. 

When the Getty museum was of- 
fered a'kouros, a marble statue from the 
6th century BC, it conducted several sci- 
entific and geological tests to verify its 
authenticity. Convinced, the museum 
acquired the statue for $10 million. Yet, 

three different art ex- 


BLINK 

The Power of 
Thinking Without 
Thinking 


* By Malcolm Gladwell 
Little, Brown 


Pages: 288; 
price: Rs 419 





SELECTION 


How to go 


with clients and offers better billing 
rates. It's time software firms looked at 
things like IT product development 
more aggressively, points out the book. 

The authors, who include Anna Lee 
Saxenian, professor at the University of 
California, Morris Teubal, professor of 
Economics at Hebrew University, Jeru- 
salem and Ashok Parthasarathi, profes- 
sor at the Centre for Studies in Science 
Policy, Jawaharlal Nehru University give 
empirical evidence on how other coun- 
tries — notably Israel, Korea and Taiwan 
— have moved up the value chain. 
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MALCOLM GLADWELL 
is the author of the 
international best- 
seller The Tipping 
Point. Earlier a busi- 
ness and science re- 
porter at the Wash- 
ington Post, he is 
now a staff writer 
for the New Yorker 


perts who merely looked at it and felt 
‘intuitive repulsion’ concluded it was an 
extremely clever fake. They were right. 
This is what we commonly know as 
‘gut feel’ and Gladwell describes as ‘thin 
slicing’ or making a judgment based on 
a very small but critical amount of data. 
Using entertaining examples from 
speed dating to bird-watching, Gladwell 
leads you to the point where you will be 
convinced that you must trust your first 
instinct. But then, he says, hold on a 
minute. Thin slicing is not infallible. 
Gladwell dubs it the "Warren G 
Harding’ error. Harding was so good 
looking that people thought he would 
make a great American president. He 
turned out to be one of the worst ever. 
Gladwell also underlines the effect atti- 
tudes to race, gender and social stereo- 
types have on human judgement. 
What's worse, he says, we may con- 
sciously believe one thing (that men 
and women are equal) but think exactly 





the opposite. And there are if-you-don't- 
believe-me-do-it-yourself exercises in 
the book to prove it. 

But here's the good news: "With the 
gift of training and expertise... we can 
extract an enormous amount of mean- 
ingful experience from the very thinnest 
slice of experience". The trick is to mas- 
ter a delicate balance between instinc- 
tive and deliberate thinking. Like the 
psychologist who can watch a newly 
married couple interact for only 15 min- 
utes and predict, with surprising accu- 
racy, whether they will still be married in 
15 years. 

He can do that because even the 
most complicated of problems have an 
identifiable underying pattern. In pick- 
ing up these patterns, less is often more 
— the rest is edited out unconsciously. 
Gladwell believes that ^we get into trou- 
ble when this process of editing is dis- 
rupted — when we can't edit or we don't 
know what to edit, or our environments 
dont let us edit". 

Although the book relies heavily on 
esoteric examples from military strategy 
to cardiac care and policemen under 
high stress situations to make its point, 
the latter half does deliver some funda- 
mental issues relevant to marketing. 
The success of Herman Miller's boldly 
unconventional Aeron' chair despite a 


up the value chain 


For instance, the government spon- 
sored Yozma programme to attract US 
investments in Israel's high tech indus- 
try resulted in the country climbing the 
value ladder. Yozma was followed by 
two more efforts — the Magnet pro- 
gramme and The Technological Incuba- 
tors programme — which helped initiate 
product development ventures. Strong 
linkages of enterprises with Israeli uni- 
versities via the incubators programme 
ensured that graduating students were 
equipped to handle complex projects. 

In India, the focus has largely been 


on basic design, coding and mainte- 
nance jobs. Will implanting overseas 
models help? The authors argue that 
many Indian firms work in si- 
los. Even if some do high-end 
work, there aren't avenues 
for knowledge sharing on 
successful business models. 
The authors recommend 
strong industry, government 
and university linkages and 
introduction of key enabling 
policies at the macro, meso 
(clusters) and micro(firm) 
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completely negative feedback from 
consumers before its launch is a lesson 
for marketers who depend too heavily 
on research to evaluate new products. 
In dealing with something different and 
revolutionary, a company has to oper- 
ate on its instincts. Consumers cannot 
be trusted on their feelings about unfa- 
miliar things. If brand managers were to 
take that occasional leap of faith, wed all 
see more innovative products. 

The final and most fascinating point 
Gladwell makes is on ‘mind reading’. A 
student-teacher duo of Ekman and 
Tomkins apparently spent years map- 
ping every conceivable expression of 
the human face and compiled the FACS 
or Facial Action Coding System. Experts 
trained in FACS can literally ‘read’ a per- 
son's mind (the first time Ekman saw Bill 
Clinton he knew he was a‘bad boy’). But 
all ofus, to some degree, use our instinc- 
tive knowledge of facial cues to ‘thin- 
slice’ other people. 

Blink jumps from one theory to the 
next, quoting complex research but 
keeping it completely accessible. It's en- 
tertaining and thought provoking — 
and you simply must read it. if 





Rashmi Bansal is founder-editor of 
the youth magazine JAM. Reach her at 
rashmi@jammag.com 


level to promote innovation and invest- 
ment in start-ups. Indian firms venturing 
into software products for global mar- 
kets should target longer life cycle, in- 
termediate to high complexity products 
commanding high prices. i 
Edited by Anthony P. D'Costa and i 
E. Sridharan, the book (Rs 285, 292 f 
pages) has interesting case studies (like ` 
Nortel's experience of out- ! 
sourcing basic to complex 
tasks to Indian companies). 
It is a useful volume for 
anyone interested in know- 
ing how the IT industry has 
grown from the body shop- 
ping era to services and the 
challenges it faces. Better 
editing would have made it a 
faster read, though. m" 
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DP investment meni up; Inflation cipes l | 
x ela scepti ism about what it claims to reveal. 


As the primary source of data for 
those outside the government, 
the Economic Survey leaves 
more questions than answers 
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13.75 lakh units 
registered 


9146 lakh units 
unregetered 


yedisteredini ones (far the year x 2001. -2002. There: are similar | 
variations on: employment, production and exports. 
By no stretch of i imagination c Car such discrepancies 


be described as marginal. For people outside the govern- 
ment system, the Survey remains the primary source of 








| data. However, if such variations are carried without any 





,no one should be surprised if there is gen- 


Consider de-reservation, touted by every Survey since 


| 1991. What has been the impact of de-reservations that 
| have already taken place? No Survey so far has offered an 
1 | answer to that question. 


A second and more serious reservation about the Sur- 


| vey concerns the role of the government. Thanks to the 


NCMB there will be greater 
compulsions in the Budget for 
increasing public expenditure. 
However, isn't there also a case 
for improving efficiency of 
public expenditure and linking 
it to tangible improvements in 
outcomes? There is also the 
question of whether public 
financing has to be equated 
with public provisioning.. 
. The government will argue 
that such institutional reform 
-is part of the agenda, and the 
prime ministers letter to 
ministries and departments 
does put institutional reform 
under the following heads — 
decentralisation, simplifica- 
tion, transparency, accoun- 


Survey 
2004-05 


tability and e-governance. 

But the key question is the role of government in a 
reformed and liberalised economy, specially with regard 
to physical and social infrastructure. Apart from vacuous 


| statements about public-private partnerships and sub- 
_ sidy targeting, there is little one finds in the Survey about 


this, although it ought to be the most important topic in 
theissues and priorities section. The traditional route has 


been to cite figures on expenditure rather than improve- 


ments in outcomes. And SO as everyone knows, hide 
more than they teli. i 
Jftherei is tax-payer fatigue to all this, thats largely be- 


| cause ofthe continuing question marks over the utilisa- 


tion of tax revenue. Levying cess after cess and arguing 


| that such revenues do not go into the Consolidated Fund 


isthelazy way out. With a plethora of economists in North 
Block, not to forget those of Cabinet rank, this govern- 
ment ought to do better. But precedent unfortunately - 
| tendsto havea numbing effect on government. B 
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Chidambaram 
Itis without doubt a 

sophisticated piece of work. 

Butis ita good Budget? 


P. Chidambaram with his A team: 

(L-R) D. Swarup, secretary (expenditure); 
Ashok Lahiri, chief economic adviser; 

Rakesh Mohan, secretary (economic affairs); 
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class, under city conditions, by Autocar India, June 2004 in comparison to Toyota Corolla, Hyundai Elantra (Petrol) and Skoda Octavia (Petrol). 
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1 A Telling Case - 


.U ‘The Drying Up Of China’ 






(BW, 28 February) was a 
revealing story, and 
vindicates the stance taken 
by environmentalists. 
Governments which 
promote the fallacy of ‘Big © 
is Beautiful’ put their countries in a 
situation that China finds itself in. 


The international community does not deem mega projects such as 
inter-linking of rivers (ILR) as the right solution — either for India or for 
the world. And ILR proponents often cite China to argue their case. It 
would be fitting if Businessworld did a report on ILR as well to show 
how Chinas environment story could be repeated in India. 


Gopal Krishna, posted on BW website 


A BATTLE AGAINST MICROSOFT 
IBM and Sun Microsystems are freeing 
up patents ('Open Season, BW, 21 
February) not just to foster innovation 
but to beat rival Microsoft. Whatever be 
the intent, this is still a good move and 
will set a new trend in the industry. 
Lalit Begani, Suratkal 


THE RISK YIELDED RESULTS 

The Sri Lankan government must be 
lauded for opting for a very 
professional approach and taking a big 
risk (‘Lessons From A Turnaround’, 
BW, 28 February). The risk has given 
them the result. The SriLankan Airlines 
turnaround started slow, but its focus 
was Clearly defined throughout. 

Only two qualities can provoke 
change: a burning desire and a burning 
discomfort. The Sri Lankan govern- 
ment demonstrated both and faced up 
to the Opposition while opting for the 
professional management of the 
erstwhile Air Lanka. On the other hand, | 
we — in India — believe that 
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we are in the big league when we are 
not even able to run our airlines (Air- 
India & Indian Airlines) profitably. 

S. Narayanan, posted on BW website 


PRINCIPAL MF REPLIES 

The article on Principal Focussed 
Advantage Fund (BW, 14 February) 
does not portray the fund correctly. 
This fund is focused on delivering the 
advantages of dynamic sector selection 
by identifying and investing in select 
sectors that are poised to do well. It will 
provide the benefits of focus on up to 
six sectors with risk diversification by 
not overly concentrating on a sector as 
is the case in a pure sector fund. The 
limited number of sectors ensures 
neither underexposure nor too wide 

a diversification. 

Sanjay Sachdev, CEO, Principal 
Focussed Advantage Fund, Mumbai 


CORRIGENDUM 
In'A New Cycle of Growth’ (BW, 28 Feb- 
ruary), the number of investment 
projects for 2004 stated in the 
table was incorrect. The correct 
figures, ProjectsToday clarifies, 
are: 74 food and agro projects 
valued at Rs 1,883 crore, and 58 
textile projects valued at Rs 
2,183 crore. The errors are 
regretted. 
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Dubai stopover. 
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Tightrope Walk 









P Chidambarams fourth Budget was aimed at pleasing both the Left and the apostles 
of the Market. But how will the Budget measures really impact the economy, and you? 


Businessworld goes through the fine print. 





Opening Essay Budget 2005 is with- | 
out doubt a sophisticated piece of work — it ad- 
dresses the realities of coalition politics without 
abandoning good economics. 


Infrastructure This is one sector that 
has got precious little. And the projects that got 
announced have some strange ways of funding. | 


Banking Although the FM talks of con- 
solidation of banks, don't expect it just yet. 


Social Sector The CMP has forced 
the Centre to take on more of the burden with 
allocations to new poverty alleviation schemes. | 


Tax Reforms The finance minister 
may have taken a leaf out of the Kelkar report, 
but there are many chapters to go yet. 


Interview: Rakesh Mohan 
There is a greater stress on public-private part- 
nerships, says the secretary, economic affairs. 


Interview: D. Swarup The expen- 
diture secretary says there is a perceptible shift 
towards public expenditure in the Budget. 
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Textiles Once again, the FM has given 
the short shrift to man-made fibres. And no 


| steps on labour laws spell gloom for the sector. 








Ashok Desai The FM has won a 
pyrrhic victory over the RBI on FDI. 


Omkar Goswami Two mistakes mar 
what would have been an excellent Budget. 


Raghbendra Jha The steps are not 


| enough to create sustained labour demand. 


Sunil Kapadia & Himanshu 
Parikh The FM tries to achieve several objec- 
tives with his tax provisions. 


Vinayak Chatterjee Most of what 
was announced was old wine in a new bottle. 


Ajit Ranade The biggest missed op- 


| portunity was on fiscal correction. 


K.V. Kamath The Budget is aimed at 


| promoting economic growth in a holistic way. 
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8 Indiatimes Overseas companies and private equity 
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groups Internet portal. 
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through the eyes of three families in 
Bangalore, Delhi and Chennai. 





a The Pawanias: 
Cheers to the Budget 


92 Gold ETFs The ABC of gold exchange-traded funds, 
which are going to be introduced in India. 


94 Stock Eye How the fear factor in investors’ minds 
helps the market. 


96 News Deadline for MAPIN extended. 


THAT'S IT 


80 Mala Bhargava Podcasts have an edge over Inter- 
net radio as you don't have to wait for broadcasts. 


4 FEEDBACK 
71| CASE STUDY 
98. BW OPINION 








Cover Design: Jyoti Thapa Mani 
Photograph: Dinesh Krishnan 





Web Exclusives 


Interview: Sugata Bose, Gardiner Professor of 
History, Harvard University. 


StockSense: PC held the nation spell-bound with his 
Budget speech. Where does the market go from there? 


A Introducing Pharma Capsules: Your weekly dose of 
pharma news. 





Log on to 


www.businessworldindia.com 





BUSINESSWORLD | 


Chidambaram’ new deal 


HERE are two parts to an Indian Budget — the 

housekeeping part, and the policy-making part. 

The housekeeping part is about how well the gov- 

ernment balances its income and expenditure 

and the policy part is about how it shapes the eco- 
nomic policy environment. Finance Minister P Chi- 
dambaram's fourth Budget scores well on the policy front, 
but is low on the housekeeping front. 


On the policy front, this government seems determined to 
take the reform process forward, despite its dependence on 
the Left. But on the housekeeping front, the government 
seems ready to sacrifice fiscal responsibility to keep the Left, 
and the leftist elements in its own party, happy. In essence, 
Chidambaram is offering a new deal to the Left: I will loosen 
the purse strings for every social 
sector scheme under the sun - 
even if that means violating the 
fiscal responsibility Act, but just 
let me get on with reforms. This 
must look like a Faustian bargain 
to the Left but my sense is that 
they will take it, especially since 
Chidambaram has taken care to 
avoid mentioning the one policy 
that dare not spell its name: dis- 
investment. 


Businessworld 


Chidambaram 
PART B 





But is this a good deal for the 

economy? The answer is, it could have been better. Even if 
one assumes that the coalition nature of this government 
makes deal-making unavoidable, the government could have 
done more to ensure that the money that is being pumped 
into all kinds of schemes delivers better results. Last year, the 
finance minister had promised that the Planning Commis- 
sion will find ways of improving the delivery mechanism, but 
nothing worth mentioning seems to have been done. 


But what does one say about the Left whose central leader- 
ship seems intent on making sure that India never catches up 
with China? In West Bengal, where they have power and 
responsibility, chief minister Buddhadeb Bhattacharya is 
building a formidable name as a reformer. But in New Delhi, 
where they have all power and no responsibility, the Left is 
anti-reform. Why isn't what is good for China not good for In- 
dia? And why isn't what is good for Buddhadeb not good for 
Chidambaram? The Left must answer these questions if it is 
to have any credibility on economic matters. 
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BUDGET 2006/0IL 


Price hikes a 
month away 


ETROLEUM marketing 
D. are going all out 
to demand a hike in the 
prices of petrol and diesel. 
Officials point out that if global oil 
prices stay at current rates, then 
one should be ready for an 
increase hike in petrol prices by 
Rs 3 a litre and diesel by Rs 1.75 
a litre starting April. 
In the Budget, finance minister 
P. Chidambaram cut customs duty 
on crude from 10 per cent to 5 
per cent, and on petrol and diesel 
from 15 per cent to 10 per cent. 
Excise duty changes, however, are 
a problem. The ministry had 
sought a specific duty, but the FM 


The Maths 


PETROL 





DIESEL 





Rs 1.50/1 





Rs1.50/1| 


Rs 2/1 
| 8%+Rs 1.25/1 
Rs 1.75/l 





has proposed a mix of specific and 
ad valorem duties. Also, cess on 
both fuels is up. (See ‘The Maths’) 
To compound the problem, oil 
companies have been asked to 
absorb the increased cost. Oil 
industry officials point out that the 
23 per cent excise on petrol 
amounted to Rs 4,600 crore 
annually. But, now the Rs 5 per 
litre itself will amount to Rs 5,000 
crore. Apart from that there will be 
the 8 per cent excise duty. They 
have not been allowed to factor in 
even the higher cess for March. 
Finally, the 10 per cent service 
tax that has been imposed on 
pipelines means that gas supplied 
to industry through the HBJ 
pipeline will also cost more. MC 
ANUP JAYARAM 
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BREAKING NEWS/INDIATIMES 


GAP 3i, Yahoo in race 


RIVATE equity funds General 
Atlantic Partners (GAP) and 3i, 
a Singapore-based boutique 
investment firm, are compet- 
ing with Yahoo for a stake in Indiatimes, 
according to sources close to the deal. 
The portal is owned by the Times Group. 
Earlier, Tom Online, a leading wireless 
Internet company based in China, was 
also in the fray for the stake, but 
dropped out due to differences with In- 
diatimes on the future of the business. 
Indiatimes refused to comment. 
This is a crucial time for Indiatimes. 
It has dragged rival portal Rediff to the 
Delhi High Court for hiring T.N. Prabhu 
alleging that he has violated his contract 
with the Times group. Prabhu, who 
joined Rediff as vice-president (strategy 
and planning), used to head the India- 


BUDGET 2006/SIZE OF GOVT 
Growing 
unabated 


OR the last few years, BW has 

been tracking how many peo- 

ple the gigantic bureaucracy 

adds to its numbers every year. 
Thelatest number is given in the Expen- 
diture Budget (Vol. I). Despite claims of 
a ban, the size of government has been 
increasing at a scary pace. While num- 
bers seem to have fallen in some years, 
that has been because some public sec- 
tor company has been corporatised, 
and its staff has been taken out of the Ex- 
penditure Budget numbers. 

This year was no different. And the 
blame for this does not lie with the UPA 
government, or any one government. 
During April 2004 to March 2005, the 
government is expecting to add, hold 
you breadth, another 1,23,441 persons 
to the actual strength of 3.31 million as 
on 1 March 2004, taking the total num- 
berto 3.43 million on 1 March 2005. This 
will further increase, according to pre- 
sent estimates, by another 45,000-odd 
to 3.46 million by 1 March 2006. And, 
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DINESH KRISHNAN 


times' 8888 service and was instrumen- 
tal in building it up to its current level of 
dominance. The portal is a clear leader 
in this space and nets about a $1 million 
a quarter through this service. Now 
Prabhu is set to take charge of the wire- 
less and broadband business at Rediff. 
Indiatimes angst is understandable. 
At this juncture it requires strong and 


P- C 7 ‘ 


mind you, the numbers do not include 
the innumerable autonomous bodies 
like Prasar Bharti, which alone may ac- 
count for another 20,000-odd. 

Oddly, there seems to be an inverse 
relation between the number of staff 
added and the amount of work a de- 
partment ostensibly does. For instance 
the Department of Animal Husbandry 
and Dairy plans to add 571 persons to its 
existing 4,722. What on earth for? Or 
why does the Department of Informa- 
tion Technology expect to add 558 peo- 
ple to its staff of 5,192. 


for stake 


consistent revenue growth. For the past 
few months, DSP Merrill Lynch and Citi- 
corp Salomon Smith Barney have had a 
mandate to sell of a minority stake, 25- 
30 per cent, the portal, say sources close 
to the deal, and add that the asking valu- 
ation for the portal is $300 million. 
Heads of businesses were given huge 
salary hikes, up to 50 per cent, in a bid to 
assure people to stay on. 

Is Indiatimes a good buy? Most of 
the traffic comes in from Times of India 
and continued support from the Times 
group will be essential for traffic to con- 
tinue. The portal sells about Rs 120 crore 
worth of items in the year. But clearly its 
biggest asset is the 8888 service and its 
air ticket auctions, through which it gar- 
ners the majority of its revenue. a 

RADHIKA DHAWAN 
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Do we really need to 
swell their numbers? 





Bizarre as it may seem, there ap- 
pears to be very little connection be- 
tween the kind of outlays a ministry gets 
or the kind of schemes it is expected to 
administer and the number of persons 
it employs. 

So, the Department of Elementary 
Education and Literacy had a civilised 
number like 325 people on 1 March 
2004, which was expected to grow by a 
mere 57 persons to 382 by 1 March 2005. 
This despite the fact that the ministry's 
allocation is up by almost Rs 4,532 crore 
to Rs 12,536 crore (BE 2005-06 versus re- 


PHARMACEUTICALS 


USP in India 


S Pharmacopoeia (USP), 
as part of its proposed In- 
dia site, would set up its 


pharmacopeial laboratory at Hy- 
derabad. It would be the first such 
laboratory to be set up by the US 
pharmaceutical reference stan- 
dards agency outside the US. USP 
is expected to spend around Rs 20 
crore for the laboratory and around 
25 to 30 senior pharmaceutical sci- 
entists both from the US and India 
are likely to work there. USP is a 
non-profit organisation. It will also 
conduct its business operations 
from the India centre and offer its 
services to India and its neighbour- 
ing countries. a 

GINA S. KRISHNAN 








vised estimates 2004-05). 

In contrast, the Department of Ani- 
mal Husbandry’ allocation is up by less 
than Rs 100 crore from Rs 618 crore in 
RE 2004-05 to Rs 710 crore in BE 2005- 
06. It however seems to find it necessary 
to add another 571 people! 

The Department of Rural Develop- 
ment has 450 persons and the Depart- 
ment of Drinking Water Supply has just 
54, which are expected to rise to 535 and 
69 over the year. The allocations for the 
two have increased by Rs 5,918 crore. 

But why is the commerce ministry 
planning to add another 1,170 persons 
to its present staff of 9,811. Maybe min- 
ister Kamal Nath can explain. 

In many of the ministries, a chunk of 
the total expenditure is revenue expen- 
diture (pay and allowances) primarily to 
maintain its huge staff strength. Who 
can one possibly appeal to take some 
action on this front when the finance 
ministry itself is on a roll? Barring the 
Department of Disinvestment, every 
other department in the finance min- 
istry — revenue, expenditure, economic 
affairs, and audit and accounts — is 
planning to merrily add to its numbers 
—some ofthem by a healthy 7,000-odd. 
Hey reformer, heal thyself. E 

ANJULI BHARGAVA 
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BUDGET 2006 
Gender priority 


INANCE minister P Chi- 

dambaram’s Budget 2005- 

06 has taken a small but 
significant step on a largely ig- 
nored issue: gender sensitivity. It 
highlights the gender sensitivities 
of the budgetary allocations under 
10 demands for grants that 
amount to Rs 14,379 crore. 

It is a fraction of the gross Bud- 
getary allocations, but as the min- 
ister points out: “It is only a begin- 
ning and, in course of time, all 
departments will be required to 
present gender budgets and make 
benefit-incidence analyses.” 

A gender budget does not seek 
to create a separate budget for 
women, but aims to assess the 
Budget and its differential impact 
on the socio-economic develop- 
ment of men and 
women in that 
country. It also 
seeks to support 
the incorporation 
of gender in gover- 
nance to increase 
women’s partici- 
pation in the deci- 
sion-making 

. processes that im- 
pact them. For example, it has 
been found that women at the 
panchayat level once sensitised 
to the term ‘gender budget’ are 
able to articulate and prioritise 
their concerns. x 

NANDINI VAISH 
For the full story 
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Indian Express (B) 

buys into Mid-day 
NDIAN Express (Bombay) bought a 
10 per cent stake in Mid-Day Multi- 
media. Mid-Day managing director 
Tariq Ansari confirmed that Indian Ex- 


press has bought 42.5 million shares 
from the promoters at Rs 60each. E 
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ECONOMIC SURVEY 2004-05 


NE of the most important 

questions asked in this year's 
Economic Survey: is India moving 
towards a higher growth trajectory? 

Perhaps it is. It is likely that the 
trend rate in GDP growth has 
increased — from 6 per cent to 7 
per cent. Or, in other words, the 
economy now has the ability to 
grow at an average 7 per cent on a 
sustained basis. The recent double- 
digit rise in production of capital 
goods and consumer durables, as 
well as higher savings and 
investment rates, a 7 per cent GDP 
growth could become a habit for 
India, rather than an oddity. 

But, to hedge its view, the 
Survey also says "a business-cycle 
type explanation of the 
performance of the economy in the 
two years, 2003-04 and 2004-05, 
is also tenable." That's the 
inelegant and jargon-laden way of 
saying that what we are 
experiencing is a mere bounce- 
back from the lows of years 2001 
and 2002. 


P ai 


OR perhaps the first time ever, 

an Indian finance minister 
mentioned China in his Budget 
speech. Some feel the finance 
minister was taking a friendly dig at 
the Left, by telling them that even 
the comrades in Beijing see foreign 
capital as a source of investment 
and growth. Others say that this 
government, too, is obsessed with 
beating China in the international 
growth game. 

But China is not only a 
competitor. It is also a partner, and 
a big one at that. China is now our 
second-largest trading partner. In 
2001-02, according to the 
Economic Survey, it was our ninth- 
largest trading partner, trailing 
countries like Japan, Switzerland 
and the UAE. Between April and 


October 2004, trade with China hotels in the meantime. Ki 





by Niranjan Rajadhyaksha 


accounted for 5.6 per cent of 
India’s total imports and exports. 
Only the US (with a share of 11.1 
per cent) was bigger. 

But the gap between China and 
the US narrows down if trade with 
Hong Kong is considered. 

Together, China and Hong Kong 
account for 8.4 per cent of our 
foreign trade. It may not be long 


before the China-Hong Kong combo | 


overtakes the US. 
SS 


AVE patience. It'll take far 

more than a few thousand 
crore of investments to get our 
cities back in shape. The Economic 
Survey calls urban renewal "the 
most important frontier in Indian 
infrastructure". However, it warns 
that the strategy for urban renewal 
may have to be different from that 
used in the building of national 
public goods such as roads and 


ports. "Here, the focus has to be on | 


the 74th amendment to the 
Constitution, on empowering cities, 
on supporting institutional reforms 
in cities and directing fiscal 
transfers for paying transition costs 
and poverty targeting." 

Sounds like a lot of legislative 
work doesn't it? And who has got 
ever got our legislators to do their 
work on time? 


P al 


F you want to know why it's so 

difficult to get a hotel room, look 
at a table on page 156 of the 
Economic Survey. There were 
2.334 million foreign tourists 


coming into India in 1996-97; there | 


were 2.454 million in 2002-03, an 
increase of 5 per cent over seven 


years. But tourist arrivals jumped by l 


17.3 per cent in 2003-04 and 


industry insiders expect 20 per 
cent-plus growth this year. 
Nobody thought of building 
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BW ARCHIVE 


BUDGET 2006/AGRICULTURE 
Gaping holes 
galore 


OR Indian agriculture, Bud- 
b get 2006 was like the mon- 

soons: deluge in some areas, 
deficient elsewhere, unsatisfactory 
on the whole. 

That is because the announce- 
ments on irrigation and rural 
credit, while very welcome, cannot 
revive agrarian India. Indian farm- 
ers face two big problems: stagnant 
productivity, and a value chain that 
passes on a puny portion of the fi- 
nal value of the produce to the far- 
mer. To up productivity, farmers 
need high-yield varieties. While a 
National Fund for Strategic Agri- 
cultural Research for developing 





new seeds has been set up, it has 
been given a measly Rs 50 crore. 

As for the value chain, the gov- 
ernment created the trailblazing 
National Horticulture Mission last 
year. Straddling the herb value 
chain, it has to double India's herb 
business in six years. This year, it 
sought Rs2,000 crore but got 
Rs 630 crore. The allocation for the 
new agricultural marketing infra- 
structure scheme is similarly low 
— just Rs 72 crore. A value chain 
modernisation play, this lets the 
private sector set up agri-markets, 
grading and quality certification. 


This ain't no new deal. a 
M. RAJSHEKHAR 
For the full story 
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POLITICS 


The strains begin to show 


RJD's defeat has thrown UPAs and NDAs political realities in sharp relief 


Photographs: DINESH KRISHNAN 


Sonia Gandhi's (L) hastily-put-together alliance is under threat of breaking up with Lalu Prasad Yadav's (C) RJD in 
a corner in Bihar following coalition partner Ram Vilas Paswan's (R) refusal to support it. 


S defeat became an al- 
most inescapable reality, 
the man whose 15-year 
rule in Bihar has given 
him a larger-than-life pre- 





“ sence in national politics struck out in 


wounded anger. Lalu Prasad Yadav rang 
up his UPA allies, M. Karunanidhi of the 
DMK and Chandrashekhar Rao of the 
TRS, and hurled invectives at the Con- 
gress. Dont trust the Congress, he is be- 
lieved to have warned them. 

It may be too early to say that cracks 
have appeared in the coalition put to- 
gether by Sonia Gandhi on the eve oflast 
year's Lok Sabha polls. But for the first 
/ timesince the UPA came to power in a 

. stunning electoral upset eight months 
' ago, the ruling coalition is under strain. 
The shenanigans in Bihar and Jhark- 


v . hand, which led to the sorry spectacle of 


UPA partners fighting each other in the 
recent assembly polls, have paved the 
/ way for the emergence of a counter- 

' force to the Congress within the al- 
liance. Today, the antennae of tradition- 
ally anti-Congress leaders like 


—, Karunanidhi, Rao and Lalu are quiver- 


ing with suspicion. Add to this NCP's 
Sharad Pawar, who's been smarting af- 
ter his party was denied the chief minis- 
ter’s post in Maharashtra despite win- 
ning more seats than the Congress in 
last October's assembly polls, and you 











have a ginger group of around 68 MPs 
who are increasingly unlikely to accept 
the Congress party's authority. 

Doomsday prophets predict the in- 
evitability of a mid-term poll some time 
next year. Much depends on Sonias atti- 
tude in the coming months and 
whether she is able to, or even wants to, 
curb the burgeoning ambitions of her 
party to recreate the golden age of the 
Congress. There is little doubt that after 
unexpectedly coming to power last year, 
the Congress is seeing dreams of a na- 
tional revival. The assembly polls in Bi- 
har and Jharkhand were a test case, 
which explains why the party chose to 
distance itself from two of most loyal 
partners, the RJD and the Left. 

With the strategy backfiring, the 
Congress is in turmoil. A section wants 
to apply the brakes and concentrate on 
restoring the coalition’s equilibrium. 
Another section feels enough is enough 
and the Congress should work towards 
an early mid-term poll. 

While Sonia grapples with the con- 
flicting streams of thought in her party, 
her allies in the Left are working over- 
time to save the UPA government. Be- 
fore the results were out, CPM Politburo 
member Sitamram Yechury had a 
lengthy meeting with Sonia during 
which he is believed to have empha- 
sised the dangers ofthe Congress party's 
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foolhardy tactics in Bihar and Jhark- 
hand. Like it did in the run up to last 
year's Parliamentary elections, the Left 
is again trying to play a pivotal role in 
teaching the Congress coalition politics 
and easing the strains that have devel- 
oped between the partners of the UPA. 

The Left perspective is simple. Till 
the BJP and the NDA cease to be a pole 
in Indian politics, the UPA must stick to- 
gether on an anti-communal plank. To 
some extent, its argument has been 
strengthened by the results of the 
two state polls. In both Bihar and Jhark- 
hand, the NDA emerged as the largest 
combine. 

Ironically, their surprising numbers 
in the two states have brought little joy 
to the BJP or the JD(U). The stark reality 
is that despite the divisions in the UPA, 
the NDA failed to win a majority in ei- 
ther state. This brings home the limita- 
tions of the BJP's anti-minority politics. 
In Bihar, the NDA failed to get Muslim 
votes and in Jharkhand, the Christian 
tribal population rebuffed it. 

Ifthe poll results are a lesson for the 
Congress on how to manage a disparate 
coalition in today's fractured politics, 
they have sent an equally stinging mes- 
sageto the BJP Thereis little room for di- 
visive politics in the complex mosaic of 
caste and communities of India. ie 

ARATI R. JERATH 
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.. are queueing up already. 


> = aging director Jimmy Sarbh 
' had told BW that his com- 
-= pany would run freight 


.. has got permission to oper- 


.... rail network. Besides, a 








RAILWAY BUDGET 2005-06 


End of Concors hold 


N 26 February, Lalu Prasad 

| Yadav tabled his second Rail- 
way Budget. Mostly, he stuck 

to the tried and tested. But 
almost unnoticed, he has given a signal 


.. to end Concor’s monopoly over contai- 


/ ner transport by rail and allow private 
-> players in. Clearly, there is a lot of excite- 
ment in the transport sec- 
. tor and quite a few players 


Earlier P&O ports man- 


trains to break Concor's 
monopoly if ever the gov- 
ernment allowed private 
players into the sector. Pi- 
. pavav Railway Corporation 


ate container transport ser- 
: vices connecting 20-odd 
hinterland routes to its Su- 
rendranagar-Pipavav port 


host of other parties, in- 
cluding Central Warehous- 


ing Corporation and Kutch Rail Com- 
pany (a joint venture of Gujarat Adani 
Port, Kandla Port Trust and the Rail 
Vikas Nigam) have sought permission 
to haul containers by rail. 

Getting private operators to trans- 
port containers is a positive step and 
would allow shorter turnaround times 


| € 46 new trains introduced 


€ Plan to start 150 kph trains from New 
Delhi to places like Howrah & Chennai | 


€ Railways to commercially develop - 
land holdings near major stations 


€ Double-decker container 
trains to be introduced 


@ Competition for Concor; 
private companies to be 
allowed to haul containers 

9 New Delhi railway station 
toberenovated and 
niodernised 


Railway Budget: The Highlights 


€ Plan to modernise and expand rail services 








and increase efficiency. “This also opens — 
avenues for transport companies to of- 
fer integrated solutions, and coupled 
with double-deck containers, would 
substantially increase the throughput, " 
says Vineet Agarwal, executive director, 
Transport Corporation of India. Once 
private players get in, the shortage of 
wagons will no longer cause heartburn 
to the railways and rail freight users. 
Ports like JNPT will also have some re- 
course to their congestion problems, 
and foreign transport companies are 
likely to enter the sector. 
The five-year Inte- 
grated Railway Modernisa- 
tion Programme that was 
announced last year and 
involves a total outlay of 
Rs 24,000 crore, has now 
been given concrete shape. 
It envisages the running of 
150 kph passenger trains 
and 100 kph freight trains 
along the golden quadrilat- 
eral and its diagonals; in- 
troduction of higher axle 
load; double-stack con- 
tainers; modernisation of 
track, bridges, signalling 
equipment and telecom- 
munications. BE 
SUPRIYA KURANE 





00D Corporation of India (FCN Is 

looking to decentralise procure- 

ment of foodgrains. So far, most. 
of its buying. has been in Punjab. and 


Haryana. This, along with other mea- E | 


 Sures, could bring down overall costs 
by. nearly ! Rs 2,000 crore, Rs 650 crore. 
-of which will be from freight costs only. 

| Today, : about 80 0 per cent of FCI's.. 
wheat procurement is from nonan | 





. Components of subsidy 


Wheat Rice — 





- Min. support price 
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| : Subsidy (4-5) 





] Figures in Rs/quintal in FYO5 Source: FCI 
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; Rozgar Yojana. The remaining: stock is. 







“pes ;centralisi 


me vount ry to sst to schemes ike. 


stored in FCI godowns as buffer tc to. 
meet demand in case of a crisis. 
“The entire system (that includes - 


- freight costs, inventory management. 

- costs, and labour charges) costs FCI 

. about Rs 2,187.33 crore per year. Its 

. sales realisation is about Rs 1,408.36 | 
. €rore. Decentralisation would mean 

that each state would procure for the 
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Targeted Public Distribution System, - F 
_ Food For Work and Sampooma Gramin | and} J its ine 
» most places. Now if the decentralised à 
| procurement policy comes into effect, 
| theonus of feeding the country would 
|. rest largely with states, with FCI step- 
pingir in only during « a crisis. 
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the route to a decen- 


^ raised eegen nent is fraught with 


ggest of them being 
distribution SyS- 
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INTERVIEW/KEITH REINHARD, CHAIRMAN, DDB WORLDWIDE 


‘Martin is obsessed 
with size, we are not’ 





IS mass media advertising dead? Is 
WPP' growth a threat to everyone else? 
As chairman of DDB Worldwide, one of 


the largest agencies in the world and part | 


of the $8.62-billion (2003 revenues) Om- 
nicom Group, Keith Reinhard, 70, should 
know. The creator of the first blueprint 
for the Agency of the Future, 10 years ago 
he talked about how advertisers needed 
customised solutions — bundle services 
like, say, direct or PR, or unbundle media. 
Today, Omnicom is the world’s largest 
advertising and marketing services 
group, ahead of its more glamourous ri- 
val, WPP While on holiday in India, 
Reinhard spoke with BW's Vanita Kohli- 
Khandekar. Excerpts. 


Ud On the agency of the future 

Will be both big and small with the ge- 
nius of ‘and’ and the tyranny of ‘or’. Any 
DDB agency in the world gets 50 per 
cent of its revenues from international 
and the rest from local businesses. The 
agency of the future has to be both bun- 
dled and unbundled, so that clients who 
want a bundled offering (PR, interac- 
tive, etc.) and others who want only one 
or two things, or just classical creative 
can get that from the agency. Exxon pays 


DDB one cheque for everything. 
We go and source DM, and 
everything else for them. Mc- 
Donald’s, on the other hand, 
wants only creative from us. So 
the idea is to customise the 
agency offering for the client. 


m On WPP’s strategy versus that 
of Omnicom 

We do not agree with Martin's 
(Sorrell, chairman of WPP) idea 
of building a holding company 
brand. Omnicom believes in 
building an agency brand. If we 
pitch, we don't pitch with the 
group brand, but with TBWA or 
DDB or BBDO. And we support 
whichever agency pitches and 
gets the business. It’s very dan- 
gerous to build holding com- 
pany brands. The reason we have three 
different agency networks is because we 
want to offer different things and work 
for competing brands. Martin is obses- 
sed with size, we aren't. We are obsessed 
with creativity. So if we make an acquisi- 
tion it is for creative reasons not size. 


DINESH KRISHNAN 


& On the death of mass media advertising 
Whoever says that is crazy. Building 
brands needs mass media. The only 
thing that changes with more options is 
the role of classical media. So with TiVo 
(digital devices that can help zap ads), 
the challenge is to make better ads that 
are entertaining and informative and 
that you feel like recording and watch- 
ing again instead of zapping. Therefore 
bad advertising will get zapped. A recent 
survey in the US showed that 75 per cent 
of TiVo users zap ads. However, only 25 
per cent zap beer commercials and 
guess which is the second least zapped 
product category — pharma. Mass me- 
dia advertising is not dead but has to be 
more entertaining. TV is now being used 
more and more to invite people onto the 
Net or other media. Mass media still 
helps to build brands which loyal users 
then want to pay a premium for. E 
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Contribution to GDP growth: 65% 
The Impressive tax cuts will 


increase disposable incomes and _ 


further fuel the consumption 
boom. Government support for 
various rural programmes could 
also help boost demand In the 
villages. | 


INVESTMENT 
Contribution to GDP growth: 3096 
The overhaul of tax rebates could 


help divert national savings from . 


government small-savings 
schemes to productive 
investments. The Initiatives to 
strengthen the financial sector 
could Increase the flow of credit 
to industry and agriculture. 


EXPORTS 

Contribution to GDP growth: 596 
A small but growing contributor 
to economic growth. No direct 
measures in the Budget. But 

. lower import tariffs, and better 

. roads and ports, will help | 
... Increase the competitiveness of 
Indian exports. 


Note: Contribution to GDP growth is - 
an average over past five years. | 
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work. But is ita. 
Budget? 
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| HAT Forrest Gump's mother said 
| about life is equally true of national 
budgets — they are like a box of 
-chocolates and you're never sure 
what you're gonna get. P Chi- 
dambaram and his dream team had 
the nightmarish job of satisfying the 
. devotees of both Marx and Market. The box of choco- 
` lates they opened on 28 February 2005 has left both 








| groups smacking their lips — various social sector 


schemes have been lavished with more money, tax 
rates have been slashed, protectionist walls have 
been brought down further and there is the promise 


| of more funds for infrastructure. Of course, some 


| 
: 
| 
: 
| 
| 
| things have left a bitter taste in the mouth, especially 
|- the taxes on cash withdrawals and fringe benefits. 
| But despite these two irritants, Chidambaram’s 
| new Budget has been met with applause from all 
| quarters. Equity prices soared to record highs. Even 
| the advocates of reform were ready to ignore certain 
| sensitive issues. This is the first Budget in more than a 
| decade that does not even mention a disinvestment 
target. What are we supposed to make of this? And has 
the accounting been too clever for comfort? The gov- 
| emment claims to have reined in the fiscal deficit at 
| 4.5 per cent of GDP Critics say that's misleading. The 
| Centre has transferred Rs 29,000 crore (or 0.7 per cent 
| of GDP) to the states, thus bloating their combined 
- deficit. And in 2005-06, the Rs 10,000 crore that the 
| special purpose vehicle (SPV) for infrastructure will 
| borrow should ideally be added to government debt, 
| -and hence the fiscal deficit. Yes, the ene has 
Es beena a little too clever for comfort. 
m" . Xet, there is little doubt that Budget 2005 i is a so- 
:  phisticated piece of work — it addresses the realities 
of coalition politics without abandoning good eco- 
nomics. The cheers that Chidambaram and his team 
havegotaredeserved. . 
The big question now: what does this Budget do 
| for long-term economic growth? There have been lots 
of smokescreen slogans in recent years about the 
| need to push India's growth rate up to a China-like 10 
| per cent a year. Admirably, the economy has grown at 
| 8.5 per cent and 6.9 per cent over the past two years. 
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again to a more modest 6 per cent growth rate? The 
government's Economic Survey admits that it's not 
clear whether the current speed is sustainable or not. 

“I think both consumption and investment de- 
mand will rise after this Budget," says Tata Sons’ chief 
economist Siddharth Roy. He believes that the spend- 
ingon rural roads, health and irrigation will boost de- 
mand in the villages. The micro-finance initiatives, 
too, will push up demand for agricultural inputs like 
fertilisers. And, according to Rajeev Mallik, econo- 
mist with J.P Morgan in Singapore: "The changes in 
the income brackets for personal tax will likely boost 


ing consumption boom." 


sumption has accounted for nearly 75 per cent of our 
economic growth in recent years, but making eco- 
nomic growth perhaps too dependent on Indian con- 
sumers. The challenge at this point of India's business 
cycle is to push up the contribution from investment, 
from an average of 30.6 per cent between 1999 and 
2004. India needs a sustained investment boom if it is 
to move to a higher growth trajectory. Does this Bud- 
get do enough to encourage investments? . 


does not seem to have lavished its own money on 
capex. Plan expenditure, for instance, is nearly stag- 
nant. The Central government has transferred a huge 
Rs 29,000 crore to the states on the new recommen- 
dations ofthe Finance Commission. Whether this will 
be spent on new projects by the states can only be 
guessed. The Rs 10,000 crore SPV for infrastructure 
and the Rs 1,500 crore mechanism for viability gap 





REVENUE RECEIPTS 
Net tax revenue 
Gross tax revenue 
Less states’ share 
Non-tax revenue 


CAPITAL RECEIPTS | 
Recovery of loans 
Privatisation 


“TOTAL EXPENDITURE 6.3. 
4.1. 


Interest payments 
Defence 2.5 2.4 
Direct subsidies | 15 XA 13 
REVENUE DEFICIT - 2. LI 0237 —— 
_ PRIMARY ‘DEFICIT +0. 4 | -0. 5 2 
FISCAL DEFICIT - A5 -4.3 


bi Revised expenditure ** Budget expenditure - Source: J. P, Morgan 


Butis this cyclical or structural? Will we slip back once . 


disposable income, and further strengthen the ongo- - 


That's good news. Government and private con- 


Not perhaps in any direct way. The government | 
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funding could help certain pro-  : 
jects take off. "You need some cat- E | 
alytic agency to spur investments. - 
ICICI and IDBI are now universal 
banks. So this SPV is an interesting idea," says Roy. 
The impact on capital investments is more likely 
to be indirect. “The new Budget has recognised the 
importance of the organised financial sector as the 
central engine of economic development," says Ko- 
tak Mahindra Banks vice-chairman Uday Kotak. Var- 
ious initiatives on commercial banking, micro-fi- 
nance, corporate debt, securitisation and derivatives 
all point towards this. India is no longer constrained 
by the lack of savings. The savings rate in 2003-04 was 


a record 28.1 per cent of GDP. The challenge is to en- 
sure that these are directed into the right projects, 


and a vibrant financial sector alone can do the job. 
Therevamp oftax concessions too will help divert 


- national savings away from the government and 
towards capital investments. Indian households have 


traditionally poured money into various small- 


savings schemes to take advantages of the tax breaks 


offered. The money thus collected was often used by 


the government to pay salaries and service its debt. 
Now, part of this money is likely to flow into new pro- 
jects, boosting the investment rate of the economy. 


There are two concerns, however. First, the depre- 
ciation rate has been cut. The economic logic of this is 
impeccable. We now have a lower inflation rate and, 
hence, the cost of replacing old plant and machinery 
is not as high as it was in, say, the 1980s. But a high de- 
preciation rate is an incentive for investing in new 
machines, since it lowers a company’s tax burden. 
One banker says this is not a big issue. "You will now 
have to replace machinery in six years instead of five. 
And the initial depreciation rate of 35 per cent still 
stands. So I doubt investment activity will be hit,” he 


says. (Some economists add that a lower depreciation 
. rate will act as an incentive for companies to go in for 


more labour-intensive manufacturing.) 

Rather than depreciation, the big worry is interest 
rates. The government has announced a gross bor- 
rowing target of Rs 151,144 crore, much higher than 


expected. The bond markets have been in a tizzy. 


Traders say this high mop-up will come when corpo- 


rate borrowing too is expected to pick up. The dou- 


ble-whammy could push up interest rates. Will this 


‘hit consumer demand and corporate investments? 


Which is why getting the fiscal deficit down is so 
important — it'll take pressure off the credit markets. 


“Government debt is the main obstruction in the 


path of further improvements in India’s credit ratings 
and stands out in contrast to the many positive indi- 
cators displayed by India in recent years," says Ping 
Chew, analyst with Standard & Poor's in Singapore. 


ThatshouldbethebigworryinBudget2006. W 
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HE Finance Minister announced banking refo- 
rms in his Budget speech addressing two prob- 
lems. First, India’s exchange reserves continue 
to grow; they are so large that they now exceed 
the supply of money (M1). If money supply exceeds 
what the public wants to hold, it will spend the mo- 
ney. If there is surplus capacity, this will lead the econ- 
omy to grow. If there is not, it will lead to rising prices 
and worsening balance of payments; both phenom- 
ena are now evident. The government can withdraw 
money out of the economy by issuing bonds; but two 
years ago, the growth in money supply looked likely 
to exceed the government's borrowing requirements. 

So Reserve Bank and the finance ministry worked 
outa solution: Reserve Bank would borrow money for 
the government even though the government did not 
need it — it would issue the so-called Market Stabi- 
lization Bonds (MSBs) up to a limit of Rs 550 billion. 
Now that limit is nearing exhaustion. But the finance 
ministry resented having to pay interest on money it 
did not need. Also, there were no buyers, so Reserve 
Bank was unloading MSBs on hapless government 
banks. But demand for commercial loans was reviv- 
ing, banks earned much more on them, and they 
were demanding higher interest on MSBs. 

Now Reserve Bank and the finance ministry have 
devised a new way of forcing banks to disgorge or im- 
mobilise money. Reserve Bank will be given powers to 
force banks to buy government securities without 
limit. Since they will have to take the bonds, banks 
will not be able to complain about interest; or rather, 
they will complain, but to no avail. Further, Reserve 
Bank will be authorised to make banks hold any pro- 
portion of their assets in cash. Cash by definition is a 
perpetual interest-free loan to the government. Re- 
serve Bank pays banks a little interest on their cash re- 
serves; but this is more in the form of a baksheesh. 

Second, bank loans grow every year by about 15 
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The finance ministry has won a pyrrhic 
victory over Reserve Bank on FDI in banks 


Banking reforms 





per cent. Few countries have sufficiently large sup- 
plies of risk capital; banks end up giving loans which 
are in effect risk capital, and keep losing some of the 
money in bad debts. If they are not to go bankrupt, 
they need a continuous infusion of risk capital. 
Hence, the Bank for International Settlements (BIS) 
in Basel requires that banks in its member countries 
must always have equity equal to 12 per cent of their 
assets. This is no problem for foreign banks; their In- 
dian operations are a minute part of their world busi- 
ness, and they can easily bring in the required capital 
from abroad. But it poses a problem for government 
banks as well as private banks. 

The government owns its banks, and must bring 
in the capital they need. But the central government 
does not like to sink capital into its banks. They could 
go to the capital market. But it will give capital only to 
the few good banks; and even they cannot raise more 
than a certain limit because otherwise the govern- 
ment would lose majority in their equity and lose 
control. Reserve Bank could always bend rules and 
deprive private investors of control; but that would 
make them even less willing to invest. For second- 
rate banks, the government has devised the solution 
of merger with stronger banks. This is passed off as 
consolidation to face competition, but it is really only 
a bale-out and cop-out. As for stronger banks, it 
would be nice if they could borrow equity, but the BIS 
does not recognise borrowings as equity. So the gov- 
ernment' solution is that they will be allowed to issue 
preference shares, which are considered capital but 
give fixed returns like loans. Nothing has been said 
about voting rights, but I bet they will be restricted. 

And for private banks, the best solution is take- 
over by foreign banks. Mr Chidambaram sees this, 
but Reserve Bank has opposed it tooth and nail. Now 
a compromise has been worked out: Reserve Bank 
will entertain applications from foreign banks to take 
over private banks. It says very clearly that it does not 
have to approve such takeovers. My bet is that Reser- 
ve Bank will use this power to scuttle entry of foreign 
banks, just as it did the setting up of new private 
banks ten years ago. Mr Chidambaram cannot win — 
at least for now. p 
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HE entire outlay for physical infrastructure 
n this Budget is about Rs 42,000 crore. 
That's a fraction of what a developing 
country like India needs — less than a 
sixth, to be precise. According to Business- 
world's estimates, the sector needs about 
Rs 276,000 crore every year for the next 10 
years to o catch up with the rest of the world (See ‘The 
Long And Winding Road’, BW, 31 January 2005). True, 
a part of this is expected to be funded by the private 
sector, but the government needs to put in a substan- 
tially larger amount, especially since large-scale pri- 
vate participation in infrastructure is still a dream. 
Infrastructure appeared in this Budget speech for 
the first time when two special programmes — the 
accelerated road development programme for the 
North-east and the third phase of the National High- 
way Development Programme (NHDP) — were an- 
nounced with a total grant of Rs 1,400 crore for 2005- 


06. Then came other schemes that added up to a 


total outlay of Rs 22,784 crore for the roads sector. 


Then there was the addi- : 


tional cess of 50 paise on 
petrol and diesel for de- 
veloping highways. In ef- 


fect, it was all about 
be set up. First year's roads. And at roads it 
corpus: Rs 10,000 crore seemed to end. The other | 
arts of infrastructure got | 
6 Forex reserves to be used deb MEER 
to finance equipment imports The Rural Infrastruc- | 
& Rs 9,320 crore given to ture Development Fund, 
National Highway Develop- which was revived after | 
ment Project, up 43 per cent Perd ue uet 
| | the last Budget, was allo- 
@ National Urban Renewal cated Rs 8,000 crore for 
Mission given an outlay of tt 2 prp - | 
fms was allotted last July (o 
neo Hoe which only Rs 101.12 
€ Additional fuel cess of crore was disbursed till 31 
50 paise per litre proposed January 2005).Villages got 
| Rs 1,200-croresupportfor | 
e Viability gap funding of telephones and another | 
Rs 1,500 crore introduced Rs 1,100 crore for electrifi- 


| 
| 
| 
f 
| 
| 
| 
| 
| 
| 
| 
| 
| 
i 
| 
| 
| 





cation — much lower than their previous allocations. 

As if that wasn't all, dredging was brought under 
the service tax net — it will now attract a tax of 10 per 
cent. “So many maritime projects are going to be 
launched this year — whether it's the new JNPT ter- 


minals, minor greenfield ports, or inland waterways. 
They all need dredging. The service tax will just make 


these projects more expensive," says a senior ship- 
ping ministry official. 

The next point is the way these projects will be 
funded. A special purpose vehicle (SPV) will be set up 
for funding ‘financially viable’ projects. To be admin- 
istered by an inter-institutional group, the SPV, which 
has been allowed to raise up to Rs 10,000 crore in 
2005-06, will seek to fund projects that have difficulty 
in raising funds. According to Rakesh Mohan, eco- 
nomic affairs secretary and one of the architects of 
the Budget, the problem lies in getting long-term fi- 
nance. This is where the SPV will come in. Since the 


- SPV would have a 100 per cent government guaran- 


tee, it would be able to raise money through bonds of 
long-term maturities which otherwise banks and fi- 
nancial institutions are not able to do. 

But the infrastructure finance community isn’t re- 
ally buying this. All infrastructure financiers Business- 
world spoke to echoed the same sentiment-the need 
for creating an SPV, especially when there are so 
many dedicated infrastructure financing institutions 
in the country, isnt all that apparent. 

Take the case of IDFC, which was created by P. 
Chidambaram himself in 1997 for long-term lending 
to infrastructure projects. "On the one hand, the gov- 
ernment is talking about consolidating financial in- 


stitutions, and on the other it's talking about creating 


a new animal — the SPV,” says Sanjay Sinha, director, 
Crisil Infrastructure Advisory. The Rs 10,000 crore 
could have been disbursed through the existing insti- 
tutions, he says. And what happened to the inter-in- 
stitutional group that was supposed to pool in Rs 
40,000 crore for infrastructure funds last year? 

There is also the worry that the SPV may mean 
even more delays. "It will take another nine months 
or so to just set up the SPV. It will have to be registered 
and staffed. The government will have to put a joint 
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| And odd. / ays 
of funding. 


BY SUPRIYA KURANE 


secretary in charge. By the time the SPV is created, it 
will be time for the next Budget,” says a senior official 
at an infrastructure finance company. 

While the SPV is for financially viable projects, for 
those that are financially unviable there is another 
route opened. In August 2004 the government drafted 
guidelines for supporting public-private partnerships 
in infrastructure and mooted the idea of viability gap 
funding. Through this, the government can reduce the 
cost of a project by infusing some capital into it, 


thereby improving its financial viability. While the SPV | 


takes the debt route, this one takes the equity route. 
Rs 1,500 crore has been allotted to the fund for 2005- 


Renewal Mission. - 


06. "The idea is to push things which otherwise may | 


not become possible," explains Mohan. 

Another proposal has come out after months of 
mulling. The Budget formally suggested the idea of 
tapping into the country's forex reserves, currently at 
about at $132 billion, for financing infrastructure. The 
SPV, however, can tap into the reserves only to lend 
for the import of equipment. At a post-Budget press 
conference, Chidambaram explained: "The foreign 
exchange reserves will be available for import-inten- 
sive projects. There would be no limit on that." 

Whenthe proposal was mooted by Planning Com- 
mission deputy chairman Montek Singh Ahluwalia 
last year, it drew sharp criticism from economists, 
credit rating agencies and the International Monetary 
Fund. But since the SPV as now been allowed to use 
the forex reserves only forimporting equipment, most 
economists think of it as a reasonable measure, espe- 
cially since it will have no impact on inflation. 

The announcements over, the work will now shift 
to the back-rooms of various ministries, which will 
have to prepare project reports for using the SPV 
funds. The Central Road Fund Act will need to be 
amended, too. The Act prescribes that the proceeds 
from the fuel cess be distributed among the Centre, 
the states and the Railways. But this Budget proposed 
that the additional fuel cess be used exclusively for de- 
veloping national highways, which is under the Cen- 
tres jurisdiction. So that will need to be addressed. 

It will be a while before the country gets to use 
even the trifle its infrastructure has been allotted. W 
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| foraRs 9,000-crore package. So the efforts have 


areas in the country that Includes seven mega 





Mumbai can begin dreaming again. or, can It just 
yet? The country’s commercial capital found 
special mention in this Budget. Apart from the 
proposal to make it a regional finance hub, the 
Budget promised funds for three of the city's five 
most cherished infrastructure projects. These 
projects can now draw from the freshly endowed - 
Rs 5,500-crore fund of the National Urban — 


The three projects are the Rs 6 .000-oróre 
trans-harbour link connecting Sewri and Nhava 
Sheva, the first phase of the Rs 4, 500-crore 
Mumbai metro project, and the languishing Worli- 
Bandra sea link project. (Of : the other two, the 
airport modernisation project. is well under way 
and the slum rehabilitation project stands | 
derailed by political wrangling.) i 

There's reason to be proud of this largesse, 
coming as it did after some hectic lobbying. For- 
the past three months, various Mumbal makeover 
enthusiasts — politicians, bureaucrats and | 
corporate captains — have been canvassing for 
the cause with officials in Delhi: Their prayer was 


E 


paid off, though not in the same measure. - 

Then comes the fine print. it remains to be 
seen how much of the Rs 5, 500 crore Mumbai can 
get for itself. The corpus is part of a bigger urban 
development programme designed for 60 urban 


cities, 35 smaller cities and the state capitals. 

What's more, the cities need to mend their 
ways to avail of the funds. They have to revise a 
number of policies to do with land ceilings, stamp 
duties and rent control. They will also have to offer 
greater transparency and encourage active 
participation of the citizenry in urban governance. 

The other twist in the tale is that the funds will 
come mostly as loans. Of the Rs 5,500 crore, only 
Rs 1,650 crore will be available as direct grants. 
The total amount Is also to be shared between 
Central urban employment and poverty alleviation 
schemes, and the urban development ministry, 
leaving only Rs 3,500 crore for cities like Mumbal 
and Bangalore to fight over. 

So while the Centre is dangling the carrot of 
funds, it's ensuring that the cities get into some 
shape in order to reach It. in other words, the 
benefits are tied to the reforms. It's now up to 
Mumbai to wake up or stay in its nightmare. 
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T was a double act on 28 February. On the one 
hand, finance minister P Chidambaram said in 
his Budget speech that the "key drivers of the 
bankingsectorin the future will be competition, 
consolidation and convergence". On the other, 
the Reserve Bank of India released a 'roadmap' 
for foreign banks entering India to follow and 
guidelines on the ownership of private sector banks. 

Chidambaram has been talking about consoli- 
dating public sector banks (PSBs) almost since he 
took office. However, there seems to be little that his 
ministry can do about it right now. In his speech, the 
FM said: "There are many banks in India, but none 
among the top 20 in the world. Our largest bank, the 
State Bank of India, ranks 82 in terms of business." 
While the only way, at present, to get banks into the 
global top slots is through the merger of PSBs, the FM 
remained silent about how to do it. 

Says economic affairs secretary Rakesh Mohan: 
"Apart from three or four PSBs, all of them now have 
substantial private shareholding and are listed. So, we 
have to keep interests of all shareholders in mind." 
Thus, while the government can push the consolida- 
tion of PSBs as a majority shareholder, it doesn't seem 
likely it will do so now. Mohan says that it is up to the 
banks to decide who would like to merge with whom. 

Meanwhile, the RBI roadmap for the entry of for- 
eign banks is "a variant of the UK model, where for- 
eign banks can exist only as wholly-owned sub- 


With various mounting options, suitable for a variety of applicati 





The FM mentions 


bank consolidation 


but do not expect 
it Just yet. 
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sidiaries”, says a senior industry official. The roadmap 
says entry into India will be allowed in two phases. 

In Phase I, up to March 2009, foreign banks would 
be allowed to set up Indian branches or wholly- 
owned subsidiaries, and allowed to acquire substan- 
tial equity only in private banks identified by the RBI 
for restructuring. The RBI, on its part, would amend 
the Banking Regulation Act to allow voting rights to 
reflect equity holdings in private sector banks. At pre- 
sent, these rights are capped at 10 per cent, irrespec- 
tive ofthe size of the equity holding. 

In Phase II, after March 2009, foreign banks would 
be treated on a par with Indian private sector banks, 
and mergers and acquisitions between private and 
foreign banks will have few restrictions. 

It makes a difference if a foreign bank sets up a 
branch or a wholly-owned subsidiary. "The RBI has 
more control over how foreign banks operate if they 
are subsidiaries," says an official. If it wants to shut 
down a branch, it would probably talk to the bank 
regulator of the country where the bank is incorpo- 
rated. With a subsidiary, that would not be necessary. 

Foreign banks, too, would be better off with sub- 
sidiaries. For one, they won't have to bring in capital, 
as they do now, for every branch they set up in India. 
The roadmap mentions that a wholly-owned sub- 
sidiary needs to have a net worth of Rs 300 crore. 

Most observers have seen the new roadmap as ef- 
fectively putting a hold on mergers between private 
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and foreign banks. It says that foreign banks can take 
stakes in only those private banks “that are identified 
by the RBI for restructuring”. And till the time that that 
listis out, there would be nothing to buy. Points out an 
industry observer: “But identified for ‘restructuring’ 
doesn't necessarily mean ‘sick.” 

For instance, the RBI has also said that private sec- 
tor banks have to increase their net worth to at least 
Rs 300 crore. There are a number of banks that are 
otherwise healthy, but don’t have the funds to do that. 
They (See table) could be identified by the RBI for 're- 
structuring’. Take Nainital Bank. It has no net non- 
performing assets, yet it’s net worth is only around 
Rs 67 crore. “So there could be a fair number of merg- 
ers even in the first phase,” says the official. Mean- 
while, under the roadmap, HSBC could have to cut its 
stake in UTI Bank from 14 per cent to sub-10 per cent. 

An important announcement in the Budget was 
that banks would be allowed to issue preference 
shares. “This is important, especially for PSBs, since it 
allows them to raise capital to meet Basel II require- 
ments without reducing the government sharehold- 
ing to below 51 per cent,” said a finance ministry offi- 
cial. The banking sector needs Rs 15,000 crore-16,000 
crore to meet the norms. Of that PSBs need around 
Rs 9,000 crore. They can now issue preference shares 
without voting rights to raise capital while at the same 
time keeping government shareholding above the 
51 per cent floor. a 








L E A^ —- e 

— p D DU 
A TS = 
<3 Serco ss. Tf e Co wh 


AL- Series worm gearboxes 
ALM- Series motorised 
worm gearboxes 





Premium Energy Transmission Limited 
mm H. O. : P. B. No. 5, Chinchwad, Pune - 411019, India. 
aa PREMIUM Te: : (91-20) 27475141 - 44, 
<< Fax : (91-20) 27450287 / 27476601. 
www.premiumtransmission.com 








Stocks & Shares 


New Nokia 9300 smartphone - Lead by example. 
Stylish and compact on the outside, exceedingly smart within. New Nokia 9300 enhar 


e Email with Attachments e Office Applications * Calendar a 
data transfer « Widescreen viewing and full keyboard * Conferei 


Nokia Care 30303 83 g* Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India W 





NOKIA 


CONNECTING PEOPLE 


Looks & Stares 


r workstyle while complementing your lifestyle. 


ntacts èe EDGE (EGPRS) for high speed 
ling © Hands-free speakerphone www.nokia.co.in 


cable only for phones imported by Nokia India Pvt. Ltd. For assistance on Nokia products and services, call Nokia Care. Add STD code when dialling from a GSM connection 








of CERG Advisory. 
He can be reached at 
omkar.goswami@ 
cergindia.com 





—==2rs”7oD OI 





AD P. Chidambaram omitted two para- 
graphs of his Budget speech, his scorecard 
would have been 9 out of 10 — not only im- 
mediately after the speech, but also several 
hours later, when the fine print began to 
matter. After all, he had increased outlays on infra- 
structure; focused on the social sector; cut peak cust- 
oms duty from 20 per cent to 15 per cent; rationalised 
excise duties; reduced the income-tax burden; cut 
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An excellent Budget, marred by two mistakes 
with the stamp of unadulterated babudom 


PC’s two viruses 


Benefit Tax. Suppose your company sent you to 
attend a conference. Your employer will have to pay 
30 per cent tax on a fifth of your hotel, airfare and 
other conveyance costs, and half your conference 
registration cost. Henceforth, a fifth of Hindustan 
Lever's cost on sales promotion and publicity will be 
taxed at 30 per cent. If an Infosys employee stays in a 
company guest house, the company will have to pay 
tax on half of the imputed 'fringe benefit. If ICICI 
Bank took a potential client out for lunch, half the 
cost will be taxed at 30 per cent. There is no set-off 
against this tax, and it will have to be paid even if the 
company was a zero-tax entity. The list is huge. It is an 
unjust levy on bona fide corporate expenditure 
instead of being a rational tax on income. 


DX 


the corporate tax rate to 30 per cent, notwithstanding 
a higher surcharge and lower depreciation benefits; 
and hadnt raised the service tax rate. It was masterly, 
and Chidambaram could have ended on a high note. 

But he hasn't, thanks to two tax proposals that are 
plain wrong. The second — tax on cash withdrawals 


Everybody that I have spoken to has come out 
strongly against the Fringe Benefit Tax. CEOs are mad 
because most ofthe clauses are akin to tax on expen- 
diture for the running of business. The Left will hate it 
because it forces employers to be taxed on the leave 
travel allowance and their contribution to the em- 
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from banks exceeding Rs10,000, outlined in para.177 | 


of the speech — drew howls of protest from Parlia- 
mentarians themselves. The first — the Fringe Bene- 
fit Tax of para.160 — escaped immediate notice until 
one started reading the Finance Bill. It was by far the 
worse ofthe two. 

The Banking Transaction Tax, allegedly to un- 
cover black money, imposes a 0.1 per cent tax on 
every cash withdrawal or cash purchase of bank 
drafts exceeding Rs 10,000. The black money expla- 
nation was pure baloney because, of the hundred 
ways of detecting black money, this isn't one of them. 
Itwasarevenue collecting mechanism. Here's an idea 
of how much Chidambaram could collect on this ac- 
count. Let's assume that 5 per cent of urban India (165 
lakh people) withdraws Rs 30,000 per month for 
household needs. On that alone, he will collect Rs 594 
crore (165 lakh x Rs 30 x 12 months). Add to it 5 per 
cent of corporate wages which is paid in cash, and the 
petty cash that is kept for daily use, and Chidam- 
baram is looking at Rs 1,200 crore-1,500 crore. Lots of 
revenue. But black money uncovering? Zero. 

Now for the more egregious folly — the Fringe 








ployee provident fund. And everyone should protest 
because it will give a field day to income-tax officers. 

Why did Chidambaram agree to these taxes? 
Here's my guess. After reducing personal income-tax 
liabilities and the corporate tax rate, there was a large 
revenue hole. Cutting depreciation by 10 percentage 
points wasn't enough. So the gnomes of North Block 
came up with these taxes. It gave them more discre- 
tion in dealing with companies while imposing 
greater compliance cost on taxpayers. Moreover, the 
babus ensured that the Fringe Benefit Tax didn't apply 
to the government. So, secretaries can fly to Washing- 
ton, attend conferences, stay at hotels and guest 
houses, and be transported by white Ambassadors 
without the government paying any Fringe Benefit 
Tax. It was their way of levelling the playing field while 
meeting the deficit targets. 

I would be surprised if there isn't all manner of 
hollering over these taxes by corporates, industry 
bodies and the Left. Therefore, Chidambaram will 
probably roll them back. Ifhe does that, Budget 2005- 
06 will be truly a great achievement. Till then it is 
regrettably blemished. * 
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Enterprise Business Scenario | 
Windows Server 2003 Full Support {24x7}. 10% of servers are Enterprise Edition, 90% Standard Edition 
ERI Red Hat Full Support (24x7): 100% of servers are AS Premium 
i Red Hat Limited Support: 10% of servers are AS Premium (24x7), 90% ES Standard (12x8) 
FA Novell's SUSE Linux (24x7): 10% of servers are Enterprise Server, 90% Standard Server 
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A recent study of licensing and support costs conducted by BearingPoint, 
a leading independent consulting firm, found that these acquisition 
costs for Windows Server™ 2003 are comparable to Red Hat Enterprise 
Linux or Novell's SUSE Linux Enterprise Server "despite the common 
perception that Linux is free or very inexpensive." However, if you 
require full 24x7 phone support on all servers, licensing and support for 
Windows Server 2003 can cost up to 73% less than Red Hat Enterprise 
Linux* over five years. 


For the full study, visit microsoft com/getthefacts 
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*Red Hat Full Support (24x7) estimates based on case where 100% of servers are Enterprise Linux AS Premium. Red Hat Limited Support estimates are based on case where 10% of servers 
are Enterprise Linux AS Premium (24x7 phone support) and 90% are Enterprise Linux ES Standard subscriptions (9 a.m.-9 p.m. EST M-F phone support). Windows Server estimates are 
based on case where 10% of servers are Windows Server 2003 Enterprise Edition and 90% are Windows Server 2003 Standard Edition (24x7 phone support on all). This study was 
commissioned by Microsoft. © 2005 Microsoft Corporation. All rights reserved. Microsoft, Windows, the Windows logo, Windows Server, and Windows Server System are either registered trademarks or 
trademarks of Microsoft Corporation in the United States and/or other countries. The names of actual companies and products mentioned herein may be the trademarks of their respective owners. 
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More funds 





& schemes 


HE new Chidambaram is clearly a realist. 
Nothing makes this more obvious than 
generous allocations he has made to the 
social sector along with promises to find 
the money for huge new poverty allevia- 
tion schemes. It is not just the compul- 
sions of the Common Minimum Pro- 
gramme (CMP) that have prompted this 
open-handedness; it is the realisation that Centre has 
to pickup the tab for a host of schemes that the states 
should by rights be funding. 

Thus, we have an additional Rs 25,000 crore out- 
lay on the priority sector and flagship programmes of 
the CMP along with unexpected widening and deep- 
ening of the Midday Meal Scheme (MMS), Antyodaya 
Anna Yojana (AAJ) Sarva Shiksha Abhiyan (SSA) and 
universalisation of the Integrated Child Develop- 
ment Services (ICDS). In all, the outlay here is close to 
Rs 53,400 crore compared with an estimated 
Rs 39, 400 crore last year. 

So, the restructuring of centrally sponsored 
schemes (CSS) is out and so, is Chidambarams hope 
expressed in last year's budget speech that the "Plan- 
ning Commission will bring some order into the tan- 
gled web of schemes". In 
July 2004, he said that he 
found the variety and 
acronyms ofthe schemes 
mind-boggling. Many 
schemes with similar ob- 
jectives were being pur- 
sued by one ministry and 
in other cases were dis- 
tributed among several 
ministries. The CMP re- 
quired that all CSS be 
transferred to the states. 

Last year, prime min- 
ister Manmohan Singh 
had made the controver- 
sial suggestion that the 
Abhijit Sen: Education 


and health should be 
the states' concern 
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centre should transfer as much development funds 
as possible from the CSS to panchayats directly. This 
would appear to make sense since some schemes in- 
volve so many ministries and departments that it is 
best left to local bodies to decide what to do with 
funds. In an interview with BW some months ago, 
Planning Commission deputy chairman Montek 
Ahluwalia had suggested pretty much the same 
thing. Neither decentralisation nor rationalisation is 
taking place. 

Instead, what is happening is that even those 
schemes that were the responsibility of the states, like 
MMS, is now back with the Centre. "The polity of In- 
dia, the uneven regional development and the tight 
finances of the states are forcing the Central govern- 
ment to take on more of these schemes," explains Ab- 
hijit Sen, member of the Planning Commission. 

So although the Commission has undertaken a 
review of all ongoing CSS and identified 88 for trans- 
fer, rationalisation and discontinuance as Chi- 
dambarams Budget Implementation Report claims 
this is unlikely to happen. Officials point out that 
poverty alleviation schemes are needed in exactly 
those states which are not implementing them, thus 
forcing the Centre to step in. 

Take, for instance, the ICDS which is being univer- 
salised with almost a doubling of the allocations (see 
chart). It is a holistic childcare programme that ad- 
dresses the health, nutrition and pre-school needs of 
children under six. Although it has been in operation 
since 1972, it has not made a dent on the problem of 
child malnutrition, which is the worst in the world. 

The ICDS is funded from three sources: the allo- 
cations by the Centre, funds provided by the states for 
supplementary nutrition and money earmarked as 
additional central assistance under the Pradhan 
Mantri Gramodaya Yojna. However, utilisation ratios 
are dismal - under 50 per cent on average and as little 
as 5 per cent in Jharkhand. Bihar, with utilisation rates 
of 31 per cent, surrendered more than Rs 24 crore 
over the last two financial years, according to a study 
conducted by the Centre for Equity Studies in Delhi. 

However, the CMP had promised universalisation 
of ICDS and thus, 188, 168 additional anganwadi 
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centres will be added to the current 649,000 this year, 2004-05 2005-06 


with the Centre picking up the bill for half the nutri- 


tional costs borne by the states Midday Meal Scheme 1,675 3,010 
Or x MÀ 

“Many of these schemes should be run by the Integrated Child Development Scheme 1,623 3,142 
states since they are state subjects (like healthanded- Serva Shiksha Abhiyan 4,754 TEN 156 - 
ucation),” says Sen. “The reality is that the centre will National | Rural Employment Guarantee** 4,020 | 11,000 - 
continue to fund the big ticket items since there is no Indira Awas Yojana 1 Lor a it (2,750 — 

alternative in the short run."  Antyodaya Anna Yojana* || $500 — hadi 

In fact, states were ordered by the Supreme Court National Rural Health Mission* 1,860 

in November 2001 to make ICDS universal and en- Scheduled Caste/Scheduled Tribes# 6,253 


sure that every child up to age six and adolescent girls 
got their stipulated calories. This was one of its many 
directives on the right to food petition moved by de- 
velopment economist Jean Dreze and other activists. 

Dreze who is part of Sonia Gandhi's National Ad- 
visory Council has been campaigning for the univer- 
salisation of the scheme albeit with an overhaul of the 
monitoring system. The council has also been seek- 
ing changes in the way healthcare is implemented. 

Political compulsions and the states fiscal crisis 
apart, restructuring of social sector schemes is turn- 
ing out to be very nearly impossible. Old hands in the 
government point out such an exercise has been dis- 
cussed over the past three decades with little success. 
The NDA government had attempted a similar exer- 
cise under its zero-budgeting plan but apart ffom re- 
naming some schemes and grouping the schemes 
under different categories, it made little headway. 

The bigger problem in restructuring is the turf 
battles — between various central ministries and the 
state government and even between different parts of 
the state government that stand to gain or lose from 
the changes. “Little empires start suffering,” says a 
Planning Commission official. “And ministries start 
bending over backward to keep schemes going.” This 
would explain why moves to merge MMS with SSA 
have met with fierce resistance although the ostensi- 
ble reason is that the sources of funds and the modal- 
ities of financing are vastly different. 

To some extent this is true. The SSA is designed 
and funded and run by the Union Ministry of Human 
Resources Development but implemented by the ed- 
ucation department of state governments. Money 
flows from the ministry of HRD to the education de- 























*To be made a non-lapsable fund called Prarambik Shiksha Kosh 
** Earlier the Food for Work Programme launched in November 2004 
***5 million more families to be covered # New schemes 
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partment in the state which runs the programme. 
However, if it were transferred to the state, it would 
become part ofthe state plan. 

And while there would be little difference in the 
scheme itself, the changeis in the way funds flow. Un- 
der the latter dispensation, the Union finance min- 
istry transfers money to the state finance department 
which sends it to the education department. This 
raises hackles all along: the HRD ministry because it 
loses control over funding, and the state education 
department because it is now dependent on the state 
finance department to release the funds. Given the fi- 
nancial position of states, the finance departments 
try to hold onto the funds for as long as possible. 

And Manmohan Singh's suggestion that funds 
should flow directly from the centre to districts is 
strongly opposed by state governments. The idea is 
that states should come up with plans for each dis- 
trict in the same way that plans for each state exists. 
But most states don't do such plans since then money 
starts flowing directly to the districts. "If you're a state 
minister, then you have no reason to exist if you're not 
handling any money,” says a Planning Commission 
official."There are too many people ranged against 
changes to CSS." 

Given this Hobsons choice, Chidambaram has 
chosen to go with NAC demand. The result: more 
funds but less guarantee of outcomes. As everyone 
knows, the Centreis tough when handing out money 
to states but notoriously weak on monitoring. E 
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HE 2004-05 Union Budget was presented 
well into the financial year and, hence, by 
popular consensus as well as by proclama- 
tion of the finance minister (FM), it was ex- 
pected that the 2005-06 Budget would be 
the first to set the policy agenda of the 
United Progressive Alliance government. 
In the words of the FM, the strategy was to sustain a 
process of “more inclusive” growth, whereby sections 
ofsociety that had hitherto apparently been sidelined 
by the reforms process would be benefitted and thus 
develop a lasting stake in the reforms process. 

In the actual presentation of the Budget, the FM 
has gone one step further and laid down a policy 
agenda for the next four years in respect of one of the 
Central rural initiatives — the Bharat Nirman Yojana. 
It is clear, then, that the present Budget deserves even 
more attention than is typically accorded to Union 
Budgets. In this article, Icomment on the Budget's so- 
cial sector programmes in general and anti-poverty 
programmes in particular. The article is structured 
around three related themes: (i) a description of the 
anti-poverty and social sector programmes an- 
nounced and an assessment of their novelty (ii) as- 
sessing the Budget for its employment growth poten- 
tial, since increasing the demand for the primary 
asset ofthe poor — their labour — is a lasting method 
of poverty reduction and empowerment of the poor; 
and (iii) the sustainability of the programmes given 
the fiscal constraints on the government. 
Anti-Poverty And Social Sector Programmes 
The Budget increased the allocation for the National 
Food for Work programme, announced a national 
rural health mission, increased the coverage of the 
Antyodaya Anna Yojana to 2.5 crore families and to 
the mid-day meal scheme. The Sarva Shiksha Ab- 
hiyan will now have a non-lapsable corpus fund. 
Drinking water and sanitation facilities in the rural ar- 
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The Budget initiatives will 
not create sustainable 
demand for labour 


eas are to be enhanced and additional allocations 
have been made for backward regions. In policy mea- 
sures specific to the agriculture sector, the Budget en- 
visages increases in the reach of micro-irrigation and 
micro-finance as well as in crop insurance. The RBI 
has been asked to examine the issue of allowing 
banks to use the infrastructure of civil society organi- 
sations, rural kiosks and village knowledge centres to 
increase the flow of credit to the agricultural sector. 
Under the aegis of the Bharat Nirman Yojana, the 
government announced a rural infrastructure pro- 
gramme encompassing six areas: irrigation, road de- 
velopment, water supply, housing, rural electrifica- 
tion and rural telecom connectivity. The government 
has also provided a corpus of Rs 8,000 crore towards 
the Rural Infrastructure Development Fund (revived 
in July 2004) for FY06. Under the new scheme, villages 
with a population of 1,000 (500 in tribal areas) would 
be connected with a road. It would also include con- 


| struction of 60 lakh additional houses for the home- 


less rural poor. An additional 1 crore hectares in the 
rural areas would be brought under irrigation, while 
an additional 74,000 habitations would be provided 
with drinking water. The government has set a target 
to electrify the remaining 1.25 lakh villages and pro- 
vide electricity connections to 2.3 crore households 
during the four-year period. Under the new rural 
electrification policy, the capital subsidy will be raised 
from 40 per cent to 90 per cent. The government 
plans to give telephone connectivity to the 66,822 vil- 
lages that have not benefitted from the telecom revo- 
lution. Modest scholarship programmes for SC/ST 
students and minorities have been announced. 

. A closer read of the Budget documents and com- 
parison with earlier years reveals some shortcom- 
ings. Last year, the Budget gave irrigation and flood 
control Rs 443 crore; this year's proposed Central Plan 
outlay for the sector is only Rs 15 crore more. Simi- 
larly, there are insufficient funds to launch the Na- 
tional Rural Health Mission (NRHM). The total allo- 
cation of the health and family welfare ministry has 
been raised from Rs 8,420 crore to Rs 10,280 crore, but 
much ofitis for the department of family welfare. The 
allocation for much needed personal and commu- 
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nity healthcare services will not be enhanced sub- 
stantially, Despite HIV-AIDS assuming epidemic-like 
proportions, the combating of this malaise does not 
get prominence in the Budget. And it is not clear 
whether the FM has committed the entire education 
cess receipt for the Sarva Shiksha Abhiyan. 

Of course, an important ingredient in the effec- 
tiveness of these policy initiatives is the quality of the 
delivery mechanisms. In the FM’s own words, expen- 
diture does not guarantee outcomes. Little seems to 
have changed in the efficacy of the delivery mecha- 
nisms of anti-poverty programmes to indicate that 
these expenditures will have the desired impact. Per- 
haps, the government should append a performance 
budget to the Budget of financial statements. 
Employment Generation 
Whereas public expenditure on anti-poverty pro- 
grammes enhance the productive capacity of the 
poor, the most important anti-poverty measure must 
involve a sustainable rise in the demand for their 
principal asset — their labour. This Budget targets 
employment growth in information technology, tex- 
tiles and food processing. Previous governments 
were doing the same but this Budget provides for two 
new initiatives to add value to existing ones. The skills 
development initiative is a new public-private part- 
nership between government and industry designed 
to improve the employability of workers. ^ 

However, no government so far has taken the hard 
decisions to increase the demand for semi-skilled 
and unskilled labour in a sustainable manner. This 
would have involved de-reserving large segments of 
the small-scale sector to generate economies of scale, 
widespread reduction in effective rates of protection 
to manufacturing and steps to encourage labour and, 
more importantly, product-market competition. The 
Rural Employment Guarantee Scheme (REGS) is no 
substitute for these policy measures. Further, while 


the REGS may guarantee employment, it does not | 


guarantee productive employment. Hence, it may 
largely add to the consumption expenditure of the 
government. Even so, allocations for the REGS are 
small — Rs 5,400 crore in cash and 50 lakh metric 
tonnes in kind. Hence, the unemployment problem 


facing India is unlikely to be substantially reduced in 


magnitude as a result of this Budget. 

Fiscal Sustainability Of Anti-Poverty Measures 
The viability of the anti-poverty programmes de- 
pends on the government's finances. These do not 
present an optimistic picture. The primary deficit was 
almost zero in 2003-04, but has now been budgeted 
to grow to 0.5 percent of GDP with the revenue deficit 
at 2.7 percent of GDP. This Budget has postulated a 
sharp increase in total spending, and the consequent 
increase in the Central deficit is masked by the way 
the funding has been structured, by loading the al- 
ready debt-laden states with more debt to the tune of 
Rs 29,000 crore. It is possible, therefore, to argue that 
the ‘like-to-like’ deficit has not contracted to 4.3 per 
cent of GDP for next year but has expanded sharply 
by about 0.8 per cent of GDP to over 5 per cent. In ad- 
dition, there is the contingent liability of Rs 10,000 
crore that the government has undertaken, by setting 
up a special purpose vehicle to finance infrastructure 
investment. There is the risk that tax revenues may 
again fall short as they did in FY05. Also, by running 
large deficits in years with high GDP growth, the gov- 
ernment is conducting a pro-cyclical fiscal policy — 
so if growth were to slacken off in the next year, there 
will be little room to stimulate the economy through 


higher public expenditure. 


This Budget was drafted under mixed conditions 
— a rapidly growing economy, continued fiscal pres- 
sures, a growing disenchantment with reforms 
among the poor and high expectations of sweeping 
market reforms. The FM has undertaken creative 
steps to address the large constituency that has not 
benefitted enormously from the reforms programme. 
However, in view of the tight fiscal situation, he may 
have trouble meeting the committed expenditures or 
at least face a trade-off between competing expendi- 
tures on, say, urban infrastructure and anti-poverty 
programmes. Further, although the anti-poverty ini- 
tiatives will be welcomed, the outlook for continual 
poverty reduction remains ambiguous in light of the 
fact that policy initiatives undertaken so far haven't 
done enough to stimulate demand for semi-skilled 
and unskilled labour on a sustained basis. E 
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| HAT sigh of relief you just heard is proba- 
the finance ministry. His (and his team’s) 


long hours of painstaking work is finally 


gestions have been carried out: the stan- 
dard deduction: is gone, the tax rate slabs have been 


adjusted, depreciation has been cut, the corporate | 
tax rate has been aligned with the highest marginal | 
personal tax rate, the exemption limit has been raised | 


and, in some cases, exemptions removed. 


Almostall individual taxpayers are happy with the | 


moves made by the finance minister as it translates 
into lower payable taxes for almost every tax bracket. 
Meanwhile, companies, too, couldn't have asked for 
more. The corporate income-tax rate is down. Depre- 


ciation has been cut and the surcharge has gone up | 


but initial depreciation has been increased. And 
whilealotofnoise has been made over the new tax on 
fringe benefits, nobody is arguing that it is wrong in 
principle, only that it needs to be framed better. The 
only other hitch: all proposals are still aimed at the 
salaried class, which is anyway paying the taxes. 
There are no proposals to cast the net any wider. 


But the corporates are happy for one other rea- 
son. The finance minister has not removed the bevy | 
| that it had been hiked just a year earlier. Many of the 


of exemptions as everyone was expecting him to do. 
In fact, he has not made any serious attempt to clean 
up the tax system once and for all by removing all the 
exemptions available to corporations. 

There's no denying that Chidambaram and his 


team have done more reform on the direct tax side | 


than many of his predecessors. But that no serious at- 


tempt has been made to remove all exemptions is ev- | 


ident from the fact that the Budget proposals on the 
indirect side are revenue neutral and on the direct 
side lead to a modest gain of Rs 6,000 crore. If all the 
exemptions had been tackled, the gains would have 
been much, much more. 


"The easier recommendations of the Kelkar re- | 


port have been acted on, not the tougher ones," ad- 
mits one income-tax department official. The rev- 
enue department had been working out the amount 


bly from Vijay Kelkar, the former adviser to | 


bearing some fruit. On the direct taxes | 
side, several of the Kelkar committee's sug- 
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lost on account of exemptions like Section 80 HH, 
Section 80-IA and 80-IB (gains from industrial under- 
takings engaged in infrastructure, telecommunica- 
tions, industrial parks, power, etc.). They expected to 
mop up huge revenues by way of removal of these. 

Removing the customs duty exemptions alone, 
for example, could have fetched Rs 40,000 crore 
annually, estimate some officials. But the finance 
minister did nothing on that front. Tax reformers ar- 
gue that if any incentives need to be given, they 
should be given directly — and not via the exemp- 
tions route. There is some hope that the finance min- 
istry is moving towards that end. A further clean-up of 
savings incentives has been indicated, with the fi- 
nance minister proposing to set up a committee to 
move to the EET (exempt, exempt, tax) system for 
savings. As things stand, on various savings schemes, 
payments, accruals and receipts are all exempt. The 
idea is to make payments and accruals exempt but 
levy a tax at the time of receipts. 

On the removal of exemptions on the personal 
taxation side, Chidambaram has made a very weak 
beginning — removing rebates under Section 88 and 
Section 80L but allowing the deduction of Rs 1 lakh 
which will in effect amount to the same exemption. 

Similarly, the finance minister missed out the op- 
portunity to hike the service tax rate — on the plea 


ministry's top officials were in favour of such a hike, 
pointing out that it was the next logical step to inte- 


grate the service tax with the Cenvat regime. The fail- 


ure to hike the rate is, of course, the popular decision. 
Indeed, on the service tax front, the effort by the 
department to mop up more revenue and bring new 
services under the net appears very weak. The min- 
istry estimates that only Rs 350 crore will come in 
through new services. In fact, the target for service tax 
collection was expected to be far higher, close to 
Rs 20,000 crore as against the Rs 17,500 crore that has 


| been finally incorporated in the Budget. 


Sure, P. Chidambarams latest Budget does far 
more to clean up the tax system than what his prede- 
cessors did. But what he missed doing is, perhaps, 
even more important. 
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The FM has 
taken a leaf out 
of the Kelkar 
report, but... 


BY ANJULI BHARGAVA 


THE RS 10,000 QUESTION 


The intention is certainly good but the execution 
is absurd. That’s the feeling one gets looking at 
finance minister P. Chidambaram’s most 
controversial Budget proposal: the 0.1 per cent 
tax on bank withdrawals exceeding Rs 10,000. 
There are a dozen good reasons why it can never 
work, say its critics, many of whom are from the 
finance ministry's income-tax (IT) department. 

To start with, those who have lots of black 
money rarely keep it in bank accounts — they 
keep it in bank lockers, if not under mattresses, 
as the minister’s colleagues in politics can 
confirm. Money in bank accounts is either 
legitimate money on which tax has been paid or it 
is money that has been laundered and brought 
into the banking system through careful 
manoeuvring. “What is being withdrawn from 
banks is usually accounted for. What you need to 
worry about is what is not being deposited,” says 
a Delhi-based chartered accountant. 

“As a method to catch tax evaders, this 
measure is absurd. Once the government gathers 
knowledge of every Rs 10,000 withdrawal, how 
will it decide which transaction looks suspicious 
and which doesn't?" wonders an I-T official. When 
the department is unable to even scrutinise the 
returns of the top 1,000 taxpayers, how will it 
examine the millions of transactions that involve 
withdrawals of over Rs 10,000 from banks? 

"| fail to see how a withdrawal from a bank 
account can leave an audit trail; a deposit 
perhaps can. The withdrawal is not the income, 
the deposit is," points out an I-T official. 

"If | choose to withdraw Rs 10 lakh from my 
bank account and just keep it lying around the 
house, why should the income-tax department 
object? asks a chartered accountant. “I have 
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, earned the money, paid tax and deposited in the 


bank and now | wish to keep it at home.” 

Finally, banks that have not computerised 
their operations will find collecting the tax 
cumbersome. Most of the chapter on the tax in 
Finance Bill 2005 relates to how banks must 
collect the tax, how they can be assessed and 
how they will be penalised for failure to collect it. 
"Who are we trying to catch here? The banks or 
the crooks with black money," asks one senior 
income-tax official. 

In many cases, the incidence of the tax will go 
against every canon of reason. For example, there 
are thousands of Class IV government officers 
who are paid salaries in cash. Let us say a 
drawing and disbursing officer withdraws Rs 1 
crore once a month. He will end up paying a tax of 
Rs 10,000, which may be equivalent to the 
salaries of three peons. Or take the case of a 
factory owner employing 400 labourers. He 
cannot pay them in cheque as most of them are 
not likely to have bank accounts. Now, either he 
has to withdraw cash several times a month or 
withdraw a large sum and pay a tax of close to 
Rs 4,000 a month (assuming he withdraws 
around Rs 40 lakh a month to pay his workers). 

"This tax is either badly thought out or badly 
framed or maybe both,” says an I-T source. 

But let's see what happens if the department 
does zero in on a person who withdraws large 
sums of money. It is not clear to the assessing 
officer where this money goes. Presumably, an I-T 
official will send a notice to the individual. The 
individual will refer it to his chartered accountant 
and he, in turn, will contact the department 
officials with the required documents. 

After going back and forth a lot of times, 
money will change hands and the matter will end. 
And a new avenue for harassment and corruption 
will have been created. | 
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The man behind the tax reform effort and 
adviser to the finance minister, Parthasarthi 
Shome, has been busy fighting the storm over 
the proposed fringe benefits tax and the tax on 
cash withdrawals of over Rs 10,000. In between, 
he found time to speak to Businessworld's Anjuli 
Bhargava on the thinking behind the Budget. 
Excerpts: 


E What were the objectives you were trying to achieve 
with this tax reform effort ? 

As the economy is developing, it is important to in- 
crease the direct tax component of the taxes and to 
increase the tax-to-GDP ratio. The basic idea was to 
reform direct taxes further to generate higher pro- 
ductivity, and reform customs duties to become 
more competitive. Also, to expand the service tax 
base to the extent possible without increasing the rate 
immediately, since it had already been increased in 
July last year. 

We had nine or 10 objectives we were seeking to 
achieve. One was to lower the tax burden on the in- 
come-tax payer significantly. We did this by raising 
the nominal value of brackets to get rid of the infla- 
tion drag. We are still hoping to get some revenue 
from buoyancy since the lower rates should generate 
more productivity. We wanted to give more discretion 
to the taxpayer to make their own savings and invest- 
ment decisions. The idea was to reduce the paternal- 
istic role, if you will, of the government. ‘You will get so 
much tax credit for this kind of savings, ‘this will be 
the ceiling for each instrument’ — all that's gone now. 

Further, we equalised the rate of the two income- 
tax rates — corporate and individual — to minimise 
the disincentive for corporatisation. Now there is no 
tax incentive to remain a firm or an individual. You 
can incorporate yourself and [receive the] benefits of 
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without paying extra taxes. 


The reduction of the depreciation rate was done 
to improve the distribution across corporates in 
terms of their tax incidence. If one looks at the profile 
of corporate tax paid, there is a wide dispersion with 
some companies paying just 5 per cent and others 30 
per cent. By bridging the gap between the deprecia- 
tion rates and the book depreciation rates, there will 
be greater equity within the corporate sector in terms 
of incidence. Yet, to encourage new technology and 
investment, we increased the initial depreciation 
rate. The effective simple average customs duty rate 
has come down from over 19 per cent to less than 15 
per cent. Inverted duties, wherever we could find 
them, have been corrected. 

By introducinga threshold for service tax, we have 
left out 80 per cent of service providers. The collection 
from them was very low anyway. So, the tax adminis- 
tration can now focus better. Also, the proposal to 
move to an EET (exempt, exempt, tax) system is sig- 
nificant. When you are putting in, it is income, and as 
you are accumulating it is generating income. So that 
income has to be taxed at some point. 

So, as you can see, it is a rather large tax reform. It 
isso much ofa tax reform that people are not perceiv- 
ing what we've done in terms of neutralisation, less 
intervention, non-interference in the savings profile. 


Bi There is a very weak service tax effort if new services 
will bring in only Rs 350 crore in 2005-06. 

If you really look at services which are being covered, 
most services are already being covered. We are very 
close to formulating a negative list. 


Bi But if you say 50 per cent of the economy is the ser- 
vice sector, this is not reflected in the tax collections. 
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When we say 50 per cent of GDP comes from the ser- 


vices sector, remember that includes salaries and 
public administrative spending — 20 per cent goes 


away on this account. Second, some countries can | 


tax services up to the final point. We are at the central | 


level. Due to our form and composition of busi- 
nesses, we can't target it the same way. Third, we have 
made the service tax 10 per cent but we give credit for 
excise duty at 16 per cent. So, the input credit is often 
at a very high level. When we equalise the tax rates be- 
tween goods and services, the input tax credit will be 
at a lower rate than the output tax collected. The gov- 
ernment’ collections are affected negatively because 
the rate of service tax is lower than the rate of excise 
duty. Eventually, the two will be equalised. 





B If you managed to make everyone so happy, the 
worry is that you deferred many of the hard decisions 
such as removal of exemptions | 

One of the main effective exemptions was the very 
high depreciation rates corporations enjoyed. This 
was corrected. There are also many area- and loca- 
tion-oriented exemptions and certain trade policy 
oriented exemptions. And there are also many justi- 
fied exemptions — for the textile industry and the IT 
industry — which have to be propelled further, so it is 
difficult to remove them. 





B Would you agree that the easiest leaf was taken 
from the Kelkar report while making the Budget? 

No, I don't agree with that. One of the most difficult 
things to have done was to realign the depreciation 
rates. These remove the bias within the corporate sec- 
tor. You will see that this will have a tremendous im- 
pact in terms of minimising exemptions. The other 
exemptions are very targetted ones, which have not 
crept in but are policy decisions. These targetted ex- 
emptions have their own characteristic. 


Œ But your own report in May 2001 came down heav- 


ily on such exemptions and pointed out how much 
revenue could be raised by their removal. 
We will look at the various notifications and see what 


can be done by next year. Simplification of the cus- . 


toms and excise notifications will also be done in the 
course ofthe year to see what can be eased out. 


B What is the thinking behind the fringe benefits tax? 
A fringe benefits tax can be collected at three points. 
One, collect it from employees. That used to be done 
through the tax on perquisites but it didn't work. Sec- 
ond, you could disallow certain expenses to the cor- 
porates. But using that method you would collect 
very little tax. The third avenue is to collect it asa com- 
ponent of expenditure from corporates, which is 
what we have done. If we have to collect all taxes from 
individuals, why do we collect corporate income-tax 
itself? We have to do it at the corporate level because 
we cannot collect everything from individuals. In- 








come at the hands ofthe individ-  ; 
ual is so dispersed that we also \ 
have to collect from the corpo- 
rates. We cannot collect at the em- 
ployee level certain components of globalised in- 
come, so we collect it at another point — from where 
those inco ies are generated, 









B Iu eee nd the department does not have firm es- 


| timates of how much could be collected from thefringe 


benefits tax in a year. 

We dont. It could be that so much of the perquisites 
was escaping taxation that we will collect a huge 
amount. Or it could even be that perquisites are al- 
ready being taxed effectively at the hands of individu- 
als, in which case not much may be collected. 


8 Why hasn't the withdrawal tax been set on deposits? 
Why couldnt the limit be higher? And what happens 
after someone has been identified as a culprit? 
Whether it should be Rs 10,000 or Rs 50,000 depends 
on where the cut-off point is applied and where you 
want to target the use of cash in the economy. If you 
lookat overall use of cash, the higher use of cash in the 
economy represents — in our assessment — uses 
that are not reflective of the overground economy. 
Yes, there are legitimate cases. But I don't think many 
institutions withdraw Rs 1 crore in a day in cash. 





3 Ifyou are trying to catch the big fish, Rs 10,000 is a 
miserably low figure. | 

Given the Common Minimum Programmes goal of 
unearthing black money and minimising the under- 
ground economy, we didn't want to give another 
amnesty. So we were trying to target a small area and 
hoping to take out as much as possible. 





i Whynotdeposits? 

That would be much more inequitable. There are 
people like widows and lower-income individuals 
who put money in deposits. If you think of with- 
drawalor deposit, the Rs 10,000 depositis far more in- 
equitable than the Rs 10,000 withdrawal. 





d Whati is the idea behind the bte taxpayer units? 
Such large taxpayer units are set up in over 50 coun- 
tries. The large taxpayers will have one window where 
they can pay income-tax, excise tax and service tax. 
They don't have to go to two administrations and in- 
terface with two sets of persons. Eventually, and 
hopefully, they can even do e-filing. 


Bi This will clearly be for corporates, not individuals? 


Not necessarily. You will have to be a taxpayer paying 
both direct and indirect tax, and you have to be alarge 
taxpayer. The revenue secretary has set up a commit- 
tee of both departments — direct and indirect — to 
come up with the modalities. The idea is to provide 
them with a single window. a 
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HE Budget proposals for 2005-06 on direct 
and indirect taxes seem tilted towards ration- 
alisation of existing provisions. There is good 
news on the direct tax front: reduction of cor- 
porate tax rates, resolving controversial issues 
like tax treatment of zero coupon bonds and deriva- 
tive trading. On the indirect tax front, there has been a 
trend of decreasing excise and customs duty rates. 
The service tax net has been widened. The Finance 
Minister has also reiterated the commitment to intro- 
duce VAT with effect from 1 April 2005. 





Direct Tax Proposals 


ll in a welcome move, the effective tax rate for dom- 
estic companies (including surcharge and education 
cess) has been decreased from 36.59 per cent to 33.66 
per cent. But it remains unchanged for foreign comp- 
anies at 41.82 per cent. On account of increase in sur- 
charge, the effective tax rate on dividend distribution 
tax would rise from 13.07 per cent to 14.02 per cent. 
Depreciation on general Plant and Machinery 
(P&M) has been reduced from 25 per cent to 15 per 
cent. Additional depreciation available in the first 
year of purchase of P&M (subject to certain condi- 
tions) has increased from 15 per cent to 20 per cent. 
With the depreciation rate at 15 per cent, even after 
considering the additional depreciation available for 
the first year, it will take almost 14 years to write off 90 
per cent of machinery costs for tax purposes. The 14- 
year period is unwelcome, given that industry has to 
upgrade itself constantly and produce quality goods. 
Further, the decrease in depreciation rate will offset 
any benefit gained by domestic companies due to a 
decrease in the corporate tax rate. The manufactur- 
ing sector is expected to be hit hard as compared to 
the service sector (See table). 
lll Fringe Benefit Tax (FBT): This has been introduced 
for levy of additional income-tax on employers to co- 
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ver benefits provided to employees (See ‘Nature of Ex- 
penses/payments Under FBT’ on BW website). FBT is 
payable at 30 per cent (plus surcharge and education 
cess) on the value of fringe benefits, irrespective of 
whether the employer is liable to pay any income-tax 
or not. Further, tax so paid is not allowed as a deduct- 
ible expenditure. Thus companies eligible for tax hol- 
iday or 100 per cent deductions on eligible business 
profits will comein the FBT net. Even loss-making en- 
tities won't be spared. 

E Taxation of Financial Instruments: The FM has 
proposed that trading in derivatives on a recognised 
stock exchange shall not be regarded as a speculative 
transaction, subject to specified conditions, in line 
with Sebi's recommendation to keep derivative trad- 
ing out of the definition of'speculative' transactions, 
and will result in financial companies being eligible 
to offset losses from derivative transactions against 
profits of the business. Further, long-term capital 
gains on transfers (including redemption) of notified 
zero coupon bonds (ZCB) issued by infrastructure 
fund or companies or PSUs shall be taxed at 10 per 
cent (ZCB held for one year or more are to be regarded 
as long-term capital assets). Further, discount on ZCB 
will be allowed as a deduction to the issuer of the 
bonds over the tenure of ZCB on a pro-rata basis, re- 
moving possible litigation as to whether it was allow- 
able in the year of issue or that of final payment. The 
above proposals will boost the capital markets. 

lll Banking Cash Transaction Tax (BCTT): Effective 
from 1 June 2005, BCTT would be payable at 0.1 per 
cent of cash withdrawals (including by way of bearer 
cheque), purchase of bank draft on payment of cash 
and receipt of cash on encashment of term deposit, 
exceeding Rs 10,000 on one day. This will be allowed 
as a deduction while computing business profits. The 
provision will adversely affect honest taxpayers. 

ll Taxation of Royalties/FTS: Tax rate on ‘Royalty’ and 
‘Fees for Technical Services’ u/s 115A has been re- 
duced from 20 per cent (plus surcharge and educa- 
tion cess) on gross basis to 10 per cent (plus surcharge 
and education cess) on gross basis in respect of agree- 
ments made on or after 1 June 2005. This is a welcome 
proposal as it brings down the rate of tax to a level 
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impact of Budget proposals on 


manufacturing and services sectors 














Fringe B Benefits (Note 2) 


Fringe Benefit tax (inclu- l 
sive of surcharge and 
Education Cess) (Note 1) 


Total Tax - x. 
Increase in Tax i ( %) 


, Site). On an unha- 
MEME oe Service sector | ypy note, it's been : 
Existing Budget | Existing Budget clarified that services provided by a — 
Particulars | provision | proposal , provision: proposal person from outside India to a per- 
JR MAC E | : | | son in India are liable to service tax. ; 
TWO eer (PEM) | Ao0 | 400 | 200. 200 | mi Central Excise: Witha view to pro- ` 
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i. The additional depreciation on Plant & Machinery ‘available @: 20% ee prior to the badge i in the first year 


of purchase of machinery has not been considered in the above computation. 


2. The fringe benefit has been assumed as 1% of gross income in case of manufacturing companies and 2% in 


Case of service companies. 


lower than most tax treaties India has entered into, 
where the rate prescribed is usually 15 per cent. 


Indirect Tax Proposals 


W Service Tax Proposals: The service tax rate has 
been maintained at 10 per cent. Further, an exemp- 
tion scheme for small service providers whose taxa- 
ble turnover does not exceed Rs 4 lakh has been 
announced, subject to conditions. This is a welcome 
step and provides relief to small service providers. 

To enhance collections, the tax net has been wide- 
ned to include nine new services w.e.f. the date to be 
notified after enactment of the Finance Act 2005 (See 











‘Services In Tax , s 
Net' on BWweb- | 











joint venture in India or any resident 
notified by the Central Government. 
ll Customs Duty: With the goal of © 
bringing tax rates on imports on par 
with other South-east Asian coun- 
tries, the peak rate of Basic Customs  : 
Duty (BCD) on non-agricultural go- 
ods has been reduced from 20 per 
cent to 15 per cent with a few excep- 
tions. However, a provision enabling 
levy of additional customs duty of 4 per cent, to pro- 
tect domestic industry has been introduced. Items 
have been exempted from levy of BCD like IT agree- 
ment bound items, specified electronic components, 
kerosene for public distribution system, and LPG for 
domestic use. To promote capacity expansion, BCD 
has been reduced on capital goods, etc. 

The industry is keenly awaiting rationalisation 
and ring-fencing of FBT. The new Direct Tax Reforms 
Bill, promised by the FM, will also be awaited. One 
hopes there is rationalisation and simplification of 


tax laws in the proposed Bill. If this is achieved, a little 5 zt 
higher tax may not be burdensome to the industry. M — .- 
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Budget day, 28 February, is tough on the top 
bureaucrats of the finance ministry. But for 
Rakesh Mohan, secretary, Department of 
Economic Affairs, it was particularly taxing. After 
attending the finance minister's media briefing 
at Vigyan Bhawan, Mohan had to make his way 
to the studios of various television channels in 
the city. As he puts it, he spent most of that 
evening in his car. The following day, however, a 
visibly relaxed and comfortable Mohan met 
BW's Avinash Celestine & Anjuli Bhargava in his 
office. Excerpts from the interview. 


E Do you expect any inflationary pressures in the 
economy as a result of the Budget proposals — the hike 
in excise on steel, taxing of services like construction, 
the cess on petroleum and diesel? 

I don't expect any inflationary pressures at all from 
the announcements. Take for instance the excise hike 
on steel. Almost all steel is used in the production of 
other goods and, therefore, is eligible for Cenvat credit. 
It is just another input. The only area where such 
credit will not be available is construction, where that 
construction is the final activity. Even here, where the 
service tax is levied, it can still be set off. 

Also, overall inflation does not get dominated by 
one good, or a small number of goods unless there's a 
huge increase as there was last year for oil, petroleum 
products, steel and coal. And with the reductions in 
customs duty, including a 5 per cent cut in the peak 
rate across board, there will be dampening pressures 
on inflation. 


BW Isn't the Rs 10,000 crore allotted for the special pur- 
pose vehicle (SPV) for infrastructure projects too 
small? Also, will it really serve the purpose of using up 
theforeign exchange reserves? 

If you look at the Budget speech of the finance minis- 
ter, it is not directly related to the use of foreign ex- 
change reserves. All it says is that as large infrastruc- 
ture projects get implemented, foreign exchange can 
bedrawn to meet any requirement of equipment that 
requires to be imported. The only difference from be- 
fore is that we are forming an SPV which will make 
large infrastructure projects happen. You would then 
expect larger import demand, depending on what 
those projects are. 


Wi Rs 10,000 crore is hardly anything given that a sin- 
gle modern airport can cost over Rs 20,000 crore... 

Not really. This is Rs 10,000 crore in a year. An airport 
doesn't get built in a year. What we are trying to exam- 
ine is that for projects that are financially viable, 
where is the difficulty in financing? There is no short- 
age of resources. The main difficulty could be in get- 
ting financing of longer-term maturities than what 
banks and financial institutions are prepared to give, 
typically 5-7 years. This would come from the SPV 











Growth will 
come from 
increased 
investment 











which, since it has a 100 per cent government guaran- 
tee, would be able to raise long-term money. The total 
amount made available or guaranteed by the govern- 
ment is limited by the overall cap on guarantees man- 


| dated by the FRBM Act (Fiscal Responsibility and 


Budget Management Act) on the Central govern- 
ment. We have to consider what other guarantees the 
Centre is giving in a year and then work out how 
much of the money raised by the SPV through bonds 
can beguaranteed. That will set the limit for the size of 
the SPV. Also, viability gap funding will help some 
projects become viable through the equity route. The 
general idea is to push things which otherwise may 
not become possible. 


W So, this has no bearingon the forex reserves? 

It depends on the demand for foreign exchange re- 
serves. For the last few years, forex reserves have been 
built up because demand for forex has been inade- 
quate. As long as the current account deficit is less 
than capital account surplus, we would still have ac- 
cretion to reserves. Reserves will only come down if 
there is an overall deficit on both accounts.The point 
is that we have enough reserves for any import re- 
quirement. We have also reduced import duties, 
which will increase demand for imports. 


Bi Js the figure of Rs 5,500 crore for an urban renewal 
fund a minimum amount? It seems fairly low given 
that for Mumbai alone, estimates are that funds to the 
tune of around Rs 30,000 crore will be needed. 
Again, the figures that people are talking about are 
over a number of years. For one year, we'll have to see 
what projects come up and what funds are required. 
We have to get these [urban renewal] projects off 


| the ground and these are the enabling mechanisms 


to do that. The idea is that people should understand 
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that they do not have a financing problem. 


B Are we seeing a directional shift in this Budget as 
compared with some ofthe earlier ones and is the idea 
to push growth through higher public spending ? 

Very clearly, plan allocation (gross budgetary support 
is up by 26 per cent) has gone up by more than ever 
before. Both the social sector and infrastructure sec- 
tor are seeing higher allocations than ever before. 
There is a recognition that you need public invest- 
ment in these areas. Along with that there is a greater 
stress on public-private partnerships. What we are 
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schemes. What came out of that? 
Itis working on the exercise. But the Planning Com- 
mission may be in the best position to answer that. 


B While the FM in his speech talked about consolida- 


| tion, he was silent on measures for consolidation of 


public sector banks. Can't the ministry push consoli- 
dation if it feels that it's the way to go? 
It is up to the banks to find synergies. As and when 


| such proposals come from the banks, they would be 


trying to do is use public investment to bring in more | 
| are other considerations now. Apart from three or 


private investment. 


® So will increased growth come through higher pub- 
lic investment? 

It will come through overall increased investment, 
both public and private. Public investment had been 
going down and if you look at the projections that I 
had made done in the report on infrastructure, the 
suggestion was that public investment should be 
around 5.5 per cent of GDP It had fallen to around 3.5 
per cent due to fiscal problems. So, this is not so much 
a directional shift as a restoration of what should be a 
normal level of public investment. What I had said in 
the report was that public investment would remain 
roughly the same and that a good increment of in- 
vestment would come from the private sector. If the 
project is building rural roads, for instance, then by 
and large the money has to come from the govern- 
ment. That's what the finance minister said very 
clearly in his speech. Investment in public goods has 
to come from the government. 


E The Planning Commission was working on restruc- 
turing, merging and closing down many of the Plan 
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considered by the finance ministry in its role as dom- 
inant owner. In principle, the government as owner of 
public sector banks can direct them to do it, but there 


four public sector banks, all of them now have sub- 
stantial private shareholding and are listed. There- 
fore, you have to keep the interest of all shareholders 
in mind and banks have to themselves figure out syn- 
ergies and consolidation possibilities. 


E What is the rationale for the CRR (cash-reserve ra- 
tio) and SLR (statutory liquidity ratio) changes? For 


| instance, the SLR limit is not really a constraint on 


banks growth as of now... 

These are long-term measures. Due to the FRBM Act, 
government borrowing by the Centre, and now, even 
the states should come down. The Finance Commis- 


| sion has given incentives to states to implement their 
| own FRBM Acts and five states have done so. So we 


won' need that much borrowing and that statutory 
limit will have to go. It will also provide greater flexibil- 
ity to banks to take their own decisions with regard to 
allocating credit between different sectors. This is the 
same with CRR. In most countries you don't have a 
CRR. Already, the incremental credit-deposit ratio is 
now over 100. So SLR and CRR measures may have no 
immediate effect, but are for the long-term. 
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Known as a calming influence on finance 
minister P. Chidambaram, D. Swarup, the Union 
expenditure secretary, was one of the few 
members of the FM's team who shunned the 
glare of media lights and television studios on 
Budget day. Swarup gave a candid and lengthy 
interview to Businessworld's two 
days after the Budget. Excerpts : 


E What was your biggest challenge on the expendi- 
ture front when you started framing this Budget ? 

The biggest challenge was to balance the Budget in 
terms ofthe requirements ofthe Fiscal Responsibility 
and Budget Management (FMRB) Act. In 2004-05 we 
have managed to meet the targets of the Act. In 2005- 
06, due to the higher public expenditures and the rec- 
ommendations of the Twelfth Finance Commission, 
we have found it difficult to balance the Budget. But 
we have not done too badly. We've retained the rev- 
enue deficit at 2.7 per cent of GDP and reduced the 
fiscal deficit by 0.2 per cent. We're required to reduce 
the revenue deficit by 0.5 per cent and fiscal deficit by 
0.3 per cent, but we have't been able to do that. 


E What worked in your favour in 2004-05, given that 
there was a shortfall in tax collections ? 
We began with a revenue deficit of 3.6 per cent. So, we 
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only had to bring it down to 3.1 per cent. We have, in 
fact, gone much further by reducing it to 2.7 per cent. 
The higher base (starting with a revenue deficit of 3.6 
per cent) worked in our favour and though the tax 
revenues have not played ball with us, expenditure 
levels have been controlled to a very large extent. 
Even though the Budget targets have not been 
achieved (it was 2.5 per cent) the FRBM [Act] targets 
have been achieved. 


E The Plan capital expenditure in 2005-06 will come 
down by around Rs 29,000 crore since the Finance 
Commission asks the states to go to the market to raise 
loans to that extent. So the extra outgo, in a sense, of 
Rs 26,500 crore to the states virtually cancels out... 

In a way, the arithmetic of what you're saying is 
right. Let me explain the process to you. The Plan ex- 
penditure — the normal Central assistance to the 
states — is in two forms: grants and loans. The grants 
are treated as revenue expenditure and the loans as 
capital expenditure. Now the loans have to be raised 
by the states directly. But these loans are capital ex- 
penditure because they provide returns to us in the 
form of interest, which we receive from the states. So, 
that is an asset to us. That asset is no longer available 
to us. That money would have come back to us in the 
form of repayment of loans, which is a capital receipt. 
So in 2005-06, yes, we have reduced our expenditure 
by Rs29,000 crore but at the same time there are other 
expenditures, which have increased. 

The impact of that Rs 26,000 crore is not a net im- 
pact; it is a gross impact in terms ofthe higher devolu- 
tion, shortfall in interest receipts, reduced capital re- 
ceipts; and the grants to be given to the states — the 
incremental amount for grants alone is Rs 16,000 
crore. A new thing the Commission has recom- 
mended is sharing the cost of petroleum. So there's 
another outgo of Rs 1,500 crore-2,000 crore on this. 


lll But the failure to meet the reduced fiscal deficit tar- 
gets next year is primarily on account of increased 
public spending? 

Yes, because of the National Common Minimum 
Programme (NCMP) commitments, there is an incre- 


14 MARCH 2005 


DINESH KRISHNAN 


The adventures of yellow. 

The artist mixed a very particular yellow: the colour of 
the sun, of happiness, of madness. Time dulled it 
down. The National Gallery uses HP digital imaging 
technology and large-format prints to examine the 
painting and guide conservation work—to ensure van 
Gogh's yellow lives on, to mean whatever you 


national gallery, london : think it means. www.hp.com/in/plus nationalgallery 
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mental funding of around Rs 25,000 crore. Plus, there 
is a Rs 5,000 crore provision to compensate states for 
losses on account of the move to value added taxes. 


E So how will this change in one year ? What will hap- 
pen the year after next? 

This is a hit we have taken in a particular year. But the 
absorptive capacity for these programmes year after 
year is not going to be as large as has been provided 
this year. When the base itself increases, the following 
increases may not be as large. Then, there is buoy- 
ancy in tax collections. But the same buoyancy is not 
there in expenditures. Interest payments, subsidies 
and defence ... all are not increasing to the same ex- 
tent as they were in earlier years. In absolute num- 
bers, of course, they are increasing. The non-Plan ex- 
penditure is primarily these three and the rate of 
increase has declined on all three. 


E Does this huge jump in public spending reflect a di- 
rectional shift in your view? 

Yes, there is definitely a shift towards public expendi- 
tures. Mainly on account of the NCMP which says we 
need to spend — and spend large amounts — on pri- 
mary education, public health and social sectors. 
Thereis a further jump in spending on infrastructure, 
which we are part funding through the Budget and 
partly through the special purpose vehicle. 


8 What happened to the Drombsea clean up of the 
Plan schemes? 

Unfortunately, not enough has been donei in this re- 
gard. But you might have seen the current speech, 
which raises the question of outlays versus outcomes. 


8& What was the Planning Commission doing then ? | 


That was supposed to be one of the main tasks of the 
new commiss ion 

Well, they have done some exercise in terms of merg- 
ing and closing down some centrally sponsored 
schemes. I think they also found the time too short 
and faced too much resistance from the line min- 
istries to transfer certain schemes to the state govern- 


ments. But the process is on and we should be able to 


doalot more in the next year. 


Bi In other words, the whole exercise is being delayed 
by a year? 

As I said, itis an ongoing process. There were. around | 
100-odd centrally sponsored schemes and I under- 
stand they have shut down 27-28 of them. There is a 
National Rural Health mission, which merges several 
schemes of the ministry of health and the depart- 
ment of family welfare together. So we are moving to- 
wards spending more money on large schemes 
rather than funding innumerable schemes which are 
thinly spread. 


B Has the Budget failed to deliver on this count? 















Well, you are entitled to your own 
views. But, the fact is that not 
enough has been done. 


@ Have you been able to build in your new austerity 
guidelines as was proposed prior to the Budget? 

Very much so. If you see the rest of the non-Plan ex- 
penditure (barring these three main ones), the in- 
crease isjust about4 per cent, whereas the increase in 
Plan expenditure is 16.8 per cent. The austerity ap- 
plies to these non-Plan, non-productive expendi- 
tures. Had we not applied these austerity measures, 

the increase in these non-Plan expenditures would 
have been around 8 per cent. We are now going to 
monitor spending by departments. 


But when we look at the staff strength numbers as 
contained in the Expenditure Budget Volume I, they 
seem to be growing unabated every year... | 
What you are reading out here is the estimated 
strength at the end of 1 March 2005. Itis not necessary 
that all these posts will be created by the finance min- 
istry. The line ministry certainly hopes for more peo- 
ple. But these are not always sanctioned. Also, if you 
look at the government' total expenditure on pay 
and allowances as a percentage of its total expendi- 
ture, it works out to around 8.5 percent. This is not too 
high when compared with many countries. This is 
not to argue that there is no need to cut flab. But it is 
notas bad as it appears. 

Coming back to the monitoring of the depart- 
ments, there is something that we have planned to do 
to in the course of the year, which has not been spelt 
out in the Budget. This is an extension of the cash 
management system we had introduced informally 
about a year and a half ago. Now, we are moving for- 
ward and are introducing what is known as a kind of 
‘exchequer control’ in the government. We will in- 
form the bankers of the line ministries that they can 
honour checks of a particular department up to a 
particular amount in a particular quarter. The idea is 


basically to synchronise the expenditure, collection 
_ of revenue and the borrowing programme of the gov- 


ernment, so there are no major mismatches during 
the process of a quarter. Theoretically, the depart- 
ments can spend the money at any time because Par- 


liamenthas voted the money and we dont plan to in- 


terfere with the appropriation, but we are trying to 


space out the expenditure to match with therevenues 


in the course of the year. - 

We have worked out the scheme in consultation 
with the Reserve Bank of India. This is being done asa 
pilot project with 10-12 departments and should be 


in place by the end of June. The departments are 


basically those which have larger outlays and which 
don’t have too many decentralised offices. We want to 
have a soft beginning and once we succeed in our 
pilot scheme, we will try and a the rest of 
the ministries. E 
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OPE, in the case of the textile industry, quite 
often hangs by a thread. And just as often, it 
tends to be snipped by the revenue shears of 
the finance ministry— or political compul- 
sions. This year, it is manmade fibres, which 
has once again got short shrift from the finance min- 
ister. Despite his promise last year to set right the 
slant against manmade fibres (MMF), P. Chi- 
dambarams proposals leave the customs and excise 
duty burdens on this segment practically unchanged. 

And the larger hope of the industry, specially the 
garments sector, that there would be far-reaching 
changes in labour laws to allow it to garner cost ben- 
efits and create employment has also been belied. 

This leaves the answer to the two big questions 
hazy. The first: will the budgetary measures kick off 
enough investment to enable it to be a strong player 
in the quota-free regime, globally and at home? The 
other: will the sector be able to live up to its potential 
to create 12 million jobs over the next five years, a po- 
tential that does not exist in any other industry. 

True, many textile and hosiery items have been 
taken off the small-scale industry reserved list. True, 
also that the Technology Upgradation Fund Scheme 
has got an additional allocation of Rs 435 crore along 
with a 10 per cent capital subsidy for the processing 
sector, which has remained the weakest link in the 
textile chain. Textile machinery import duties have 
also been halved to 10 per cent. All this is expected to 
make for vigorous growth. Officials expect invest- 
ments in the sector which amounted to Rs 20,000 
crore last year to hit Rs 30,000 crore in 2005-06. 

Will it help India provide tougher competition to 
China, whose garment exports totalled $60 billion — 
compared with India’s $6.5 billion — even in the 
quota era? Unlikely, is the general opinion. 

The real disappointment is Chidambarams fail- 
ure to deliver on his promise in last year's budget to 














The textile strategy 
Is not sewn up 


Will the 
jobs come? 


correct the duty anomalies between manmade fibres 
and the cotton textiles chain. In his July 2004 Budget, 
he cleaned up the excise regime for natural fibres, to 
allow it go through a zero duty regime. That was, in- 
deed, the biggest spur to growth. 

However, excise on manmade fibres is still 16 per 
cent. Says V.K. Ladia, chairman, Indian Cotton Mills 
Federation: "This high duty meansasteep cost for in- 
dustry. The fallacy is that the raw material is charged 
at 16 per cent whereas the end product after 30 per 
cent value addition is 8 per cent. Thus the unutilised 
cenvat credit gets accumulated with the spinners." 

The reduction of customs on manmade fibres to 
10 per cent would have enabled Indian textiles to di- 
versify into the untapped markets for MMF items, 
which account for 58 per cent of the global trade. In- 
stead, such products will continue to be outpriced. 
Although polyester filament yarn has got a duty con- 
cession, critics point out that seven PFY producers 
account for just a small ratio of jobs compared with 
the MMF segment. 

The jobs hope, though, is a dimming prospect. In- 
dustry sources say that the envisaged investment of 
Rs 30, 000 crore can at best provide 1million-1.5 mil- 
lion jobs. So where will the balance 10.5 million come 
from? Garments are the best bet because an invest- 
ment of Rs 25,000 can create a job while the ratio is 
one job for every Rs 1 lakh invested in spinning. 

Garment makers, however, are not sanguine. 
They say the Budget is long on wishes and short on 
action. Currently, the garments sector employs 
around 7 million, of whom 4.5 million are engaged in 
exports. A flexible labour policy — provision for em- 
ploying contract labour — would have seen a 20-25 
per cent increase in jobs over the next two years. 

Dinesh Hinduja, director of Gokaldas Exports, 
says garments units like his, which employ large 
numbers, ought to be treated as Special Economic 
Zones (SEZs). This would give them relaxations under 
the Industrial Disputes Act and allow units to be shut 
down without government approval and the freedom 
to hire workers only in a season of demand. © 
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HE Budget stage-setting started with the Eco- 
nomic Survey lamenting the slow rate of in- 


noted "the declinein public spending in infra- 





sated by the private sector due to difficulties in the 
regulatory environment”. 

Successive Union Budgets in the last half-a- 
decade have placed infrastructure centre-stage and 
clearly pointed out the pivotal role it has to play in 
pump-priming the economy, creating jobs, making 
Indian industry globally competitive, and making 
available basic utilities to all strata of society. 

With so much at stake, the multi-billion-dollar 
question, to start with, is whether we have any targets 
on how much we wish to achieve in this sector, or 
more specifically, a clear view on Gross Capital For- 
mation in the Infrastructure sector (GCFI). 

Strangely enough, as a nation, we have targets for 
practically all economic indices like GDP. Fiscal 
Deficit, Revenue Deficit et al, but nothing for the in- 
frastructure sector ! 

Let us, therefore, address this issue of a target for 


GCFI. East-Asian economies, at the height of their | 


nation-building activities have reportedly invested 
around 7 per cent of their GDP in infrastructure 


building. At 7 per cent of India's GDP of Rs 2,838,000 | 


crore we should be achieving a GCFI a little short of 
Rs 200,000 crore. Now consider the Prime Minister's 
speech in New York that “...India can absorb $150 bil- 
lion FDI in the Indian infrastructure sector in the next 
decade". This translates to around Rs 60,000 crore of 
FDI per annum in the infrastructure sector. Are we 
planning to build our infrastructure by relying on 30 
per cent investment from FDI? And is this remotely 
possible in a situation where total private sector in- 
vestment in infrastructure in the best of times hardly 


exceeds 10 per cent of the total, even in the most ag- | 


vestments in infrastructure, and succinctly | 





structure has not been adequately compen- | 














Most of what was announced in this Budget 
was just old wine in a new bottle 


Needed: a GCFI 





gressive private-public-partnership situations? Evi- 
dently, the macro picture is very blurred. 

Interestingly, in this Budget the FM has quietly, 
and cleverly, created a surrogate DFI (development 
financial institution) through the announcement ofa 
Rs10,000-crore financial SPV for this sector, coupled 
with an increased Rs1,500 crore allocation for the Via- 
bility Gap Fund. This initiative is 10 times larger than 
that announced for kick-starting IDFC in the mid- 
1990s by the same Mr Chidambaram! This is a most 
welcome initiative for a sector that has long been cry- 
ing out for ‘making infrastructure projects viable’. 

Intherun up to the Budget, the sector was looking 
out for a few specific initiatives: creation of ‘indepen- 
dent’ regulatory authorities for creating unambigu- 
ous level playing fields , identifying around 20 nation- 
ally impactful projects to be completed in a publicly 
accountable time-frame, creating an implementa- 
tion strategy through a competently-staffed National 
Infrastructure Development Board under the PMO to 
ensure timely financial closures and transparency in 
bid process management in PPP and related initia- 
tives. Unfortunately, none of these issues were ad- 
dressed in the Budget. 

Most of what was announced was just old wine in 
a new bottle. Earlier budgets had specifically identi- 
fied projects like airports, convention centres, 
mother-ports, SEZs, NHDP etc. The only clear men- 
tion of any project was the NHDP-3 with Rs 1,400 
crore set aside in the Budget. But there is still confu- 
sion on the comprehensive funding of NHDP-1 & 2 
initiatives. But the good thing is that the UPA govern- 
mentis moving forward on the roads project, allaying 
suspicions of going slow on a NDA-initiated pro- 
gramme. The Rs 5,500-crore National Urban Renewal 
Mission is a welcome first step for empowering cities, 
but it misses the larger issue of reforms. 

Itis clear that the infrastructure sector requires a 
far more intellectual and practical robustness to get 
our nation moving. We have to focus on the head and 
tail— the head being a target for gross capital forma- 
tion and the tail an outcomes report every year. Letus 
wait and see whether the head will lead, or the tail 
wag the dog. Probably the latter! w 
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The biggest missed oportunity in this Budget 


Is that of fiscal correction 
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HE size of the Union Budget (and the fiscal 
deficit) has grown a hundred fold since 1971. 
But nominal GDP has grown by only 67 times. 
During these three decades, the Budget was 
rising faster by 1 percentage on average. Inter- 
estingly, during 1980-1990 (the fiscally profligate 
decade), expenditures galloped almost 2 per cent 
faster than GDP. But these roles were fortunately re- 
versed and, hence, during the next (reforms) decade, 
GDP grew 2 per cent faster than the Budget. 

But this year expenditure growth is 14.8 per cent 
(on a like-to-like basis), much higher than the 12 per 
cent targeted for GDP growth. This is because the FM 
did not have much room for manoeuvre. Since 
promises of the Common Minimum Programme 
mostly imply revenue expenditures, the FM did not 
have much scope to improve the revenue-capital mix 
of the Budget. The share of revenue expenses has 
gone up from 83 per cent in FY02 to 87 per cent now. It 
must be, however, acknowledged that revenue 
spending on health, education, drinking water, voca- 
tional skill development, etc., does augment human 
capital — and hence is almost capital-like spending. 
Funding the employment guarantee scheme (EGS) 
through a combination of food and cash is quite in- 
novative. More savings was possible, if the FM had 
initiated the consolidation ofall existing employment 
programmes under the EGS umbrella. 

Despite having to stick to the straight and narrow, 
the FM managed to push through major tax reform, 
and that is one of the highlights of this Budget. The 
disposable income of most taxpayers is likely to go 
up, which will cheer the consumer goods industries. 
Corporates finally got parity with the highest individ- 
ual tax bracket, although reduction in depreciation 
benefits will mean that net tax burden may go up 
marginally. The depreciation changes are aimed at 
correcting a skew in favour of capital-intensive busi- 





Hits and misses 





nesses. But without some changes in labour laws, we 
are unlikely to see huge employment growth in the 
organised industrial sector. A second big plus is the 
focus on infrastructure, through the special purpose 
vehicle and the enhanced allocation for roads. An- 
other welcome feature was the steps to help capital 
infusion into micro-finance intermediaries (MFIs). 
MFIs are the intermediaries who ensure that micro- 
credit and micro-insurance reaches the needy. 

On indirect taxes, the reforms announced were 
aligned to expectations. Thus, excise rates will move 
closer to a focal rate of 16 per cent. The cut in peak 
non-agricultural customs rates to 15 per cent was, 
perhaps, a bit too fast. The desire to move to Asean 
levels of a weighted average of 15 is well articulated. 
The reduction in customs duties has made Indian in- 
dustry leaner, more agile, cost conscious and produc- 
tivity worshippers. Exports of goods have been grow- 
ing at 20-plus per cent for a few years, despite a 
strengthening rupee and global uncertainty. This 
gain in competitiveness has been spurred by duty re- 
ductions. But putting this squeeze on domestic com- 
panies needs to be complemented by improvement 
in infrastructure, i.e., levelling the field of competition 
with foreign imports. Related to customs, is the phe- 
nomenon of Free Trade Agreements (FTAs). Since 
FTAs allow zero duty entry to a variety of products, 
there is much potential for abuse. This is especially so 
as the FTA causes effective rates of protection to fall to 
zero immediately. It seems to me that decreased du- 
ties will cause a cooling effect on domestic inflation, 
likely to be stoked by a fiscally expansionary Budget. 

Lastly, the biggest missed opportunity is that of 
fiscal correction. The US economy went from a deficit 
to surplusin a matter offive years from the mid-1990s 
to 2000, by leveraging its high GDP growth. (It's a dif- 
ferent matter that they have now plumbed to newer 
depths of fiscal deficits With 7-plus per cent growth 
in the offing, this was a chance to push toward FRBM 
target reductions in revenue and fiscal deficit. Bud- 
get-making has always been a tightrope walk be- 
tween promises and financial constraints — it is an 
art ofthe possible. But in the age of coalitions, respect 
for financial constraints has taken a beating. Ld 
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With LIC’s GMRA Scheme for home loans, 
both the bank and the customer stand to win. 


The Group Mortgage Redemption Assurance (GMRA) Scheme is a low cost, 
single premium plan that covers housing loans repaid in EMls. The GMRA 
protects the bank's credit and provides liability cover to home loan borrowers. 


Features: Scheme is open to institutional agencies and banks eThe agency / bank is the 
master policyholder e All housing loan borrowers between ages 18 and 60 are eligible e Life 
cover equal to outstanding loan amount with maximum of Rs. 50 lakh ePremium can be 
advanced as loan e Premium paid is eligible for tax rebate under Section 88 of I.T. Act 1961. 
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The Budget is aimed at promoting economic 
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HE Union Budget for 2005-06 is a clear articu- 
lation of national priorities, with a range of fo- 
cused measures targeted at stimulating 
growth in various sectors of the economy. The 
finance minister must be complimented for 
outlining a holistic approach towards rural develop- 
ment and a range of initiatives for infrastructure and 
industrial growth, supported by important measures 
for development of the financial sector. Among these, 
the measures for rural India and other under-served 
segments could have the most far-reaching impact. 

On the rural front, the Budget shows a thorough- 
ness of approach by providing a comprehensive 
roadmap aimed at impacting all the critical areas in 
rural economic activity, such as irrigation, roads, 
housing, drinking water, rural electrification and 
telecommunications. This is backed by a focus on 
education and healthcare — two areas critical to nur- 
turing the immense talent, initiative and will to suc- 
ceed which our people possess. 

The Budget recognises the role of financial ser- 
vices in catalysing economic activity in the rural ar- 
eas. The key challenge here has always been the cost 
of meeting the needs of rural and low-income groups 
through the traditional delivery model. This can be 
met only by leveraging technology and establishing 
partnerships with third parties who have a deep pres- 
ence in the target areas. By encouraging delivery of 
financial services through partnership models, 
kiosks, agents and banking correspondents, particu- 
larly micro-finance institutions, the Budget makes it 
possible for banks to leverage the social mobilisation 
skills of these intermediaries. Banks would now be 
able to focus on capacity building, while the third 
parties can efficiently manage delivery of services. 

The Budget also recognises the maturity of the In- 
dian financial sector and how it can be leveraged to 
meet developmental goals. It envisions a scenario 














growth in a holistic manner 


Focus on growth 





where micro-finance intermediaries operating in the 
remotest rural markets can raise funds from overseas 
financial markets! I can see the banking system play- 
ing an important role in linking the Indian micro- 
finance system with international debt markets to 
ensure that credit can flow to the rural markets in an 
uninterrupted, multi-source stream. 

Equally important are steps like removal of legal 
issues regarding the status of securitised paper — this 
will give an impetus to debt markets. The removal of 
statutory floor rates for SLR and CRR for banks will 
help enhance credit flow and reduce the cost of 
credit. The amendment of the Banking Regulation 
Act to allow banks to issue preference capital is recog- 
nition of the need to align the supervisory regime 
with international practices. Taking this forward, a 
wider range of capital instruments akin to preference 
capital should be made available to banks. These will 
give financial intermediaries greater flexibility in 
managing their balance sheets, deploying resources 
optimally and maximising the efficiency of use of 
capital. The move to develop Mumbai as a regional fi- 
nancial hub will leverage the world-class financial 
skills and transaction capabilities we have developed. 

Clearly, the government sees a major role for itself 
in infrastructure, albeit involving the private sector as 
well through partnership frameworks. The private 
sector would continue to be the driving force in ser- 
vices, while in manufacturing, the government and 
private sector would both participate and compete. 
The continued focus on infrastructure should help us 
move forward in this area. The government has 
emphasised the role of mobilisers of long-term sav- 
ings, namely insurance companies and pension 
funds, in this context. These are the investors ideally 
suited to provide fixed-rate long-term funding 
required by infrastructure projects. 

Overall, the Budget is growth-oriented and aims 
at achieving growth on a holistic basis through inter- 
linked, tangible steps. A landmark move is the an- 
nouncement of measurement of development out- 
comes. This, in effect, takes the national budgeting 
process to the level of performance budgeting. In a 
sense, budgetinginIndiaistrulycomingofage. W 
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"INDIAN motorcycle manufacturers 
could be the next world players, and en- 
ter the Indonesian market. However, In- 
dian domestic models are not yet appeal- 
ing to buyers in other more developing 
markets such as Thailand, Malaysia, 
Philippines, Indonesia and Vietnam." 
— Ridwan Gunawan, president, 
Indonesian Motorcycle Industries 
Association, 18 January 2002 


HE Indonesians had seen it 
coming. They knew, at least 
three years ago, that Indian 
two-wheeler manufacturers 
would stake a claim on the 
$4.35-billion Indonesian two- 
wheeler market. It is the third-largest 
market in the world — after China and 
India — and is growing faster than both. 

The Indonesian Motorcycle Indus- 
tries Association (IMIA) was among the 
earliest to predict India's entry. The IMIA 
is a cluster of manufacturers including 
Astra Honda, Kawasaki, Kymco Lippo 
Dan Motor, Indomobil Suzuki and Yam- 





The Road to | 

















aha. They account for 90 per cent of In- 
donesian two-wheeler sales. Together, 
they repulsed an earlier attack (1999- 
2002) by almost 80 Chinese companies 
that were exporting bikes to Indonesia. 
Gunawan is the president of this for- 
midable alliance. Three years ago, in an 
8,000-word analysis of the Indonesian 
motorcycle industry, he assessed the In- 
dians correctly. He was shrewd enough 
to identify the biggest Indian vulnerabil- 
ity: new product development. But the 
Indians have proved to be shrewder. 
They have understood and accepted 
their weakness, and worked on it. Even a 
few years ago, Indian motorcycle 
companies were totally dependent on 
their Japanese joint venture partners for 
new products. Hero Honda, Bajaj Auto 
(Kawasaki) and TVS Motor (formerly 
TVS Suzuki) were all in the same boat. 
Subsequently, TVS Motor parted 
ways with Suzuki, and worked hard on 
its product development skills. It had 
big failures like the Spectra. But more re- 
cently, it has also had big successes like 








Figures in % 
*Excluding unrepor- 
ted Chinese imports 


Honda 
52.22 


Yamaha 
22.68 


Suzuki 
21.64 


Kawasaki 
0.67 


Others 2.79 
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It's going to be a 
tough ride for 
TVS Motor as it 
takes on the 
well-entrenched 
Japanese 
manufacturers 
in Indonesia. 

By M. Anand 





the Victor. It no longer has the vulnera- 
bility that Gunawan pointed out in 


donesia, and take on the well-entren- 
ched Japanese manufacturers there — 
Yamaha, Honda, Kawasaki and, most 
interestingly, its former partner Suzuki. 
Last week, after a four-and-a-half hour 


board meeting, TVS Motor unveiled its | 


Indonesian ambitions. At a press confe- 
rence later, president C.P Raman anno- 
unced that the board had cleared a $50 
million investment to set up a 1.2 lakh 
units per year manufacturing facility. 


N THE Indonesian motorcycle mar- 

ket, success is spelt B E B E K. That's 
Indonesian parlance for step-through 
motorcycles (like the Honda Cub; sold 
as the Hero Honda Street in India). Be- 
beks form the mainstay of the market 
there. Nine out of every ten two-wheel- 
ers sold are bebeks. TVS Motor, however, 











2005 


| doesnothaveone. Ithasto develop abe- | 
| bek from scratch. It has the Scooty but | 
2002. TVS believes it is ready to enterIn- | 


that is a scooterette and is unlikely to ap- 
peal to a population that has grown up 
driving bebeks. Indian consumers don't 
like bebeks. The Hero Honda Street was 


a flop and the Bajaj M80 is passé. So In- | 


dian automotive designers and devel- 
opers don't have much experience with 


| the performance, styling, etc. of bebeks. 


"We cant take our Indian products and 
sell them in Indonesia. We have to create 


| products specifically for that country,” 
| concedes Raman. 


There is a second route, though. The 
other approach, as Gunawan notes, is to 
focus on models that Indian manufac- 


turers know best (ignoring the bebek). | 


An example is the smaller sports type 
(called business type in Indonesia). But 
given TVS Motor's ambitions — it hopes 
to grab a five per cent market share 


in three years — it may not settle for | 
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this option. "The business type market 
is now small, but will grow in future. 
But then, three years may be too short 
for this segment to grow," says Guna- 
wan. (His views are not necessarily that 
ofthe IMIA.) 

For TVS, the five per cent target is 
critical. It translates into a sales volume 
of about 300,000 units by 2008. If this is 
not achieved, all other financial targets 
— break-even in three years, cash profit 
in first year, an internal rate of return 
comparable to what its Indian invest- 
ments are earning — may go awry. So it 
cant ignore the bebek segment. 

There is yet another reason 
why it is tough to crack the seg- 
ment. Bebeks are cheap. You 
could buy a bare basic Chinese 
bebek for as low as $200. Or a 
fully loaded Japanese bebek for 
$600. And even that would be at 
least 15 per cent cheaper than 
Indian cost structures. "Prices 
have hardly increased in the last 
three years despite double digit 
inflation," Gunawan points out. 
Bear in mind that Indonesia fet- 
ches the best pricing among the 
Asean countries; price competi- 
tion is not as fierce in Indonesia. 
Aligning with Indonesian (and 
then Asean) price points is the 
second challenge for TVS Motor. 

This is where the Japanese 
manufacturers wield their com- 
petitive advantage. Their cost advan- 
tage comes from economies of scale. 


All sales in million units; 2005 figure is an IMIA estimate 


| Astra Honda, the largest player, has a ca- 


pacity of 2 million units — going up to 3 
million by October 2005. They also have 
the advantage of depreciated plants. 
But their biggest weapon is their pan- 


| Asean footprint. Japanese companies 


dominate most Asean countries — In- 
donesia, Thailand, Malaysia, the Philip- 
pines. They have a pan-Asean manufac- 
turing network that fully leverages the 


| zero to five per cent import tariffs for in- 
| tra-Asean auto component trade (as 


long as Asean content is 40 per cent). So 
when TVS takes on Suzuki in Indonesia, 
it is effectively taking on Suzuki's manu- 
facturing might in the Asean region. 

To be effective in Indonesia, a manu- 
facturing presence for or in that country 
alone is not adequate. TVS needs to 
have a manufacturing footprint that co- 
vers the entire Asean region. And it does 





depth 


have such a plan. But it is not sharing it 
publicly at the moment. 

Thailand is certainly on its radar 
and, perhaps, one more Asean country. 
One often-used Asean entry strategy is 
to have a big manufacturing base in one 
country and strong marketing opera- 
tions in other countries. The decision is 
which country to choose as the manu- 
facturing hub. Thailand has been the 
preferred hub. And even though Indo- 
nesia is a bigger market than Thailand, it 
hasn't had much success as a manufac- 
turing hub. Its motorcycle exports, in 
fact, fell from over 100,000 units in 2000 
to less than 14,000 in 2003. So will TVS 
Motor take a contrarian approach? Will 
Indonesia be its Asean hub? Raman isn't 
answering, though he has said that TVS 
will pursue exports from Indonesia. 

One community will have a big in- 
fluence on TVS Motor' plans — its ven- 
dor base. The Asean component indus- 
try is quite mature. TVS Motor could 
very well source most of its components 
fromlocal Indonesian parts makers. But 
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‘India is a very strong contender’ 


In an email interview to BW, Ridwan 
Gunawan, president, IMIA, spoke 
about what Indian manufacturers can 
expect in Indonesia. Excerpts. 


How do existing manufacturers in In- 
donesia view TVS Motor's entry? 


Indonesian manufacturers are used to 
free competition from China, Taiwan, 
Korea.... They are always ready to 
compete. Indonesia is more liberal 
than India, where import duty is still 
set high for CBU vehicles. 


TVS seeks five per cent of the Indones- 
ian market in three years. Is it possible? 
Anything is possible if they play their 
cards well. Five per cent of the market 
in 2008 will probably amount to 
300,000 units. That's quite ambitious. 
Ninety per cent ofthe market is for the 
Cub or under bone type (step-thro- 
ugh) of motorcycle. Indian players still 
need to develop it. 
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What challenges will 
Indian companies face? 















Building brand recog- 
nition; building local 
capacity; and know- 
ing how to operate in 
a foreign market. 


How is India’s manu- 
facturing perceived? 


It will take some time 
for Indonesian buyers 
to consider Indian products on par 
with those from Japan, Taiwanese and 
Korea.... The Indian motorcycle indus- 
try is a very strong contender. They are 
also more ethical than China (in terms 
of IPR). But India has a very large and 
lucrative market domestically, and 
much less incentive to go abroad. W 


For the full text of the interview 
TTC www.businessworldindia.com 






ir knowledgeable 





local guides, expl 
era contrast with the Roman relics of an 


it may choose to do otherwise — for 
strategic reasons. “It is a good policy to 
take our vendors wherever we go,” hints 
Raman. Therefore, TVS Motor’s Asean 
strategy will also depend on its vendors’ 
appetite for Asean investments. 


UNAWAN'S 2002 warning to the in- 

dustry hasn't gone unnoticed. 
Months before TVS announced its entry, 
Yamaha began to build a second $66.85- 
million plant. Similarly, Astra Honda 
opened a new $100-million assembly 
plant (the core manufacturing could 
happen in any Asean region) with 
a capacity of 1.2 million units per an- 
num. That's ten times bigger than TVS 
Motors initial capacity. Other players 
too have been busy expanding. Indone- 
sias investment co-ordinating board 
cleared 22 automotive projects worth 
$420.6 million in 2004 — this was a 
seven-year record. Obviously the 
Japanese are fortifying their turf. "The 
$50 million investment (of TVS Motor) 
can be considered as a minimum entry 


requirement for the Indonesian market, 
rather than a significant investment that 
could guarantee a strong position,” ar- 
gues Gunawan. 

The Indonesian fortress is almost 
impregnable. Ask the Chinese. They 
came in strength after the Indonesian 
government opened the market, but did 
not set up a manufacturing base in 
Indonesia. They used surplus capacities 
back home and pushed CBUs into Indo- 
nesia; over 85 of the 100 import licence- 
holders took the CBU route. Their pric- 
ing was at least 20 per cent cheaper than 
domestic manufacturers. In 2001, they 
notched up a 15 per cent market share, 
and tried every trick in the book to grab 
more — under-invoicing imports and 
flooding the market. (The government 
responded with corrective measures.) 

But Indonesian consumers weren't 
happy with Chinese quality. The Chi- 
nese had also shied away from manu- 
facturing investment. This affected crit- 
ical areas like after-sales service and 
spares support. Today, the market share 


TVS MOTOR 


of the Chinese is down to about 10 per 
cent. The largest of them has a market 
share of less than two per cent. 

There are two key things to learn 
from the failure of the Chinese. First, a 
local manufacturing presence is a must. 
Second, the existing Japanese manufac- 
turers know how to defend their turf. 
Still, despite the entry barriers, the mar- 
ket is very attractive. Indonesia has the 
largest population among the Asean 
countries. More importantly, according 
to IMIA estimates, one out of every 10 
Indonesian has a motorcycle. In Thai- 
land and Malaysia, there is one motor- 
cycle for every four citizens. That makes 
Indonesia more attractive. Indonesia's 
public transport is not too good either. 

Moreover, availability of credit has 
improved considerably in the last few 
years. So there is ample room for 
growth. “The Indonesian market is 
growing faster than India. It may even 
become bigger,” believes Raman. That's 
why Indonesia is so important for 
TVS Motor. 
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Has the marketer seen the 
challenge of the common 
man as a rising consumer 
force or will there be ano- 
ther Nirma-like revolution? 


MEERA SETH 
wee ARUN Srinivasan walked into the fancily 
8 done up mobile phone store. This was one of 
the many branded stores whose service atti- 
tude he was testing out. As part of his experi- 
ment, Tarun had asked his driver to precede 
him to the store and start enquiring about 
: phones. When Tarun walked in five minutes 
dar Ri went and stood at the same counter where his driver 
stood. The lady at the counter smiled at Tarun and promptly 
asked, ‘Sir what can I do for you?’ unmindful of the ‘customer’ 
already there. 

Tarun taught marketing at a local management school's 
evening programme for working executives. Three days ago, 
one of the students, Amruta Naik, who worked at a branded 
store selling mobile phones, had asked: “Are we ready for the 
not-so-rich common man with his limited rupees and unlim- 
ited patience? The common man, who for 50 years had come 
to stand for the neglected ‘ration card’ holder and, hence, all 
the attributes that went with that image; the common man 
who you met in queues and second-class compartments of 
local trains and eating at wayside kiosks and stalls? 

Amruta, vocal and intense, spoke very rudimentary Eng- 
lish in a very local accent. She had brought her experience 
with an angry consumer to the class: The lady had bought a 
low-priced handset and asked if the phone could be registered 
with a Panchgani number. The attendant said ‘yes’; but after 
the lady had paid for it, another attendant said, ‘this cannot be 
done. The lady raised a storm and filed a written complaint: 
“My guess is that the number can be changed easily, but Chinna 
has not trained its sales staff to work at inconvenient options! 








_ CASE STUDY 


My story does not end here; on Sunday, the Panchgani office of 
Chinna changed my number again, but the Mumbai office did 
not know of this. When I phoned Chinna in Mumbai, they had 
no idea and asked me to ask the Customer Care centre which 
told me that my landline was faulty and I should phone MTNL. 
I know now that Chinna does not have ‘seamless’ communica- 
tion between offices, computer programs, etc., and have not 
trained the sales staff to handle non-standard questions.” 

Amruta had been rattled by the chain of events. But some- 
thing deeper nagged her, which she brought to class with her. 
And it was this that led Tarun to visit a random selection of 
stores to validate Amruta’s doubts. The following is the discus- 
sion of the class: 

Tarun: People at that age have been served by different 
brands and companies and have already experienced a high 
level of servicing. Then they come to a branded store, a brand 
that makes big promises, and buy the product. Suddenly it is 
not working. That could be the trigger for why she said, ‘Tam 
feeling cheated’. 

Amruta: Sir, but see, if a rich customer makes a noise, we 
say all this — experienced, expects a brand to perform, etc. 
Now we have two broad types of customers: rich and ‘not at all 
rich. The latter customer cannot express his disappointment 
because first of all he does not even know what he is disap- 
pointed about. But this lady knew what to say — seamless sys- 
tem, computer programs, non-standard questions, etc. 
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wth : Somewhere in her head she was able to pinpoint what | 
re, exactly about the service annoyed her. 


But the not at all rich’ customer goes back dissatisfied. The 
service lacks something. I think either we are not able to give 
knowledge, or people are not able to imbibe knowledge about 
the product. In the sales pitch we say our product is the best, 
but while demonstrating it, we are not able to be convincing. 
And it’s not just me, even my colleagues I sometimes find lose 
confidence and are unable to express the product's goodness 
while talking to a consumer. 

Tarun: Why do you feel so? Has anything happened? 

Amruta: Our brand has much more than what we say to 
the customer, but we are not able to talk about it, or justify why 
it is good. And maybe the product is also not able to prove 
itself sometimes. Let me explain: when I bought my music 
systern, I knew what features I was looking for. lasked and the 
salesman answered precisely. I knew what I was paying for. 
Also, I went knowing what to expect. But here, the ‘not so rich’ 
customer is not touched by technical details. They say: “Woh 
sab theek hai, par isme teen hazaar ke liye kya hai?” 

Tarun: Hmm. What has happened is, as a facility the prod- 
uct until now was available only for the rich. All of a sudden, 
we have a mass version, one which many people can afford. 
So you have two broad categories of buyers: first-time users 
like grocers, taxi drivers, courier boys, plumbers, etc. The other - 

"category is second-time buyers, who are buying Chinna as 
their second or third phone, for the driver, for the office boy 
and so on. For them, the technology, features, characteristics, 
or the performance of the phone is not critical. In fact, they 
don't want any of that. Number ghumaya, number laga ki 


nahi? That is thedeterminant of ‘is this agood phone. But fora 


first time user, it's a very important purchase, an all new addi- 
tion to their life. So they will want to know a lot more. 


MRUTA: No, sir, what they want to know, we are un- 

able to even express! We have been trained to say 

these are the product features, this is the price, 

.. these are the choices available. But they ask very 

local questions like ‘itna jyaada price kyon hai iska. Isme khaas 
to kuch hai nahi’. Now what to say? 

Tarun: So the common man is saying at Rs 3,000, it's very 
expensive for me, not realising that this used to be a Rs 30,000 
item — originally affordable only by the affluent. | 

Amruta: Sir, get my point: if the affluent say so, we are will 
ing to blame brands for not being value for money, right? I 
think the common man does not understand the enormous 
. cost of technology and yet how cheap its availability has been 
o» made. Today even a poanioa hasa mobi a grocer hasa 
. mobile... How? 

c Another student: | think what the common consumer 
~ needs to be told is not how cheap the phone i is, but how easy 
-his business has become. Whereas earlier, in one day he ac- 
- cessed four customers, today it is 14. So what they need to 
realise is that this is a facility, not a luxury. Compare this to the 
computer. How long has it been since PCs came to India and 
even after all the price cuts, today how many people can af- 
ford it? Can the government school student afford a PC? Afflu- 
ent children gain more knowledge because of the computer. 
That's what people do not realise! The needs of the common 
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you get more business. Three, everyone 


Nokia user. He will be looking at things like does it 





manare the same as the rich. But this is the beauty: that some- 
how it's not being understood by the common man. He 
thinks: ‘Jini chhoti si i cheez aur teen hazar? | 

So don't talk'teen hazaar to the common man. think you 
need a very different kind of script to talk to him. A rich execu- 
tive is not going to say, ‘Isme kya hai?’ He knows isme kya hai! 
To him your approach: will be very different. Also the kind of 
technological questions he will ask will be different — band- 
width kya hai, will it take multiple SIM cards.., : 

Amruta: Yes, he will try to show off his knowledge, Ihave 
seen those kinds too! They come and teach us about mobile 


phones and tell us how much better their brand is. For exam- 


ple, he will tell me, 'See, my Nokia can take any SIM card, but 
yours does not’. But then that is the technology! One is a 
CDMA, the other is GSM, much more advanced. But you 
know what also happens, when such an all-knowing man 


comes and talks smart in the store where, say, a first-time user 


is also standing? The latter begins to doubt the brand! Now 
that is not good for us. | 

Another student: Hey Amruta, I think you 
should simply have separate counters for first- 
time buyers and others. 

Tarun; Good idea. But before that, let 
us examine the common man as con- _ 
sumer — a sabjiwala, shopkeeper, tai- ; 
lor, part-time tutor, the essential | 
Indian, what are their needs? j 

Amruta: Even among the lower _ 
income buyer, I have seen three dif- 
ferent motivations. One is aspiration, | 
‘mobile phone improves my status. 
Two, it's the symbol of success in busi- 
ness — if you have a mobile phone, - 


has a phone, why not me? Soright nowa — 

mobile is a fantasy whose capabilities are 

only imagined! 1 
Another student: But compare this with a 


have roaming facility, multiple SIM card acceptance, 
will it have Internet interface, whereas your brand is very 
basic — call and receive calls. See even in land phones, there 
are so many variants: some have redial facility, some display 
caller identity, some are attached to a fax, some come with an- 
swering machines, some have a speaker facility... And there 
are also the very basic phones where you can make and re- 
ceive calls, bas! Now, don't you feel the way of handling buyers 
for a basic phone and one that has multiple features has to be 
very, very different? Why? Because the customer segments are 
different and the uses or points of installations are different! 
Say a carpenter comes and says: ‘Madam humko phone 
lena hai. What be your interaction? What will you ask him? 
Amruta: ‘Aap ka budget kya hai?’ For what use do you 
want to buy? Local or STD? And on which telephone services 
do you call — MTNL, Reliance, Bharati, Airtel, Orange... One 
electrician came the other day. He was entirely receiving mo- 
bile calls; his clients were all high class, and they called only 
from mobile phones. See, each customer need is so different 
and you can never be sure what turn the interaction will take. 
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Take this taxi driver who had put his son in a hostel in 
Nasik. He needed to be accessible any time ofthe day. He him- 
self lived in his cab and slept in it! He asked me if his son, too, 
needed to have a mobile or could he call on the boarding 
school's phone? Another taxi driver bought a phone for his 
wife for karwa chauth so that he could SMS her everyday! 

Everyday I am meeting the common man and I can see 
how much their lives are changing. That taxi driver, for exam- 
ple, said to me something which made me cry: "Madamji 
mera ek hi bachcha hai, mobile se ham usey har hafta aashir- 
vaad dengey! Nahi to saal mein ek hi baar milta tha!" You know 
between dealing with a customer like him and a customer like 


that lady, I think we all know only how to handle the lady. She | 


commands that the product work for her, whereas the taxi dri- 
ver worships the product! At one level, I can see the product 
benefit for this segment, but yet when people like this lady 
customer says, ‘Your brand does not work, your company has 
cheated me, it bothers me. 
Tarun: This is your first experience with the life 
of a brand. Let me tell you, in my 18 years of 
working with brands, I have seen every 
brand, like a human being, going through 
some beating up in the marketplace. Be 
it a soap or a refrigerator, there is al- 
ways an attack at the dealer level. 
Amruta: Get my point, sir. Why 
just dealer level? Isn't advertising 
also doing the damage? People 
even get misled by all that advertis- 
ing. One customer came and said: 
‘Phoren phone bahut strong hai, if 
it falls even in water, nothing hap- 
pens.' I said, why would you drop 
your phone in water? You are a 
grown-up man! But the point is they 
carry a larger-than-life impression of 
the foreign brands and for all the wrong 
” . reasons. What I am saying is very simple. 
Sir, you need a phone? You need to call people 
in India? You are noton the Internet, you spend 
more time in buses and autorickshaws and on the 
street, so you need a good, well-connected, low-cost phone. 
Then why are you talking about multiple SIM cards and drop- 
ping in water? 

So I have to reason with them, take them through their 
needs step by step. Yet, when we wanted to buy a music sys- 
tem, my sister and I studied all the brands, decided brand and 
model, then bought it. But this segment of customer comes to 
the store knowing the price and yet, face to face with the 
brand, he hopes the price will become cheaper. I am not able 
to express myself well. They then start cribbing: ‘Kitna 
mehenga hai... isme kya hai?’ Which means sir, they are not 
able to balance the benefit and the price. 

Another student: That means only one thing sir, the prod- 
uct is not speaking clearly to the prospect. It is also what Am- 
ruta is saying; see, when he sees others with a mobile, he de- 
velops aspiration. Then he checks out the advertisements and 
sees the fancy dreams they build and thinks those dreams will 
be mine. But when he reaches the store, maybe the situation 

















_ CASE STUDY - 


or the price is not matching his dream? 

Maybe a bigger part of the marketing needs to happen 
away from advertising, at the store level, because on reaching 
the store, when they enter the buying situation, the dream 
looks less attractive, less desirable! 

The students got into intense debate amongst themselves. 
Tarun thought: How old are these students, 20, 21? It is most 
uncommon for a young student to be working. Today they are 
all working in Pizza Hut or McDonald's, or call centres or in 
sports stores, or doing road shows for brands... to earn money. 
Earlier, we took a job after graduation or postgraduation and 
even then we all got ‘desk’ jobs. Today, they are all working in 
retail or in service. Ok, earlier too, there were customer-facing 
jobs, like air hosting, front office in hotels, and in almost all 
those cases, the customer was a fancy monied person with 
style and sophistication. Wasn't it so because only the rich 
could afford liveried service personnel? And, therefore, didn't 
organisations service only premium products? But today, . 
these young students are also faced with customers who are. - 
not fancy or exciting. Does their training include that? 

Tarun decided to ask the students. "At times, dealing with 
people who are ordinary, with ordinary lives and who do not 
have money to throw away, can be boring. It has happened to 
me. When I was selling printers, a client who thought and 
dithered over one printer was certainly boring, compared to 
the MNCs who knew the brand and ordered 8-10 printers and 
paid happily. You, too, probably find your routine sales talk is 
not touching the common man; your expounding the techno- 
logical greatness of the brand is like water off a duck's back. 
You are having to convince, explain, sometimes argue, de- - 
bate...boredom sets in. Hota hai kya?" 


NOTHER student: of course, kota hai, they don't 

offer excitement. I sell plasma screen TVs. Often I 

have people coming in to just see the product. For 

them it is just a big screen and kitna sundar hai 

na?’ The questions they ask, | you have no answers for; thean- 

swers you have, they have no questions for! But you can tell a 

real customer. He comes with the right questions, he already 
knows the product intimately. 

Tarun: But Amruta's product: is different, and that is an- 


other point I am making. A plasma screen TV is a luxury item, i $ ; 2 
hence aspirational. Understand the heart of the issue. Am- d 


ruta's customers are mostly solution- driven, not aspiration- 
driven. Straightaway, the excitement in selling comes down by 
halfifyou are not selling solutions. Typically, companies setup 


fancy stores and put uniforms on their staffto paduptheaspi- — | 
ration. But the common man is NM suspicious of frills — 


and flounces. | 
Amruta: I think you are dh sir. They tell us: ‘Kya zaroorat 
hai yeh sab karne ki jab aap ka service itnaachcha nahi? (read 
a lot in that: a) You must give frills only when you have good 
service; b) Aservice is considered achcha' if a brand is also be- 
ing used by the rich. | - 
But there is something due that is happening, maybelam  . 
wrong. The product is very good. so itis selling well. Some of _ 


the staff are becoming class conscious. Either itis overconfi- _ 


dence or it is ‘itna sasta hai, aur kya demand karega?’ So they 
make promises which are loose. Maybe because they feel 
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' given the ‘common’ customer, he is not likely to come back 
", and argue or fight or remember the promises. You know it's a 
bit like the shopkeeper who tells you: ‘Best hai madam, guar- 
 antee hai, world-class hai, sab log leke jaata hai. You dont go 
and check, do you? Some in sales are falling for that attitude. 
But if the customer was a company executive, like that lady 
who came yesterday, they will not accept all this. They will cre- 
ate a ruckus. That's what I mean by class consciousness. 

Let me put it another way. Let's say the customer is already 
a Nokia user and he has come to buy a second phone. The 
sales staff are gushing and give him a lot of attention. But if a 
common man comes, the feeling is so different: the attitude is 
friendly, polite, very courteous, but not happy. It’s just like how 
they treat you in economy class on flights. Maybe we are not 
able to understand that for a common man, buying a mobile 
phone is equal to one months ‘ration. 

Another student: The service capability of a brand is equal 
to the attention and care it is able to give its mass customer 
base. This segment of essential Indians is entirely self-made 
people. They have bigger self-respect, a sense of ‘my-ness, un- 





like us who have grown up on our fathers’ money. If you dont 


treat him well, the damage to the brand will be higher. 
Amruta: | agree fully. And when he says ‘proper service, he 
means, ‘talk to me properly’. He says: ‘Yeh mera mehnet maj- 
doori ka paisa hai, fokat ka nahi hai! We are taught to em- 
pathise with the customer during our training, but I think it is 


mae PODA A NE Sasa UNIO A 





very difficult for someone who is 20-22 and here to make 
money, not earn money, to empathise with a grocer. Some- 
times seniors say: ‘Jyaada liftnahi dena customer ko, they will 
keep coming again and again.’ But I have seen when the cus- 
tomer has to wait in the queue to pay his bill, he says: ‘Hamare 
paas faltu ka time nahi hai, yeh hamara dhandhe ka time hai. 
Actually I can understand that. He is not a rich man that he 
can ask his driver to pay the bill! 

Tarun: When we are dealing with the common man, we 
have to show him how our service comes without the old 
common problems and agonies. These are some of the rea- 
sons why people earlier didn't subscribe for telephones, fear- 


- ing overbilling, line being cut. Also, there is the old memory of 
thetelephone billing system always being suspect. That is an- 


other area to address. So class, break into teams and can we 
check four advertisements for mobile services and see if the 
advertising proposition carries this? 

Amruta: Butsir, we haverich people as customers too, and 
their reasons are different. Does that mean you need to have 
different campaigns for different user segments? 

Tarun: The core of the brand never changes. What may 
change is the manifestation of the language, tone/manner or 
the symbols, idioms used to communicate the benefit propo- 
sition. The brand keeps the core message same, personality 
same — emotions, functionality, aggression, etc., but changes 
the physical delivery of message via socially relevant vehicles. 

/ Amruta: Sir, get my point. I think when you are sellingin a 
store, the vehicle also is the same, isn't it? Right now in a city 
like Mumbai, we have so many different socio-economic seg- 


ments all coming to the same store to buy the same product at 


the same price, but driven by different needs. 


=u ARUN: Good point Amruta. So although the brand 
has been positioned correctly as being for the com- 
mon man, somehow the connection between brand 

BÉ. and user needs is not happening at the shop level. 
The consumer is there, the brand is there, but the service de- 
livery and the communication is not geared to handle a new 
SEC who has entered the same market! 
Amruta: True sir, but even that is so different. Sometimes 
these people just hang around and they dont even know 
where they should go to ask for help. Our sales people don't go 
to them and ask ‘can I help you?’ That poor man is standing 
wondering: ‘Itna bada dukan mein mera kaun sunegaa?’ 
Another student: But the common man is used to being 
ignored! Be it ration queue, lift queues, train tickets, a bed in a 
good hospital — he has to plead to be heard. l 
J Tarun: You are very right. Here is where we come to con- 
sumer psychology. The common man is perennially in a state 
of being neglected and wanting attention. They are the first to 
be pushed aside by society. So not being attended to after pay- 
ing a big price is cause for anger. But now we have another 
unique situation. A dhobi who has Rs 3,000 to spare is more 
likely to spend it on a mobile phone than on a second-hand 
refrigerator because he would rather improve his business 
prospects and thus his standard of living. 

The question is: can the common marketer sell to the 
common man, or do we need uncommon intelligence and 
expertise? B 
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HE fundamental flaw in the line 
of thinking between Tarun and 
his students is the lumping to- 
gether of consumers into conve- 
nient groups like rich, educated, com- 
mon man and so on, as also assuming 
that a new socio-economic classifica- 
tion (SEC) has emerged. Given the geo- 
graphic, social and cultural spread of In- 
dia, a person with the same back- 
ground and profile would behave very 
differently depending on the region he 
or she belongs to. Increased levels of in- 
come and information are leading to 
differentiated consumer behaviour, 
which is background and context de- 
pendent, and not linked to SEC. 

Therefore, although the SEC classifi- 
cation is fine for media decisions, it can- 
not be used to define service delivery at 
the front line in any retail context. 

Let me share an incident at a super- 
market to illustrate this point. A cus- 
tomer service staff once rushed up to 
the supervisor and said agitatedly that a 
customer was asking for unlawful 
things. The customer, a well-heeled 
lady, was asking for casting sugar, used 
in baking. It’s popularly known as Brown 
Sugar, which also has a nefarious con- 
notation. The staff, naturally jumped to 
the wrong conclusion. In the context of 


SEC, other customers from the same 
SEC hardly ever bake at home. Similar is 
the situation faced in various mobile 
sales counters as discussed in the case, 
which is primarily driven by poor com- 
mand of a language and/or insecurities 
of an individual. 

So what is the solution? Are uncom- 
mon measures called for? Not really. 

Because, one fundamental thing in 
any service delivery situation is that it is 
an interaction between two individuals. 
The success depends on the interper- 
sonal skills and confidence of the indi- 
viduals concerned. Sounds so simple 
and easy! Yet one gets to witness various 
scenes like what Tarun gets to hear from 
his students. Why? 

Most organisations spend large 
sums of money on training their staff, in 
terms of selling, customer service, prod- 
uct knowledge, and so on. Yet, most of 
these people have no training in inter- 
personal skills 

Let us look at a situation in the case 
in a different light. The taxi driver who 
purchases the product clearly commu- 
nicates his emotional need from the 
product/service. Amruta listened and 
connected to this customer and was, 
therefore, able to recall it in a positive 
manner. Imagine a sales person who is 
not able to do this. Typically, this person 
would move into functional selling by 
highlighting the features. The taxi driver 
would have left in a huff blaming the 
company for misleading him through 
their advertisement, which shows a 
mother blessing her son. 

Some organisations manage this by 
adopting an easy route of segmenting 
customers on the 80:20 principle. Loy- 
alty programmes, premium clubs and 
high net worth services are all basically 
customer segregation. But, taking into 
account lack of commonality between 
similar SEC customers, such segmenta- 
tion often creates awkward situations. 

For example, an affluent customer 
who is self-assured does not need the 
reassurance given by an overattentive 
staff in business class, and might actu- 
ally prefer to travel undisturbed. On the 
other hand, another affluent customer 
might insist on business class because it 
adds to their self-assurance. The staff is 
trained to provide service in a particular 
manner in business class, which while 
creating a modern caste system does 
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not ensure 100 per cent satisfaction for 
all the customers. 

How does one handle this? Organi- 
sations can definitely make their staff 
aware of the possibility of using softer 
skills to resolve situations. This is being 
done in industries like airlines and ho- 
tels. But, is it practical in a retail context, 
which is mass-based? 

The context is one where the staff 
comprise not only youngsters, but those 
from economically challenged back- 
grounds. Add to this customers from 
varied backgrounds, even if from a simi- 
lar SEC, and it only compounds the con- 
fusion. There is a misconception that 
speaking English denotes smartness, 
etc. So, many a salesperson either insists 
on using English or avoiding customer 
interaction. This is in spite of training 
programmes where service, irrespective 
of the language, is emphasised. 

This not only leads to poor levels of 
customer service due to the insecurity 
of the person, but also creates an un- 
watranted upmarket imagery. The more 
confident among the staff fall into the 
trap of ‘a salesman vs a performer. They 
are often tempted to show off their 
newly- acquired knowledge of the prod- 
uct and/or language, even if the cus- 
tomer does not seek it. Customers not 
familiar with English usually end up 
avoiding any service interaction and 
leave with the feeling that the outlet has 
not lived up to their expectation. Result: 
It seems as though the organisation is 
talking down to the customer. 

Is this a perennial problem we have 
to live with till consumers mature 
enough to manage these sales persons 
better? Not really. The front-end service 
delivery should focus on solutions and 
nothing else. Organisations can ensure 
this by focusing on developing the emo- 
tional quotient of such staff. Focused 
training programmes and feedback ses- 
sions will help them realise that inter- 
personal skills are not language depen- 
dent. Asimpler solution is to implement 
mentoring of younger/new staff by 
people with better interpersonal skills. 
Fundamentally, organisations should 
start encouraging the front-end staff to 
listen well, understand completely, and 
use a lot of common sense in managing 
every interaction. But then, the cliché of 
common sense being most uncommon 
is also true. e 
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Point of 
sale EQ 


Suma Mandagiri handles the New Busi- 
ness portfolio for Kaya Skin Clinic at 
Marico Industries. Suma is also a potter 
and ceramic artist. For her, building a 
brand isa lot like shaping iton the potter's 
wheel. She can be contacted at 
suma_611@yahoo.com 






IMES have definitely changed for 

marketers. With markets rapidly 

expanding, products and ser- 

vices that were earlier the main- 
stay of the rich can now be offered to and 
can be afforded by the common man. 
This is good news for organisations. 

The only hitch seems to be that con- 
sumer profiles have expanded too. Mar- 
keters are now required to mould their 
product range as well as brand commu- 
nication to a variety of consumers. And 
brand communication does not simply 
end at advertising, but is carried right up 
to the sales counter. These counters are 
manned by hundreds of sales executives 
on whose young shoulders lie the re- 
sponsibility of interpreting the brand to 
the common man — the one with the 
limited rupees and unlimited patience. 

For now, let’s move away from the 
common man and look at the counter 
sales executive. The retail environment 
can be highly fatiguing, with 10-hour 
shifts and interactions with hundreds of 
consumers. In such a scenario, the exec- 
utives have to evolve their own strategies 


for conserving energy and enthusiasm. 
Executives are rewarded on the sales 
they close. Hence, they develop an 
intuitive feel for the most potential con- 
sumers and focus attention on them. 

In this case, ‘potential’ of the walk-in 
consumer is determined by how quickly 
he or she will grasp and be sold to the 
concept. The idea is to skim the market 
for evolved buyers and cater to them as 
they are easy to sell to. This is an equation 
created by organisations and dissemi- 
nated to executives through training 
hours, standard operating procedure 
manuals and FAQs listing. Quite com- 
monly, resources, time and attention are 
often focused on the big fish. A bit of ar- 
rogance or indifference towards the 
small fry is not uncommon either. 

One cannot expect the counter sales 
executives to have a conscience in this 
matter. The desire to service the com- 
mon man has to come from the organi- 
sation itself. In addition to playing their 
role in community upliftment and na- 
tional growth, marketers should also un- 
derstand the advantages of selling to the 
common man. Or rather, the danger in 
ignoring the common man. 

The relationship with the common 
man has value over and above the im- 
mediate economic value of the transac- 
tion involved. He/she is intrinsically 
valuable in a way that is difficult to iden- 
tify through standard accounting proce- 
dures. Consumers have to be measured 
on the basis of economic value as well as 
lifetime value. 

While economic value determines 
how the transaction affects the bottom- 
line this year, lifetime value of the con- 
sumer takes into account repeat pur- 
chases, upgradation, word-of-mouth 
advertising, referrals and potential to 
evolve to ‘elite’ customer status. 

Tarun feels that service expectations 
are different among the rich and the 
poor. We cannot delineate consumer ex- 
pectations on the basis of rich and poor. 
Rich customers are not necessarily expe- 
riencing superior service levels — ser- 
vice quality is suspect across basic as 
well as ‘uber’ luxury offerings. 

The ‘elite’ consumer is one who has 
exposure to the product, is sold to the 
concept, determined to make a pur- 
chase and has prior experience in con- 
ducting a similar transaction. It is the 
first-time purchaser who is treated like a 
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‘commoner’ — due to poor knowledge 
levels, purchase inertia and low initial in- 
vestment. It is heartening to see that dri- 
vers, dhobis and vegetable vendors are 
entering the community of the ‘well- 
connected’. Marketers have to realise 
that this community of common people 
needs special attention to aid in its 
upgradation. This would include a reas- 
suring interaction with the sales person, 
leading to a complete understanding of 
the product and howit specifically bene- 
fits him/her. 

It is, therefore, crucial for marketers 
to customise the service interaction to 
consumer needs. Instead of emphasis- 
ing 'on-the-spot' sales, organisations 
have to look at 'on-the-spot' customisa- 
tion. It is impossible to capture all kinds 
of consumer interactions in a training 
programme and create an exhaustive list 
of FAQs. Whether a CEO or a carpenter 
walks in, the executive should be trained 
to be empathetic and mould his/her be- 
haviour to execute a successful transac- 
tion. Customisation is possible only by 
empowering the counter sales person to 
interpret the brand to end-consumers. 

Counter sales people are not 
machines but human beings capable of 
acting in a holistic manner through 
continuous learning. We should not re- 
duce these dynamic human touch 
points to a state of inanimation. It is im- 
perative to see counter sales executives 
as brand interpreters. 

Unfortunately, companies today are 
reacting to service errors by adding one 
more page to their FAQs listing. 

Instead, organisations should 
demonstrate and share a brand ideology 
that puts the customer first. By setting 
the example as managers, empowering 
employees, linking incentives to cus- 
tomer empathy and celebrating individ- 
ual successes, organisations can build 
commitment and resilience among in- 
ternal consumers. 

Such robust, consumer-oriented 
organisations can build a mass of loyal 
consumers from common folk and con- 
vert them into a locked-in cadre of satis- 
fied, repeat purchasers who are con- 
stantly upgrading and unsusceptible to 
bids by rivals. For companies in for the 
long haul, it may be wise to surrepti- 
tiously develop their customer base of 
common men while competitors slug it 
out for other segments. b 
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The author is with 
CyberMedia and 

edits Living Digital. You 
can email her at 
malab@cybermedia.co.in 


Podcasts 
could 
have an 
edge over 
regular 
Internet 
audio 
because 
you dont 
have to 
wait 
around or 
search for 


broadcasts 


mala bhargav 


Adam Curry’s 
diet of downloads 











S A little girl, I remember being 
able to fall asleep only if I heard 
the comforting, familiar sounds 
of BBC World Service. It meant 
my parents were back home from 
night-outing, and all was safe and well. I lived in 
Egypt at that time and there was war and strife 
with Israel — life was a shade scary for an over- 
imaginative kid. Ever since, I’ve grown up on a 
diet of BBC radio, chasing broadcasts all over 
the short waves all the time I was home. I rem- 
ember getting agitated if I couldn't find it and 
listening to everything from farming program- 
mes to their science features, music, news, etc. 

And then radio sort of faded away. When it 
got a new lease oflife on the Internet (and satel- 
lite radio like Worldspace), I was delighted to 
find BBC there, though a packed work life pre- 
vents me from doing much about it. Then, on a 
tip off, I headed to the BBC Radio 4 website, 
bbc.co.uk/radio4, and rediscovered a wealth of 
programming for online listening. BBC has sev- 
eral channels you can listen to, streaming on 
Real Player; Radio 7, 4 and World Service being 
the general ones. On 4, there's everything from 
comedy to the Cambrian Explosion, Jean Paul 
Sartre to the future of digital music, the history 
of infinity, the neuroscience of dreaming, the 
long and short of zero, the mysteries of the gas- 
trointestinal tract, the art of indecision! 

These are good half-hour programmes spa- 
nning an amazing range of subjects. The health 
and medicine programmes are essential listen- 
ing. I've listened to a lot of these over the past 
two weeks, sometimes connecting on the way 
home from work in my car to do so. Not a bad 
way to use a long journey, on Delhi's roads at 
that. Streaming audio even works OK on a dial- 
up line. I moved a few MP3s of their public do- 
main episodes to listen to on my iPod. 

Its for this sort of use that 'Podcasting' was 
developed and it's a technology that could re- 
define the way audio content is delivered and 
listened to. Podcasting is new and still in devel- 
opment. But already a lot of people use it. The 
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'pod' of course, comes from the iPod, though it 
can be used on whatever, including PDAs or 
just your PC. Podcasting is when audio files 
(mostly in MP3 format) are made available on 
an accessible network, and a program on your 
PC checks for new files at various sites and 
(more orless automatically) downloads them. 
Basically, there's a little program called 
iPodder that searches for 'feeds' at places you 
ask it to. Any device that can exchange files with 
WMP will work with iPodder. It's like a content 
aggregator, but instead of reading the content 
on a computer screen, you listen to it on an 
iPod or iPod-like device. iPodder lets you create 
your own custom online audio content from 
many audio sources that you subscribe to on 
the Web. When you install iPodder, you'll find a 
new playlist called 'Adam Curry iPodder Test 
Channel created in the iTunes software. Adam 
Curry, being an ex-MTV VJ and partial iPodder 
developer. Any downloads you get will appear 
in your iTunes and, from there, synchronise 
with your iPod. Podcasts could have an edge 
over Internet audio because you don't have to 
wait around or search for broadcasts. They're 
automatically delivered — like an audio news- 
paper. In that sense, they could work like time 
shift for audio content. You can get help with 
how to use iPodder at ipodder.org, and find 
content directories at places like podcast.net. 
Podcasting is another of those potentially 
disruptive technologies that could change the 
way things got to be comfortable for large com- 
panies. A bit like Napster’s file sharing and the 
impact file sharing had on the music industry. 
In this case, the disruption could come from 
the fact that anyone can post blogs and their 
own radio shows online, from where it can be 
picked up via iPodder. At the moment, the con- 
tent available is explorable, but not compelling. 
There will be a lot of listen 'n throw stuff and 
limited feeds that you won't bother to down- 
load. But when better content and better bro- 
adband come along, you may just find yourself 
addicted to a diet of audio downloads. n 
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the Budget 
als really 


to your pocket. 
BY PROSENJIT DATTA 


HE change in the tax slabs is the Good. 
The taxon n withdrawing Rs 10,000 in cash is the Bad. But the 
fringe benefits tax — that's just plain Ugly. 

For the past couple of years, there had been expectations 
that the tax slabs would be rationalised, as would the various 








rebates and deductions that had proliferated over the years. 
_ The finance minister didn't disappoint on that front. He intro- 


duced fairly sweeping changes in the tax slabs and also im- 
posed some order on the rebates and deductions front (See 
‘The New Horizon). 

What do those changes mean in real terms? For one, most 
income tax assessees — including those in the high income 
tax brackets — stand to pay lower taxes. The standard deduc- 
tion allowed till last year has been abolished, but that has been 
more than compensated by the higher income limits allowed 
in each tax slab. Different people will gain differently, of 
course, with the people in the lower income slabs being the 
biggest gainers. But even those with an annualincome of Rs 15 


+ lakh or more will end up with some extra cash in their pockets. 


The income segments are also far more realistic. 

More important than the income slabs is what the finance 
minister did to the rebates and deductions. Essentially, he 
made sure that practically all the different investment instru- 
ments that qualified for either a rebate or a deduction were 
now clubbed under a single deduction limit. (In rebates, you 


| get a certain tax break on your total income tax. In the case of 


deduction, your taxable income itself is reduced by a certain 
amount.) In one stroke, that ensures that people are not 
forced to invest in half a dozen different instruments in pre- 
scribed amounts just to take advantage of each different tax 
section. Now, they are free to choose any one instrument, or 
any combination of the instruments that earlier fetched the 
rebates, up to a limit of Rs 1 lakh and get the same deduction. 
Also, the Rs 1 lakh deduction applies to everyone — including 
those with taxable incomes of over Rs 5 lakh per annum. 

The removal of discrimination between the kinds of in- 
vestment should lead to improvement in the way financial 
products are sold. “Hopefully, this measure will reduce the 
mis-selling ofinsurance products as tax saving products," says 
Devang Shah, director of Right Returns Financial Planning. — 

The good news doesn't stop there. Deductions for medical 
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insurance premium and house loan interest and principal re- 
payments continue — over and above the Rs 1 lakh limit. 

But while all those changes mean more money in your 
pocket, the new0.1 per cent tax on cash withdrawals is hard to 
fathom. Being taxed for withdrawing your own money that is 
properly taxed, accounted for, and kept in a bank for reasons 
of safety is an irrational step. Nobody has yet figured out pre- 
cisely what the finance minister meant when he said that this 
was a measure to check black money. 

_If the cash transaction tax lacks logic, the newly intro- 
duced fringe benefits tax is utterly frightening. This was hid- 
den away in the fine print of the Finance Bill — one reason 
perhaps that it didn’t attract any protests on the day the Bud- 
get was presented. Essentially, this seeks to tax those benefits 
that are not clearly attributable to either the employee or the 
employer. The finance minister's rationale was probably to 
unearth hidden perks enjoyed by employees. But the prob- 
lem is that the tax now covers everything from guesthouses 
maintained by a firm to the money paid on an employee's be- 
half in a superannuation fund. Entertainment, sales promo- 
tions, and routine travel will also come under its purview. 

Why should an employee be bothered if this tax is to be 
paid by the employer? Simple; this could just provide an in- 
centive to employers to cut down on all sorts of legitimate ex- 
penses undertaken today. Ifall the clauses are cleared, expect 
cuts in travel, educational loans or scholarships, and even on 
routine office celebrations, The silver lining is that with all the 
protests being voiced, both the cash transaction tax and the 
fringe benefits tax are likely to be modified. 

Apart from what it did on the direct taxes front, the gov- 
ernment also announced a number of steps that could logi- 
cally lead to new investment instruments in gold and debt. 
The first one is particularly important because a vast majority 
of Indians believe that gold is the ultimate investment hedge. 
Till now, you had no option but to buy gold physically if you 
wanted to invest in the metal. Once gold exchange traded 
funds are launched, you would be able to buy and sell units 
linked to gold, just like company shares or units of mutual 
funds. (For more on how it works, turn to page 92.) Some 
other initiatives could end up creating another freely tradable 
instrument — mortgage-backed debt. 

Allin all, the Budget is a mix of a number of sensible steps 
and two extremely irrational ones. In the following pages, you 
will find how the financial fortunes of three families would 
change as a result of this Budget. Rohit Sarin, partner at pri- 
vate wealth management firm Client Associates, and Sudhir 
Malik, chartered accountant, have put together the financial 
and tax plan for these families. ES 
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“We are thrilled with this Budget as there is a 
greater incentive to save according to our choice. It's also a 
relief to know that we don't have to cut down on expenses." 





"t C $ oe 
Varii i ST 
Wi de iib ie 


Jayant, 26, is a software analyst. His wife Priyanka, 26, is 


marketing manager with an IT services company | NAMAS BHOJANI 
Family financials 

Annual income Rs 10 lakh perannum — 

Lifetsyle expenses Rs 6.5 lakh per annum 

Existing loan Rs 2 lakh of educational loan 


@ Rs 20,000 in National Savings Certificates 
€ Insurance cover of Rs 1 lakh for Priyanka 
e Mediclaim policy of Rs1 lakh for Priyanka 


Financial goals 


@ Buy Maruti Zen worth Rs 2 lakh soon 
€ Buy a house worth Rs 15 lakh after 2-3 years 
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Compiled by RACHNA MONGA. Financial advice by ROHIT 
SARIN of Client Associates and SUDHIR MALIK, CA 
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OR this newly-married couple, Chidambarams budget is 
F like manna from heaven. They will save around Rs 20,000 

a year in taxes. That's quite a lot for these two, who are lay- 
ing the foundation of their dream home. 


Also, they hardly have anything stashed away. The new, : 
| lakh each. This would cost them up to Rs 12,000 a year. They 
big incentive for them to save now. It will allow them to save | 
more in instruments that suit their risk profile. The decision to | 


consolidated limit on tax saving instruments at Rs 100,000 is a 


continue with the tax break for educational loans will help 


Jayant keep his loan liabilities under control —heisstillrepay- | 


ing the loan he took up to fund his MBA from ITM Lucknow. 
There's just one thing in the Budget they don't agree on. “I 





| 
| 
| 
| 
| 
| 


costlier,” says Jayant. But his wife fully agrees with the finance —_ 


minister. “I wish the surcharge was at 100 per cent,” she says.  — 
The Pawanias’ planning horizon has just been extended. — 
And that's where a financial plan comes. Here's their plan. 
The present: Jayant and Priyanka are ata stage where their 
saving potential would be limited — their expenses are higher, 
since they are setting up their home. 
Their profit-and- loss account clearly shows that their E 





biggest outgo is for lifetstyle expenses, which accountfor67 —. 
per cent of their income. This is followed by taxes, while sav- ^. 
ings account for just 17 per cent, which includes contractual — v 
savings of Rs 50,000 per annum. Thanks to the rationalisation = 


of the tax structure, they would now be able to increase their 


saving potential by Rs 23,000. T: hey could; alsoincreasetaxsav- - 2 


ings if they use the full limit of Rs 100,000 allowed under the 
new Section 80C ofthe Income Tax Act. | 

Way to the future: The Pawanias should soon start plan- 
ning for life goals like a fir 
ing they would like to maintain their lifestyle after retirement 
— between ages 60 and, say, 80 — they would need to work on 
one of the following options. The first option: to maintain their 
lifestyle after retirement, the inflated value of the corpus they 





need today is Rs 30 lakh. Forty per cent of this should be in- | 


vested in equity and 60 per cent in debt over the next 35 years 
— that is, till they retire. The second option: start investing Rs 
2.90 lakh a year in a portfolio with a similar allocation. - 

Since their current investments are only Rs 20,000, the first 
option won't be feasible. So, they would need to consider the 
second option. Within the second option, since they are al- 
ready saving Rs 50,000 a year contractually, they need save an- 
other Rs 20,000 a month to meet their milestone. 

On buying a car, lets assume that they would plan to pro- 


vide 20 per cent of the estimated cost of Rs 2 lakh, orRs40,000,. . : a | 
in cash. So the equated monthly investment (EMI) wouldwork ^ = 


out to Rs 5,088 for a 3-year loan. They could, of course, decrease 
this monthly outgo if they manage to get a 5-year loan. | 
Again, for the goal of buying a Rs 15-lakh house in the next 


| 2-3 years, it has been assumed that they would pay a margin 


money of Rs 3.5 lakh (20 per cent of the loan) and an EMI of Rs 
16,590. So they will have to save another Rs 1.2 lakh every year 
over the next three years. However, the loan will help them cut 


| their tax outgo by Rs 51,000 at the most. 


As for life cover, they could take up term insurance of Rs 25 


should increase this cover if and when they increase their car 
and home loan liabilities. 

Recommendations: To reach their goals, Jayant and 
Priyanka will have to save Rs 3.9 lakh more every year for the 


| next 3 years. After buying the car and the home, they would 
| have to save Rs 5.62 lakh a year. All this leaves them with three 
will have to cut down my smoking, as cigarettes may become | 


options: cut expenses, increase income, or revisit their goals. Wi 
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“A small cut in the prices of tea or LPG wouldn’t 
reduce our living expenses massively, but the service tax on 
apartments and the transaction tax would take away more.” 






Pr. adeep, 40, is a senior marketing manager. Jolly, 35, is TRIBHUWAN SHARMA 
a housemaker. Their kids, Pranjale Raina, are studying 


Family financials 


Annual income Rs 5.6 lakh per annum 
Lifetsyle expenses Rs 3.5 lakh per annum 
Existing loan Nil 


Current investments & insurance 


e Rs 15,000 in National Savings Certificates 
e Insurance cover of Rs1 1.5 lakh for Pradeep 
e Mediclaim policy for the whole family 


Financial goals 


e Buy a house worth Rs 20 lakh within a year 
e Build a corpus for higher education of son 


BUSINESSWORLD 14 MARCH 2005 





— will soon have million-dollar smiles on their faces,” 

says Pradeep Grover. When he got to know that the tax- 
man would take Rs 35,000 less from his pocket, the first thing 
he planned for was to buy Playstation, a game console worth 
Rs 10,000 that has been on the top of his kids’ wish list. 

On a more serious note, he thinks the Budget, after long, 
has been truly taxpayer-friendly When BWhad spoken to him 
before the Budget, he had said: "The Budget has lost meaning 
for common people like us. The only thing I can recall about 
the past few years' Budgets is the rise in prices of LPG and 
petrol." His opinion has changed now. His next plan: to buy a 
pension policy to fully utilise the Rs 1 lakh limit on savings. 


M Y sons — the 10-year-old Pranjal and 5-year-old Raina 


But as a marketing professional who tours almost 15daysa | 


month and manages a sales team, Pradeep is not happy. "It 


may be a good move for a family, as it may curtail impulsive | 





| 
| 
| 
| 
| 
| 
| 
| 
| 
| 
| 


spending. But for an employer, it's totally absurd," he says. 
However, wife Jolly is thrilled. "Though I know that soli- 


taires will be little more expensive now, and I will have to put. . 


aside a little more to afford it, but I'm relieved that the prices of 
consumption items haven't increased,” she says laughingly. 
The present: Pradeep is at a life stage where he should start 


having a decent saving potential. First, his income would start .. | ut 
arsofworkexpe- = ` 
rience behind him. Second, his expenses shouldn't be peak- 


growing now since he already has about 15 years 


ing, as the only tangible asset he has to acquire yet is a house. - 


This gets reflected in Pradeeps P&L, which shows thatheis |. 0 
already saving about 32 per cent of his income. Thanks tothe . ^. 
taxpayer-friendly provisions, the Pradeepstaxbillhascome = 
down to only6 per cent ofhisincome.Withalargechunkofhis ^. > 
income being available for investments, it's time for him to CS 


start planning for his lifes goals. - 


Way to the future: One of the important goals at this stage | 
ofhis life isto secure his retirement. Since heis aged 40 now, it's . 


the right time for doing so. Assuming that he would like to 
maintain his current lifestyle after retirement at age 60, he 
would need to take one of the following routes. One, have a 
corpus of Rs 18 lakh invested todayi in a portfolio with an asset 
allocation of 35 per cent equity and 65 per cent debt for the 


next 20 years. Two, start investing Rs 15, 000amonthagainina ` 


portfolio with a similar asset allocation. 

Among the other goals of providing the best higher educa- 
tion for their sons, the family may like to create a corpus of Rs3 
lakh over the next 6 years. The inflation-adjusted value of Rs 3 
lakh after 6 years would be Rs 4.02 lakh, for which he would 
need to have either of the following: investing Rs 2.42 lakh ina 
portfolio with an asset allocation of 35 per cent equity and 65 
per cent debt for the next 6 years, or investing at Rs 32,000 per 
annum ina portfolio with a similar asset allocation. 


For buying a house worth Rs 20 lakh within year, he hasto to 
take a loan. For this, he would have to create savings of Rs4- 


lakh for the margin money of the loan, and plan for an addi- 


| tional outflow of Rs 15,290 for the EMI ofa Rs 16-lakh housing 


loan (over 15 years, assuming 8 per cent interest rate). 


The tax benefits on the housing loan would help the - 


Grovers reduce their tax outgo by a maximum of Rs 51,000. 
Since Pradeep is the only earning member in a family of 
six, he needs a life cover of Rs 50 lakh. Since he already has a 
cover of Rs 11.50 lakh, he would need to take up cover worth 
another Rs 40 lakh, which would cost him another Rs 1,500 a 
month for the next 20 years. In case his parents arent covered 
by the medical insurance provided by his employers, he 
should consider taking a health insurance for them, too. 
Recommendations: The Grovers need to start planning 
for life beyond Pradeeps retirement. To achieve his goals, 
Pradeep needs to save another Rs 4 lakh lumpsum and start 
saving another Rs 18,000 a month afterhebuysthehome. W 
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“We are happy that the Budget leaves more 


money in our hands. Hopefully, we will not have to think twice 
before indulging in any big spending or making investments.” 


| 
E um 


Family financials 
Annualincome Rs 4.25 lakh per annum _ 
Lifetsyle expenses _ Rs 3 lakh per annum 
Existing loan Nil 


Current investments & insurance 





@ Rs 20,000 in National Savings Certificates 
€ Insurance cover of Rs 1.50 lakh for C.G. Raghavan, 
Rs 30,000 for Ranjani 


Financial goals 
€ Buy a house worth about Rs 20 lakh in 5-6 years 
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C.G. Raghavan, 54, and his wife Ranjani, 45, work 
in banks. They have two daughters, Ramya & Roshini 





finance 


R.A. CHANDROO 


nce 








sheet of C.G. Raghavan 


B 304, 120 . 
| 85444 — 





HERE was a joyous mood at the Raghavan household | 
T when they were told that the Budget would save them a 

. cool Rs 35,000. The first reaction of C.G. Raghavan was: 
“Thank god, my wife wont drive me nuts now. She can drive 
her own car.” His wife, Ranjani, feels relieved too — she no 
longer has to invest for the sake of taxes alone. “We can now 
think of spending or splurging on ourselves too.” 

Well, till now the Raghavans have been pretty conservative 
in investing. After losing money in mutual funds during the 
boom of 1994-95, they have stayed away from anything that 
has to do with the stockmarkets. Their savings are largely 
parked in public provident fund (PPF), national saving certifi- 
cates (NSCs) and infrastructure bonds. But now, they realise 
that the interest on NSCs is also taxed and that withdrawals 
from PPF may be taxable in the future. “Since now there will be 
a greater incentive to invest in mutual funds, we are ready to 








bear some amount of risk,” says Ranjani. Given that Raghavan — — 
is near retirement and has two teenage daughters, this i ishow ..— 
he should plan for the future. | 

The present: The Raghavans are at a life stage where their 


saving potential should be peaking. That's because they arein — 


the last leg of their careers and the fact that their expenses 
should be going down given that they have passed their asset 
accumulation phase. | | 

This is manifested in the break-up of their P&L account, 
which clearly shows that their lifestyle expenses account for 
57 per cent of their income, which is much lower a share than 
those of the other two families we have looked at. Further, ° 
thanks to the Budget, their tax bill has come down to only 4 per 
cent of their income! This will help them save up to 39 per cent 
of their income. 

Way to the future: The most important goal for the Ragha- 
vans at this stage of their life is to secure their retirement. 
When Raghavan retires in another 6 years, his pension and 
Ranjani’s salary would take care of their lifestyle expenses. 
However, once Ranjani too retires — 15 years from now — 
then their added pensions would be short of their desired 
lifestyle expenses by Rs 8,000 a month. | 

They would need to take either of the following routes: 
have a corpus of Rs 11.51 lakh invested in a portfolio that has 
25 per cent in equity and 75 per cent in debt over the next 15 
years, or start investing Rs 10,000 a month again in a portfolio 
with a similar asset allocation over the next 15 years. This asset 
allocation has been assumed as their current life stage allows 
them to take lesser risk. | 

Since their current savings of Rs 5.5 lakh in PPF would 
partly offset the corpus needed today, the Raghavans need to 
start saving another Rs 5,500 per month over the next 15 years. 

Among the other goal of buying a car, we assume that the 
Raghavans would be taking a loan and provide 20 per cent of 
the estimated cost of Rs 3 lakh as margin money. Thus they 
would need to pay an EMI of Rs 4,982 for a 5-year loan avail- 
able taken atan interest of 9 per cent. 

For buying a house worth Rs 20 lakh in Chennai, they — 
would need to save another Rs 4 lakh to pay for the margin 
amount. They would also have to plan to provide to save an 
additional Rs 15,290 towards the EMI for a 15-year home loan 
of Rs 16 lakh (interest rate of 8 per cent). | 

At Raghavans age, the cost of insurance would be high. So 
Ranjani should take a life cover of Rs 15 lakh over the next 15 
years. This would cost the Raghavans another Rs 10,000 per - 
year. They should increase this cover if their loan liabilities rise. 

Recommendations: Although the Raghavans would have 
to start planning for their retirement soon and their current 
savings potential helps them to do so. So they will need to save 
another Rs 60,000 as lumpsum savings and save another Rs 
16,500 a month after they buy the car and the home. Li 


BUSINESSWORLD 91 14 MARCH 2005 

















E HIS Budget, the finance minister allowed an investment 
-instrument for the first time in India — exchange traded 
funds in gold. Till now, exchange traded funds (ETFs) the 
world over have been focusing mostly on indices. They 
are ‘passive’ funds that track index values and allow the in- 
vestor to buy and sell its units like the shares ofa company. But 
there are significant differences, too, from company shares. 
Three asset management companies already offer index- 
based ETFs in India. UTI Mutual Fund's Sunder tracks the S&P 
CNX Nifty, as does Benchmark Mutual Fund's BeES, whereas 
Prudential ICICI's SPICE tracks the BSE Sensex. The value of 
one unit of SPICE is equal to a hundredth of the value of the 
Sensex that day, while that of a unit of Sunder or BeES is equal 
to a tenth ofthe Nifty's value. The units are delivered to the in- 
vestor's demat account on a T42 settlement cycle like any 
other share. ETF units, unlike regular (Una funds, aretraded 
real-time within the market hours. 
The gold ETF would work in a similar way, except that it 
would base its value on that of the yellow metal. Benchmark, 


How a gold 
ETF works 


Authorised 


ETF = exchange traded fund 














Source: Benchmark MF 


Personz 


Exchange traded funds will 
bring a new dimension to 


investing in the yellow metal. 
By Rajan Mehta 





for one, plans to launch the Gold BeES. If approved, it would be 
listed on the NSE. One Gold BeES unit would represent roughly 
one gram of gold (worth around Rs 600 now). By buying a unit 
from the exchange, the investor would be able to replicate ex- 
posure in one gram of gold. Other asset managers may give a 
different denomination to their gold ETFs and may list them 
on a different exchange. The investor would be able to trade in 
such units real-time at any terminal of the exchange. While 
buying he would have to pay the broker the unit value accord- 
ing to a contract note, and possibly a broking margin too. 

It must be noted that gold ] ETFs are different from gold fu- 
tures in certain ways. For one, gold futures trade in lots of 1 kg 
(worth around Rs 6 lakh) and represent a leveraged exposure, 
while gold ETFs aren't leveraged and can have smaller denom- 
inations. In gold futures, the buyer will haveto take deliveryon 
expiry ofthe contract (and book a profit or à loss), or roll it over. 
This makes gold futures more appropriate for speculators and 
hedgers. On the other hand, gold ETFs, which are linked to the 
price of physical gold, are more suited for investors and savers 
who want to buy gold for investment or own use. 

Though gold ETFs are new to India, the instrument has ex- 
isted inother parts ofthe world for a while now. TheWorld Gold 
Councilformed the Gold Bullion Company in Australia in Sep- 
tember 2002. The company launched the first gold ETE called 
‘Gold’, which started trading on the Australian Stock Exchange 
in March 2003. It was later listed on the London Stock Ex- 
change in December 2003. During trading hours, market mak- 

ers absorb the demand and supply by creat- 
ing or redeeming units from the issuing 
entity. And, at any given time, all the units are . 
backed by physical gold. Currently, the ‘Gold’ 
ETF is worth over 51 tonnes of gold, valued at 
$729 million. One of the listed units repre- 


Gold ETF sents a tenth ofa troyounce of gold. 


ii In November 2004, US-based asset man- 

ager State Street launched Street Tracks, the 

Stock units of which are now worth over $2 billion 
Exchange in all. The newest gold ETE too, was 


launched in the US — by Barclays Global In- 
vestor in January 2005. 

The instrument is a big boon for India, 
which is one of the largest gold consuming 
countries. There are added advantages: the 
ETF investor would not have to worry about 
the purity, pricing or security of gold. a 

The author is director, Benchmark Mu- 
tual Funds, which manages only ETFs 


Gold ETF 
units 
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7 (This.is only an advertisement for information purposes and not a Red Herring Prospectus announcement) e 


punjab national bank 


‘Head Office : 7, Bhikhaiji Cama Place, New Delhi 440 066, India. 
Tel : (91 11) 2610 2303; Fax : (91 11) 2610 8741; E-mail: fpo@pnb.co.in; Website: www.pnbindia.com 





(Constituted under the Banking Companies (Acquisition and transfer of Undertakings) Act, 1970 as Punjab National Bank on July 19, 1969. On April 13, 1987, 


the Head Office of our Bank was changed from 5, Sansad Marg, New Delhi 110 001 to 7, Bhikhaiji Cama Place, New Delhi 110 066) | 





Public | Issue of upto 80, 000, .000 Equity Shares of Rs. 10- each: for cash at a price | 
of Rs. [*] per equity share aggregating Rs. [*] million by Punjab National Bank. 
The Issue Comprises a Net Issue to the public of up to 64,000,000 Equit; 

Rs. 10/- each. A reservation for Employees of up to 8, 000, 000 Equity Shares of 








Rs. 10/- each and a reservation for Existing Shareholders of up to 8,000,000 — l 


_ Shares of Rs. 10/- each, at the Issue Price. 


BID/ SSU =a X 


The Issue is being made through the 100% Book Building press wherein up to 5 50% of the Net issue to the | public shall be allocated ona 
discretionary basis to Qualified Institutional Buyers. Further, notless than 15% of the Net Issue to the public shall be available for allocation on 
a proportionate basis to Non-institutional Bidders and not. less than 3596 of the Net Issue to the public shall be available for allocation on a 
proportionate basis to Retail Individual Bidders, subject to valid Bids being received at or above the Issue Price. 





Shares of | 





(THE PRICE BAND, THE MINIMUM NUMBER OF EQUITY SHARES FOR WHICH BIDS CAN BE | 


MADE BY BIDDERS AND THE MULTIPLES OF EQUITY SHARES IN WHICH BIDS CAN BE 




















The Issue Price is I times of the face value at the lower end of the Price Bandand 


[*] times of the face value at the higher end of the Price Band. 





The Promoter : The President of India, acting through Ministry of Finance, Govt. of India 


Listing : The Equity Shares offered through this Red Herring Prospectus are proposed to be listed on the National Stock 


PX S of maa Limited and he Stock EN aae: Mumbai. 


mem metit AMA MENTA HH Hee rera ETE AERATION Hr EHE ar er wai et tnt meena 


Book Running Lead Managers ("BRLMs"). F 7 l | Registrar to the Issue | Advisor to the Issue 





PA ica investment Banking | PANINI A 


MCS Limited —— 





e ICICI Securities [^51 Merrill Lynch Il m 





ICICI SECURITIES LIMITED — — | OSP Merit iyach Limited | NNNM JM MORGAN STANLEY |NottbMahindra Caphal — | MCS timit 

ICICI Centre, | | Matalal Contre, 10th floor, creo Consultants — | ju Morgan Stanley Private Limited ben S Hue Sri Padmavati Bhavan 

HT. Parekh Marg, Churchgate Nariman Point, 801) 802, Dalarnal Towers, 141, Maker Chambers ill, Nariman POI] oso kie Paint, Plot No. G4, Road No. 15, — 18 

Mumba 400 020, india | Mumbai 400 021, india Nariman Point, Mumbai, Mumbai, india 400 021 Mura 400.021, ida | MIDC Area, Andheri (Easy | PB GATS UTD 

Tei. : (81 22) 2288 2460 Tel. : (9 22) 2262 1071 india 400 021 Tel. : (81 22) 1600 22 0004/5633 3030 | Te; (91 22) 56341100 | amar - d 5, Sangad Marg 

Fax : ($1 22) 2282 6580 ; 187 Tel. : (91 22) 5638 1800 ce ib Mümbai - 400.083 > Fg. 

ex: (91 22) 2282 Fax: (91 22) 2262 1187 Fax. : (91 22) 5630 1694 Fax. (01 22) 2284 0492 Hew Delhi 110.001 

E-mail : pab_fpe@isecitd i: Fax: (94 22) 24 8824 Fenat : tei: (81 22) 2820 1785 ew Delli 1 | 
i: pab fpoqpisscitd. com cmai; pab fpogimit.com E-mail : pnb po@enarn.com E-mail. prbtpag@immorganstaniey.com | E-mail: pnb fpodgkotak com l A E 

Wehsite ; www.isecontine com Website wwwüspmicnm — | website wawsnam com Website : www.immorganstanley.com [Website - wwwkotzkcom — 1 Fax 4 22) 2820 1783 Yel: (G3 22) 2332 8788. - 


MADE SHALL BE ADVERTISED AT LEAST ONE DAY PRIOR TO THE BID OPENING PATE j 





Contact Person : Saurabh Viayvergia | Contact Person ; Neha Taparia | Contact Person : Vasan Paula] | Contact Person ; Deapak Thakwani je Person ; Ashish Kapur | E-snail : pnbfpo@mesind om) Fax: (9122) 2332 5763 





Compliance Officer : Ms. Malathi Mohan, Share Department, 5, Sansad YES New Delhi 110 001. Tel. :(91 11) 2332 3657; 
Fax : (9111) 2371 1663; E-mail: hosd@pnb.co.in 

Investors can contact the Compliance Officer in case of any pre-Issue or post-Issue related problem such as non-receipt of letters of 
allotment, credit ofal a llotted shares i in the respective beneficiary account, refu nd orders, etc. 





| AVAILABILITY OF APPLICATION FORMS: | Punjab National Bank, Book Running Lead Managers and Syndicate Members | 





AVAILABILITY OF RED HERRING PROSPECTUS 
Investors are advised to refer to the Red Herring Prospectus, and the risk factors contained therein, before applying in the 
issue. Full copy of the Red Herring Prospectus is available at www.sebi.gov.in and website of BRLMs as mentioned above. 
issued by Directors ofthe Bank. 
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Let fear prevail 





T PRESENT, investors are in 
two minds. On the one hand, 
they are anchored to the past 
high index of 6,700 and feel it 
will be difficult to breach that 
point. On the other, we have 
constant news of foreign institutional 
investors (FIIs) pouring money into the 
markets. In the first two months of this 
calendar year, they have made net in- 
vestments of around Rs 8,800 crore. 
There is too much money chasing the 
stocks, just like it did during the IT rally 
in 2000. Still, it is different 
this time around. 

There is an overall rally 
in stocks. The corporate 
performance for all sectors 
is improving. We are bene- 
fitting from the liberalisa- | 
tion. It would be wrong to | 
say this is a bubble, and 
that it will soon burst. The 
stock prices don't go in tan- 
dem with the good news 
because people can over- 
react and there may be 
pricing anomalies. That is 
why we see so much of vol- 
atility, which eventually 
corrects the anomalies. 
Markets go up on respon- 
siveness — and go down 
the same way too. This is 
how they pull between 
bouts of greed and fear. 

Currently, there is fear 





MARKET SENTIMENTS 


NEERAJ TIWARI 
å 












Frustration leads 
to irrational 
behaviour 


in the markets. Investors are afraid to 
invest, thinking that the markets are 
high. The markets keep going up. In fact, 
many investors sell at highs, thinking 
that they will buy again when the mar- 
kets fall. But markets don't give any 
such opportunity. There is huge volatil- 
ity and on certain days, the Sensex 
moves down by over 100 points. How- 
ever, investors fail to take advantage of 
this fall or re-enter the markets. Loss 
aversion is at play, leading to decision 
paralysis among investors. 

I, for one, did not attach any impor- 
tance to the Budget this year, especially 
because finance minister P. Chidam- 
baram had already mentioned in his last 
Budget just nine months back that he 
was laying the roadmap of where he 
wanted to go. He has mentioned that 
in the ensuing Budget, he would give 
more clarity to his vision. The way the 
markets have behaved after the Budget, 
and the friendly market policies of the 
present government are testimony to 
the vibrant capital markets. 


Making of a bubble 


Investment sentiment in a hypothetical 
market situation 
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Greed dominates. l 
Markets rise sharply ——Le 


by greed 


WE ARE HERE 


e—- Fear is dominant accompanied 


» with high volatility in markets 


TIME 
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This bubble is 
for real. 


Fear is replaced 


f 
e- Investors feel they are 
od aba: missing opportunities 


The present state of the markets is 
healthy. The problem arises when we 
see greed in the markets. When there is 
greed, there is a strong likelihood of a 
scramble for stocks. Each one is trying to 
buy faster than his neighbour, and 
become a portfolio manager in his own 
circle of influence. You only hear about 
how different people have made huge 
money in the stock markets. 

Then, there are companies that 
change names to be in tune with the 
favourite sectors of the markets. Re- 
member the dotcom mania? There 
would be a beeline of corporates to en- 
ter the capital markets and raise fresh 
money. There is no such greed prevalent 
now, and hence the chances of markets 
sliding down like a pack of cards are very 
low. As long as fear dominates the mar- 
kets, one should not worry. 

The only notable reason for the mar- 
kets to go down drastically would be 
the state of our fiscal deficit. But we 
all have been living with it for so long 
that we have stopped attaching too 
much significance to it. 
The markets work on senti- 
ments and, at present, the 
sentiment is bullish, with 
the economy growing at 
seven per cent. 

The corporate results 
are good and there is a 
massive capital inflow in to 
the country. The most 
important factor for the 
bullish conditions to pre- 
vail is that stocks, as an as- 
set class, consitute the 
most tax-friendly option. 
Over a period, they would 
find a place in every invest- 
ing Indian's portfolio. E 


The author is chairman 

of Parag Parikh Financial 

Advisory Services. Send 

é your queries to pf@ 
bworldmail.com. 


T With Corp PowerCheq, 
my business now 
moves at the 


Replace cash speed of thought.99 


with convenience. 


Convenience 


International Debit-cum-ATM card 


CorpConvenience, International E Powe aA by [$4 c 


Debit-cum-ATM card, is specially Multi-city Cheque 

made for those on the move. 

Now you have access to: 

* 796 CorpBank ATMs across 
the country 

* 8.5 lakh ATMs with v/sA logo 
worldwide 

*13 million merchant 
establishments worldwide 


Also avail free personal accident 
insurance cover with this card. 


Conditions apply 


Corporation Bank presents — 
Corp PowerCheq, Multi-city cheque § 
payable at par. : 


* Clears your outstation cheques at 
the speed of local cheques : 


* Available at over 360 branches 
in 132 centres under Core Banking 
Solutions across the country 


For more details, 


contact your nearest branch. For more details, 


contact your nearest branch. 
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For those who have made business their religion. 
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Businessworld Selected Case Studies is a compilation of the best published in Businessworld 
over the last five years. Log on to www.businessworldindia.com for more information and 
to ‘boas youri order for ony Rs-44/- Rs. 125/-. 
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forward to help fixed 

deposit-holders of Mo- 
repen Laboratories who had 
been waiting to recover 
their dues. A case for liqui- 
dation had been filed in the 
Shimla High Court after 
Morepen failed to make re- 
payments as per orders of 
the Company Law Board. 

To supplement the cause, Bajaj Cap- 
ital is filing the application for liquida- 
tion on behalf of investors — even those 
who had not invested through it— and 
will also bear the legal cost. 

However, Morepen' executive di- 
rector, Dr PS. Pritam Singh, claims the 
firm has been making payments over 
the last 18 months to senior citizens and 


B AJAJ Capital has come 





MOREDEN 


in certain emergency Cases. 
“But we haven't been able to 
pay all investors as the com- 
pany's funds are attached 
under the court order.” 

So investors have to take 
a copy of all communication 
with the company, and a 
copy of the fixed deposit cer- 
tificate to the nearest branch 
of Bajaj Capital. Will the investors finally 
get their due? Well, given the way the liq- 
uidation process works, it could take 
ages. “We hope that it will at least put 
pressure on the company,” says a Bajaj 
Capital official. 

Meanwhile, the company has filed 
for another scheme of compromise in 
the Shimla High Court. * 
RACHNA MONGA 





Towards a broadband plan: 


COMPANY BROADBAND MONTHLY | INSTALLATION 
| | TARIFF 
| | (in, Rs) 


SERVICE 








SERVICES 
CHARGES OFFERED 
(in, Rs) | 


egi aoi S o titm Rid ilt Qe po GM tbe MUR SN 


 Hathway Liteway (16B) 5€ 00° ery A. 
*yet to start operations; **Tata Indicom Broadband (250 MB) ^ - video Seite 


kN: k Reia anc S'N Hire 

T’S been touted as the next big offer- 
| ing in telecom: broadband. There has 
been a series of launches by broad- 
band service providers. But while bro- 
adband is expected to make life simpler, 
the problem begins with the search for 
an operator. What service do you opt for 
and at what price? What all does it offer? 
Are there hidden costs? How easy will it 

be to change an operator? 

Yes, zeroing in on a broadband con- 
nection can be as cumbersome as choo- 
sing a mobile service plan. But for now, 
the operators are offering plain-vanilla 
voice and Internet connectivity in their 









Still on t riai 
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broadband package. The average 
monthly bill for a 256 kbps connection 
works out to Rs 500, though Airtel is of- 
fering it at Rs 349 and state-owned 
MTNL at Rs 399. The installation char- 
ges are at a flat Rs 500. Expect operators 
to lower the rates in the next few weeks. 
Meanwhile, BSNL has started regis- 
tering subscribers. It has 1.5 lakh regis- 
trations, of which only 9,000 subscri- 
bers are operational. Reliance, as of 
now, is catering only to enterprise cus- 
tomers, and trial runs are on in Mumbai 
and Delhi. Sl 
ANUP JAYARAM 
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Stock and mutual fund investors 
needn’t stand in long queues 

to get their unique identification 
number (UIN). The deadline 

for obtaining it has been extended 
from 31 March to 31 December 
2005. 

For the uninitiated, market 
regulator Sebi plans to prepare a 
database of market intermediaries 
and investors who invest more 
than Rs 1 lakh in shares or mutual 
funds. At a fee of Rs 300, 
intermediaries and investors need 
to provide their fingerprints at the 
points of service designated by 
NSDL. Given the limited number of 
point of service centres, the 
extension of deadline comes as a 
breather for the investing 
community. 

With such a comprehensive 
database, Sebi believes that it will 
be able to track the flow of money 
in case of fraud or any other 
eventuality. The Sebi notice also 
states that a committee has been 
formed to look into the coverage 
of Mapin. Thus, there is a chance 
that investors may get an 
exemption from obtaining the UIN. 
So, wait and watch before you 
dish out the Rs 300. 


TELE-MARKETERS ON A LEASH? 
If a public interest litigation filed 
against major banks and telecom 
companies comes through, the 
nuisance of unsolicited calls for 
credit cards could come to an end. 
In the first week of February, 
a customer filed a public interest 
litigation in the Supreme Court 
requesting it to direct the mobile 
phone companies and banks 
to control and stop making any 
unsolicited calls to consumers. 
The notices were reportedly 
sent to some of the big 
telecom players such as Reliance, 
Hutch, Airtel and major private 
sector banks like ICICI, 
HDFC, Standard Chartered 
and HSBC. 
The banks are not willing to 


whole industry to follow a certain 
code of conduct in this respect." W 
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HE FINANCE minister seemed really sur- 
prised when the somnolent House erupted in 
protest on his announcing the tax on with- 
drawals of cash from banks. The irate mem- 
bers struck him as dumb and obstinate; “they 
don't understand,” he kept saying, and asking them to lis- 
ten to him. Unfortunately, he failed to carry conviction 
with anyone, whether in Parliament or in the media. The 
tiny tax on withdrawals was an issue on which he has got 
extensive and uniformly hostile reception; and none of 
his talk of audit trail and such abracadabra seemed to 
convert people. 

He must be thinking that this country is full of black 
moneybags. He could understand that members of Par- 
liament should be upset at a 
measure to curb black money. 
After all, on their own admis- 
sion to the Election Commis- 
sion, so many of them have be- 
come multi-millionaires after 
having started from scratch. 
In elections, black money flows 
like water; it is the universal 
lubricant of Indian politics. 
So he might shake his head at 
the MPs' contrariness, but 
hewould probably find it natu- 
ral and comprehensible. He 
would, however, see no reason 
to succumb to it. 

But journalists do not usu- 
ally handle bags of cash. Their 
tax is deducted at source by 
employers whether they like it 
ornot; and they fall well within the ambit of the one-in-six 
trap. They withdraw much of their salary on the first day of 
the month, and would not mind leaving an audit trail for 
the finance ministry's sleuths, whatever that might mean. 
But even they could not see his point. 

The Budget is made by half a dozen senior bureaucrats 
presided over by the finance minister. The real question is, 
how did such a crackpot idea pass by them? Did none of 
them say that trailing black money would be a lot easier if 
the victim did not know that his cash withdrawal was be- 
ing investigated? Did none of them point out how easy it 
would be to evade surveillance — all one has to do is to 
withdraw Rs 9,999 a day? Did none of them think of how 
many wrong fish would be caught in the net — for in- 
stance, businesses which have to pay their workers in 
cash? The finance minister is advised by the more power- 
ful group of economists in the history of the ministry; but 
none of them could rightly work out the cost-benefit ratio 
ofthis measure. And the cost is being paid entirely by their 








Consult the public on so many 
tax proposals that it would never 
be able to guess which ones 
would be implemented 





minister. Brazen it out he may, but it is doing no good to 
his image. 

If the finance minister had polled a hundred honest 
bank account holders, they would have overwhelmingly 
rejected his idea, and told him why. A suggestion arises, 
therefore, that the process of consultation that precedes 
each Budget has something missing. The finance minis- 
ter sits and patiently listens to farmers, workers, econo- 
mists, industrialists and other carefully selected luminar- 
ies; but he never really consults them: he never tries outan 
idea on them. His ministry receives and works through so 
many memoranda from chambers of commerce and in- 
dustry; but no one outside a small group sees these mem- 
oranda, let alone discuss the merits of their proposals. 

Compare this monarchical 
process, in which his subjects 
humbly petition the finance 
minister to tax this or subsidise 
that, with the process of con- 
sultation followed by modern 
regulators. Before they make 
policy, they float consultation 
papers, hold debates, and call 
concerned people to give their 
reactions. Thus, when they 
actually make policy, they 
would have already had the 
benefit of the widest critique. 

But how can the finance 
minister disclose his tax pro- 
posals and invite responses? 
He would surely be accused of 
indecent disclosure; he may 
even have to resign his job. For 
tax changes are matters on whose advance knowledge 
punters can make millions. Just look at the trouble the 
Prime Minister has got into for telling his party leader 
what promises of hers the government was going to keep. 

The way around this problem of disclosure is to throw 
open for consultation many more proposals than could 
conceivably be accommodated in the Budget. The public 
can be confused by having before it so many proposals 
that it would never know which of them would be embod- 
ied in the Budget. The process should be something like 
an examination consisting of multiple-choice questions: 
while all the right answers are given, they are buried in a 
sea of wrong answers. 

An even better way would be to attain a perfect tax 
structure that does not need to be changed. If people 
cease to expect tax changes, they will cease to be inter- 
ested in leaks. The finance minister has certainly 
advanced some way towards such a tax structure; one 
only wishes he would go faster. ^ 
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It's a small premium to pay, you'll agree, to safeguard 
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Kochi, the new port of call for IT/ITES. 





SBC, the plug & play incubator facility at Infopark 


NASSCOM study on "Choosing a location for offshore operations in India”. 


Kochi is attractive in terms of geographic location, climate and access. Its stron 
geograp g 

points include 100% literacy, presence of over 25 colleges, abundant real estate, 15 

Gbps bandwidth support, lower power tariffs, lowest attrition rates and the Infopark. 


Infopark - a factfile: * 240 acres/17 lakh sq.ft. of built-up area planned ‘ 1.2 lakh sq.ft. sold out/2 lakh sq.ft. 
being commissioned * Pacific and Atlantic route of connectivity to US Y SBC, a plug and play incubator for 
start-up enterprises * Operational costs less than 50% as compared to other major IT parks in the country 


A 
Infopark Ker a d 


smart space | KOCHI god's own e-state 
www.infoparkkochi.com www.keralaitmission.org 
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C) THE fringe benefit tax 
(‘The Good, the Bad And The 
Ugly’, BW, 14 March) is a 
very poor tax proposal. 
Expecting employers to file 
returns and to pay tax ona 
quarterly basis will result 

in cumbersome and costly | 
formalities. Neither the income-tax authorities 
nor the employers are prepared for this. 

One can see how income-tax offices work today, and how they 
maintain their records. Those who drafted the fringe benefit tax 
proposal have not seen the ground realities. These are not tax reforms; 
such legislations encourage harassment and cause hardships. Genuine 
taxpayers will bear the brunt, while the wrongdoers will enjoy. 


Bharat Momaya, via email 





NEW LEASE OF LIFE | POLITICAL GIMMICKRY 





"Why Debts Go Sour' (BW, 7 March) | The Union Rail Budget for 2005-06 is a 
raises a very importantissue.Alotof ^ | political gimmick to mislead people, 
capital is blocked in so-called sick | replete with never-to-be-fulfilled 

units. Instead of trying to find buyers announcements (‘End Of Concor's 

for such assets banks and financial ^ | Hold, BW, 14 March). Only 20 of the 32 
institutions should be empowered to | new trains announced in last year’s Rail 
give them on nominal lease to | Budget were actually introduced. It is 
companies which have proventrack | not even feasible to run the 46 new 


record of management. In doing so, | trains announced recently because 
the equipment and manpower willbe | broad-gauge is unavailable for trains 
put to better use. | likethe one proposed between Hazrat 
Lack of finance, outmoded Nizamuddin and Udaipur. 
technology, incompetence of the Half of the new trains announced 
entrepreneur and lack of integrity are are to cover distances less than 200 km. 
major causes of the failure. By selling In the not-so-distant past, the presti- 
the assets, we are only luring another gious Taj Express from New Delhi had 
buyer to purchase obsolescence to be extended to Gwalior, instead of 
without rectifying the problem. only up to Agra, for better utilisation. 
M.M. Gurbaxani, Bangalore Covering deficit caused due to low 
fares through freight tariffs will result 
in national wastage as more freight 
will take to road transport. 
Madhu Agrawal, Delhi 


CORRIGENDUM 

In the table, Impact of Budget 
Proposals On Manufacturing & Service 
Sectors’ (‘The Tax Effect’, BW, 14 
March), the total tax as a percentage of 
operating profit was inadvertently 
published as ‘Increase in tax (%)’. The 
error is regretted. 


Write in at 
editor@bworldmail.com 
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At SAIL, we are adding a new colour to our horizon. Green. Adopting 
“Green Initiatives’ at every step. Minimising pollution, reducing 
waste and lowering costs. Creating a virtuous cycle of ecological 
balance and economic growth. Painting our future with hope. 





this issue 


West Bengal chief 
minister Buddhadeb 
Bhattacharjee 





India’s Deng 
Xiao Ping? 


West Bengal's ‘realist’ chief minister 
Buddhadeb Bhattacharjee is undoubtedly 
right. The question: is he Left? He believes his 
job is to bring progress to the state by 
attracting capital; and he thinks he can build 
the party's electoral base by his policies. This 
comes at a time when the hardliners in the Left 
are carping at the economic policies of the 
Congress-led UPA government at the Centre. 
Will Buddha be able to reform the Left? 
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Is It Bankable? 


The RBI's draft 'vision' statement on urban co-operative 
banks spells out its strategy on how to regulate the sector. 
But does it go really far enough to make a difference? 


Retail Over the past few 
months, Pantaloon’s Kishore Biyani 
has been hiring aggressively. This 
time, he has pulled off a coup: the 
architect of RPG's retail business, 
Raghu Pillai, is joining him. 





4 Raghu Pillai: Prize catch 


PolitiCS From the looks ofit, it will be a year of Presi- 
dent's rule in Bihar. Who will gain the most from it? 


JWT CEO Colvyn Harris talks about renaming the 
agency, and the way forward for the agency and the industry. 
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Hugo's Promise 


The Venezuelan president is 
cobbling together a new 
brotherhood of oil. It is good 
news to India and China, and 
a cause of worry for the US. 


Hugo Chávez: He didn't » 
mince his words in Delhi 





Finance A McKinsey report gives new insights into 
the euphoria that has gripped the Indian financial community. 


Iron Ore should India export iron ore or add value to 
it within the country? A battle is on and its focus is Orissa. 


TVS Logistics it believes its global supply chain 
will carry Rs 20,000 crore worth of auto components by 2007. 


Reebok Howit beat Nike and Adidas to the top. 
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IN VOGUE 


72 Beyond Placements 


Another IIM topper has 
chosen the road less travelled 
— chasing his dream to help 
other students rather than 
taking up a cushy job. 





Abhishek Thakore: Creating 
A Million Super Students’ 
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74 Bookmark Howbig pharma dupes unsuspecting 
millions by keeping its cards close to its chest. 
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32 Ashok V. Desai The taxon branded 
jewellers will not just hit the De Beers and Tan- 
ishqs. It will cause a lot of collateral damage too. 


ARBOR MENTIS 


52 Subroto Bagchi Pakistan's recon- 
struction will require massive investment in IT 
— something India can help with. 


ON THE CONTRARY 
58 Mahesh Murthy The future of enter- 


tainment may be moving from the big screen to 
the very, very small one. 


GAME PLAN 


70 Ranjit Shastri Everyone loses in the 
commons game because each individual tries 
to win at the expense of society. 
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Reforming the Left 


HE question that is often asked is, how will the 

Left react to reforms? But the question that ought 

to be asked is, how will the Left reform itself? 

Because if it doesnt, it will wither away, to 

paraphrase Marx and Engels. Dont let the recent 
accretion to the Left's parliamentary strength fool you; that's 
just a statistical curiosity. The reality is that the superstructure 
of Communism has collapsed and there's not even a fig leaf of 
an ideology for the Left to cover itself with anymore. And it's 
not getting any new converts. 


The Left can carry on as if nothing happened, making 
opposition to communal forces its reason for existence, 
making a nuisance of itself now and then to look different 
from the Congress, and generally looking after the parochial 
interests of its trade unions. I 


Lu 
admit this is how we in India - S 
leni desi Veit Businessworld 
obsolescence. We never throw Enli nt 
anything away — we just let ZE l 
things that are past their time 


But there’s another path for the 
Left to take, as chief minister 
Buddhadeb Bhattacharjee is 
showing in West Bengal. That is 
to focus on delivering results, 
not on scoring debating points. Buddhadeb is doing in West 
Bengal what Deng Xiao Ping did in China — convince his 





| party that its primary objective is to make people richer ("to 


get rich is glorious") and that ideological purity is of no 
importance in this ("it doesn’t matter whether the cat is black 
or white, as long as it catches mice"). Buddhadeb sees making 
Bengal a more prosperous place a duty that has fallen on him 
and his party. And he is realistic enough to know that this 
cannot be done unless he attracts capital to Bengal. 


Interestingly, there seems to be an implicit acceptance across 
the party that what he is doing in Bengal is right. The 
difference of opinion is on whether the party will lose its base 
and identity if it publicly accepts this policy and takes it 
outside Bengal. The Karats and Yechurys should be less afraid. 
Buddhadeb has already started attracting the middle classes 
to his party. There's, perhaps, an intelligent way to recast the 
Left and expand its base. The Left should try it. 


aa. 
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TONY JOSEPH, EDITOR 
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BREAKING NEWS 


M&M to buy 
German firm 


VY? AHINDRA & Mahindra 
Noa MI (M&M) is close to a deal 
\Z to buy a German auto 
Uer component engineering services 
firm for $5 million. Sources say the 
term sheet has been signed. 

The purchase would give M&M 
access to the European market. 
This is the first step towards imple- 
menting the company's new auto 
ancillary plans. The 50-strong tar- 
get firm has Volvo, Audi and some 
German carmakers as clients. 

M&M wants the German firm to 
be the front end, for its low-cost In- 
dian back end. In September, M&M 
set up the Mahindra Systems & Au- 
tomotive Technology division to 
spearhead its com- 
ponents strategy. 
Most of the staff 
from the auto divi- 
sion's R&D, those 
who developed the 
Scorpio, have been 
moved to MSAT. 
M&M is now looking 
US acquisitions. lUi 

RADHIKA DHAWAN 
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DRUG RESEARCH FUND 


` Too little, too late? 


S the Union government finally get- 
ting serious about funding pharma- 
ceutical research and development 


— (R&D)?In his latest Budget speech, fi- 


nance minister P. Chidambaram allo- 
^ cated Rs 150 crore to the the Ministry of 
Science and Technology (MST) for the 


./ purpose, with a promise to raise this 


—, amountin phases. 

V Until now, the ministry could only 
—7 disburse the interest that this Rs 150 
"  eroreearned (Rs9 crore in 2004-05). But, 


\ / at least this year it has the full Rs 150 
¿= Crore atits disposal. 


But don't uncork the bubbly yet. For 


URBAN COOPERATIVE BANKS 


RBI likely to ease 
norms for minnows 


Monitoring of bigger players in sharper focus 


How the cookie crumbles 


Share of total deposits of urban cooperative banks 
Share (%) 


Banks' deposit. base 





Less than Rs 50 crore 


Rs 50 crore-250 | crore 





Above Rs 250 crore 


Total deposits of ben. 
cooperative banks (Rs crore) 


Source: Reserve Bank of India, all data for 2004 





HE Reserve Bank of India last 
week released a draft of its 'vi- 
sion' document on urban co- 
operative banks, which spelt 
out its strategy on how it will regulate 
the sector. The draft relaxes regulation 
of small cooperative banks with less 
than Rs 50 crore of deposits and calls for 
the five states with the most cooperative 
banks — Maharashtra, Gujarat, Karna- 
taka, Tamil Nadu and Andhra Pradesh 
— to set up committees that would pre- 


1,10,256 


pare a plan for the revival 
or merger of sick banks in 
the state. The draft calls 
upon states to sign MoUs 
with the RBI that would al- 
low the central bank to ask 
them to act against the 
management of weak co- 
operative banks. Cur- 
rently, the RBI doesn't have 
this power. 

While officials of the 
smaller banks are happy 
with the new strategy, oth- 
ers point out that it proba- 
bly does not go far enough. 

"We are happy with this RBI move," 
says Kishore Ghiya, head of Parshwa- 
nath Cooperative Bank, Gujarat, which 
has less than Rs 4 crore in deposits. "For 
a long time, we have been saying that 
small banks like us should not be 
treated on a par with the private or pub- 
lic sector banks," he adds. 

The draft proposes relaxing the cap- 
ital adequacy norms and allowing such 
banks a lower minimum investment in 














one, though officials in the 
ministry hope this sum, or 
more will be allocated for 
pharma R&D in every Bud- 
get, they are not betting on it. 

Meanwhile, the industry feels the 
amount is too small to make a differ- 
ence. “We expected at least Rs 2,000 
crore," says Venkat Jasti, managing di- 
rector of the Hyderabad-based Suven 
Pharma. He had participated in an in- 
dustry-government dialogue on the 
fund. Jasti points out that when multi- 
nationals spend billions of dollars on 
drug discovery, Indian companies can- 
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Over the years 


FM Yashwant Sinha moots idea of 
a drug R&D fund in the Budget | 


Rs 150 crore fund notified, but 
only interest on fund to be used 


FM P. Chidambaram says entire | 
Rs 150 crore can be disbursed : 





not be expected to work miracles with a 
few lakhs of rupees, even if research is 
considerably cheaper in India. He sug- 
gests using this money to strengthen the 
drug regulatory mechanism or creating 
infrastructure like incubators that can 
be used by start-ups. 

D.G. Shah, secretary general of the 
Indian Pharmaceutical Alliance (IPA), 
says its 11 members alone expect to 


government securities. However, their 
exposure to sensitive sectors like real es- 
tate would be curbed. The RBI says that 
the relaxed regulation allows it to focus 
on banks with bigger deposit bases. 
Banks with less than Rs 50 crore in de- 
posits make up 33 per cent of all cooper- 
ative banks in number, but just 6 per 
cent in terms of value of deposits. 

"These small banks are too fragile to 
survive on their own when faced with 
competition from bigger banks," says K. 
Ramesha of the National Institute of 
Bank Management, Pune. He contin- 
ues: "The RBI should have tried some- 
thing more active to promote mergers 
between the smaller banks rather than 
simply offered them carrots in the form 
of more relaxed regulation." 

While the RBI can claim that the 
state level committees are set up for that 
task, Ghiya says that as of now it allows 
little representation from smaller coop- 
erative banks. He adds: "They should 
have allowed representatives of smaller 
banks; as of now the state-level commit- 
tees will be dominated by the larger 
banks who will decide our fate." 

About 65 of 1,539 cooperative banks 
in India have more than Rs 250 crore in 
deposits and account for almost 36 per 
cent of total deposits. He argues that in 
future, large cooperative banks, instead 
of being allowed to open more bran- 
ches, should be made to take over bran- 
ches of weaker cooperative banks. E 

AVINASH CELESTINE 








spend 10 times that amount, or Rs 1,500 
crore on R&D in 2005. IPA has suggested 
other ways of promoting R&D that it 
thinks need to go hand in hand with this 
fund — tax exemptions for income from 
drug research, or a grants linked to 
product registrations abroad, global 
standard clinical trials etc. 

The fund has fallen prey to delay, fu- 
elling scepticism further. It was thought 
up in 2000 by the NDA government, but 
it was notified only in March 2004. Yet 
the ministry is upbeat. "All kinds of com- 
panies have shown interest [in availing 
of funds]," says Kapil Sibal, S&T minis- 
ter. According to an official in his min- 
istry, private industry will be given a soft 
loan at 3 per cent interest per annum. 
Public institutions will get grants. Rm 

GAURI KAMATH 


BREAKING NEWS/RETAIL 


Raghu Pillai gets into Pantaloon 


lai, the head of the RPG 

group's retail business, will 
join Pantaloon Retail. He will 
head a new home solutions busi- 
ness being rolled out by the ag- 
gressive Mumbai-based retailer. 

In the mid-1990s, Pillai built 
RPG's retail business. Under 
him, the group launched India's 
first supermarket chain (Food- 
World), first hypermarket (Giant), 
and other chains (Health & Glow, 
MusicWorld). For a while, it was 
even thought he or Shoppers' 
Stop's B.S. Nagesh would be the 
king of Indian retail. It might 
have panned out that way, but 
for Pantaloon's Kishore Biyani. 

What will his new role be? 
According to a company insider, 
Biyani is going to open five home 
solutions stores in the next two years. 
These will be large, about 200,000 
sq. ft each, and will offer everything 
that people may need for a home — 
construction equipment, paints, fur- 
nishings, architects, the works. 
Property for the first one, in Banga- 
lore, has already been chosen. 

Unlike the company's other for- 
mats (Pantaloons, Big Bazaar and 
Central), these will be managed by a 
new company, a 70:30 venture be- 
tween Biyani and real estate and con- 
struction company Unitech. That is 
because the new stores stretch be- 
yond conventional retail; one can hire 
even contractors or labourers at the- 
se stores, says the insider. Unitech's 
expertise will come in handy here. 

As ever, Biyani is planning big. He 
will invest Rs 300 crore in the five 
stores. In three years, the stores are 


N a month or two, Raghu Pil- 





expected to gross Rs 1,500 crore be- 
tween them. 

Pillai, in all likelihood, will join as 
this company's managing director. 
However, when contacted, Biyani re- 
fused to comment, while Pillai denied 
it outright. Nonetheless, Pantaloon 
sources affirm that Pillai is indeed 
coming aboard. He is not the only big 
gun Biyani is hiring. Damodar Mal, the 
head of HLL's SangambDirect, has al- 
ready joined as president (foods). 
Then, Shishir Baijal, the head of Inox, 
a multiplex chain, is joining to head 
Biyani's leisure and entertainment 
businesses, and to manage all prop- 
erty issues — including the VC fund 
Biyani has set up to invest in malls. 

Expect to read more about both 
these announcements in the pink pa- 
pers on Monday. € 

M. RAJSHEKHAR 


Provogue plans IPO 


PPAREL maker Provogue India is 
planning a Rs 60-crore IPO. Man- 
aging director Nikhil Chaturvedi says 
it will be filing the prospectus with 
Sebi in a week. He adds that about 
Rs 20 crore of the money raised will 
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be kept aside for acquisitions, Rs 10 
crore will be set aside for working 
capital, and about Rs 30 crore will be 
used to finance Provogue’s expan- 
sion in retail. x 

NANDINI VAISH 
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A year of President’s rule in Bihar is likely to 
benefit Ram Vilas Paswan the most 


VEN before the ink on the 
ordinance putting Bihar un- 
der President's rule dried, 
RJD chief Lalu Prasad Yadav 
began talking of a mid-term 
poll in the state. His statements may 
have sounded odd coming less than two 
weeks after an expensive and bitterly 
fought election. But Lalu was merely 
voicing in public what the other parties 
are discussing in private — that the only 
way out of the current stalemate in Bi- 
har is another election at the earliest. 
Unless the various players in Bihar 
soften their rigid postures, the arith- 
metic of the new assembly in the state 
simply does not add up to a govern- 
ment. LJP chief Ram Vilas Paswan can- 
not support a Lalu or Rabri-led govern- 
ment after emerging as the giant killer. 
After all, it is his high-pitched anti-Lalu 
campaign that is responsible for the 
downfall of the Lalu-Rabri regime. At 
the same time, he cannot join hands 
with the NDA if he is to build and con- 
solidate his Dalit-Muslim vote bank and 
become the Mayawati of Bihar. 
Yet, the way the numbers are 
stacked, neither the RJD nor the NDA 





can form a government without all of 
Paswan’s 29 MLAs. Every possible op- 
tion has been explored and discarded. 
Abstentions, splits, independent MLAs, 
none of the known forms of political 
manipulation seem workable today. It 
explains the surprising unanimity 
among different political factions about 
using Article 356 to bring Bihar under 
Central rule. It also explains why prepa- 
rations have started for a possible mid- 
term poll by early next year. 

According to the Constitution, the 
Central government can keep Bihar un- 
der President's rule for one year, in two 
six-month spells, with a simple ratifica- 
tion from Parliament. After one year, the 
extension process becomes more com- 
plicated because it needs an amend- 
ment to the Constitution, which can 
only be passed by a two-third majority 
in both Houses of Parliament. 

With Paswan holding the key to re- 
solving the current imbroglio, his politi- 
cal calculations are likely to dictate the 
course of events in the coming months. 
Sources even in the NDA concede that 
Paswan stands to gain the most by a 
year-long spell of President's rule. A year 
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out of power could help 
in diminishing Lalu’s 
stature. If nothing else, it 
will certainly serve to 
break his stranglehold 
over the administrative 
machinery that has 
worked to his benefit in 
successive polls. A year 
will also give Paswan the 
time to build up his base 
among the Dalits and 
Muslims and position 
himself as the main 
repository of the anti- 
Lalu vote. 

Butto make his game- 
plan succeed, Paswan 
needs the support of 
Congress. And at present, 
it is difficult to say which 
way Congress will move. 
Sonia Gandhi is in a tight 
corner. On one side, she 
has to contend with 
mounting pressure from 
Lalu and the Left, which want her to cut 
Paswan to size to "save" the UPA. In fact, 
Lalu is believed to be demanding that 
Sonia threaten Paswan with expulsion 
from the Cabinet and the UPA unless he 
agrees either to support a Rabri Devi-led 
government in Patna, or abstain during 
a vote of confidence, so that the RJD 
wins comfortably. 

On the other side is her party's own 
plans for political revival in the Hindi 
heartland. These plans envisage a resur- 
rection of the Brahmin-Muslim-Dalit 
base ofthe Congress with Mayawati and 
Paswan as the spearheads in UP and Bi- 
har, respectively. 

Sonias counter to the pressures 
from Lalu and the Left is that if Paswan is 
pushed too far, he may jump ship and 
cross over to the NDA. With the UPA al- 
ready on the defensive over events in 
Jharkhand and Goa, the Left would cer- 
tainly not like to give the NDA another 
opportunity to Crow. 

Meanwhile, the battle has shifted to 
the choice of advisers for Bihar governor 
Buta Singh, with Paswan, Lalu and the 
state Congress unit all putting in their 
suggestions. The Bihar imbroglio is 
rapidly turning into a nightmare for So- 
nia as she juggles conflicting interests 
within her coalition. 

ARATI R. JERATH 
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. CHIDAMBARAM!'s new Budget 

has been well received, despite 
the uproar over the new taxes on 
fringe benefits and cash with- 
drawals. But, more than a week af- 
ter B-Day, the pundits seemed to 
have spared the finance minister 
from any really sharp criticism. 

However, Morgan Stanley chief 
economist Stephen Roach, who is 
one of the most respected voices in 
the global financial markets, has 
lashed out at the new Budget. The 
report's title says it all: Setback In 
India. Roach says the budget 
disappoints on three counts. First, it 
offers no major incentives for 
overcoming India’s three most 
serious economic problems: 
deficient infrastructure, low savings 
and weak FDI. 

Second, it tries to move India 
away from its successful services- 
led growth strategy and back 
towards a manufacturing-led growth 
strategy. (Roach has been critical of 
this for some time; see ‘India’s 
Policy Paradox’, BW, 1 November 
2004) Third, the new Budget has 
> been shaped by the pressures of 
coalition politics rather than the 
need for bold reforms. 

“The new government is 
showing its hand on two counts — 
by failing to up the ante on reforms 
and by reverting to the manufac- 
turing model of yesteryear. If these 
« trends turn out to be harbingers of 
© more backtracking ahead, all bets 
could be off on the Indian growth 
miracle,” says Roach. 

All bets? Now, isn’t that a bit 
too harsh? 
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NOTHER very respected voice in 

the global financial markets has 
used hyperbole to make a harsh 
point. This time, it's the most suc- 
cessful investor of our time: Warren 
Buffet. In his new letter to the own- 
ers of Berkshire Hathaway, Buffet 
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| current trends continue, foreigners 














by Niranjan Rajadhyaksha i 


has addressed an issue that has 
troubled him in recent years: Amer- 
ica’s yawning trade deficit and the 
resultant weakness in the dollar. 
Buffet has made an 
impassioned reiteration of the 
obvious — America cannot 
continue with its profligate ways. “A 
country that is now aspiring to be 
an ‘ownership society’ will not find 
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hyperbole here for emphasis — a 
'sharecropper's society’. But that is 
precisely where our trade policies, 
supported by Republicans and 
Democrats alike, are taking us,” 
says Buffet. 

The Sage of Omaha says that if 


will own about $11 trillion of 
American assets within a decade. 
And even if these foreign investors | 
earn 5 per cent on these assets, 
the US would have to send out 
| 
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$550 billion of goods and services 
every year merely to service this 
debt; that would be about 3 per 
cent of estimated US GDP at that 
time. Hence, the allusion to a 
sharecropper's society. Americans 
would be tenants paying a stiff 
price to service their debts to the 
global zamindars. 

For the record: Berkshire 
Hathaway, which did not own a 
single foreign currency contract till 
2002, now owns $12.4 billion of 
these contracts spread over 12 
currencies. Buffet is clearly betting 
against the dollar. 
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NDIA Inc. loves the Internet. Ac- 

cording to a survey by Grant 
Thornton International, 80 per cent 
of Indian business owners say that 
the Internet has helped increase 
revenues. Only the Filipinos (84 per 
cent) are ahead. Just 48 per cent of 
American business owners felt that 
the Internet had helped them in- 
crease revenues. 
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Going east: Metro 
Cash & Carry 


FTER a retail initiation in Banga- 
Ave German retail giant Metro 

Cash and Carry is all set to ex- 
pand its operations in India. And the 
city likely to host the next Metro outlets 
is Kolkata. “Kolkata is certainly on our 
fast-track radar,” says Harsh Bahadur, 
head of operations at Metro India. The 
company is in the thick of a feasibility 
study to put up at least two centres, 
maybe even three, around the city and 
has already identified two or three po- 
tential store areas close to the city. 

The biggest plus point from Metro's 
perspective would be sourcing of fresh 
produce. Districts around Kolkata sup- 
ply most of the city’s fresh vegetables. 
This is the opportunity Metro is looking 
to tap. The company is even looking at 





buying rice from the adjoining districts 
that are primarily paddy producers. A 
time frame for the commencement of 
operations hasn't been put down as 
Metro wants to be sure of its supply 
chain as well as take its time in under- - 
standing the local trade. 

Metro is likely to invest Rs 70 crore in 
each of its distribution centres. Given 
the hub and spoke model through 
which they operate, it is likely the com- 
pany will plan for at least two centres. 
Bahadur says a few issues — licences for 
dealing in agricultural produce and dis- 
tribution of liquor — need to be sorted 
out. WBIDC managing director Gopal 
Krishna has said Metros biggest benefit 
should come sourcing fresh produce, 
which accounts for 30 per cent of 
Metros revenues. ds 
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WHEN YOU/PROMISE YOURICUSTOMERWOUIRE JUST A GALL AWA 
DO YOU REALLY MEAN IT? 





IP Telephony Solutions from Avaya GlobalConnect ensures yc 


Today's businesses demand round-the-clock connectivity and seamless Secured communication is ensured by offering encryption 


communication, irrespective of where you are or which time zone you operate voice and signaling for all gateways and all phones (including IP soft phor 
in. Precisely why, your IP Telephony Solution needs rich multi-modal capabilities This will enable you to bring down your TCO with a right mix of IP hard ph 
and control. 


and soft phones, without compromising on security and voice qua 


Superior architecture bsedon Business continuity /disaster management capabilit 
Linux and other industry standards 


ensure that your mission critical applications are uninterrupted. So your bri 
(802.3af) gives you the flexibility to C PP mm 


i offices can continue to enjoy the full set of features rather than a "brand 
grow as your business grows and add 
new applications without worrying raiar 


TO IP TELEPHONY ADVANTAGE  ®D0utincreasing the number of servers High performance and five 9s of reliability eliminates droppin 
FROM AVAYA GLOBALCONNECT every time. active calls in case of failures. Avaya IP Telephony Solutions pro-actively moi 


converged solutions contact center solutions customer services 


For more information, contact Anju Williams at «491-124-5093 31 
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Participate in the 


ive U p to your prom ises Avaya GlobalConnect CXO Challenge. 


Log on to: www.avayaglobalconnect.com 
for details. 10 BlackBerrys from Airtel to be won! 


ncy and packet loss along with IP link loss/IP bandwidth overflow 
tutomatically switch over to a PSTN network. 


vanced applications like ‘extension to cellular’, instant messaging and 
support to SIP will enable you to seamlessly integrate multiple devices like 
ell phone, desk phone, PC client and PDA for increased efficiency and 
ductivity. The rich multimedia capabilities to remote workers also allow 
gration of video capabilities to IP soft phones. 


now your customers and end-users can connect to you from anywhere, as per 
ir preferences and availability, using modes and devices that are most AV, AV. A 


venient to them. Smoothly, effectively, securely. 
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ww.avayaglobalconnect.com INDIA'S NO.1 ENTERPRISE COMMUNICATION COMPANY 


+91-98106-04222 or e-mail: anju.williams@avayaglobalconnect.com 
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INTERVIEW/COLVYN HARRIS, CEO, JWT INDIA 


‘Creative will be at the centre’ 


WHEN a 140-year-old advertising agency 
changes the way it walks, talks and looks, 
everybody notices. On 28 February, J. 
Walter Thompson, one of the largest ad- 
vertising agencies in the world and part 
of the £4.3-billion (2004 revenues) WPP 
Group, decided to change its name to 
JWT, as well as its approach to business. 
From Cairo to Kolkata, in over 300 of- 


\/ fices across 87 countries, employees were 


given surprises to usher in the change. In 
Delhi, for example, they all landed up in 


; office to find that the agency had shut 


down. In Delhi and Chennai, clients and 


employees got special copies of The 


. Times of India that reported J. Walter 










Thompson had closed. But as JWT India 
CEO Colvyn J. Harris emphasises, the 
change is more than in the name. It is 
about becoming a new agency that puts 
creative at the centre of its universe. 
Harris, who was with JWT Chennai, 
then Sri Lanka, and then CEO of JWT’s 
second agency, Contract, is an old JWT 
hand. His move from Contract to JWT as 
EO in late 2004 had raised several eye- 
rows. One, because there has never been 
tradition of shifting people between the 
agencies — Harris was an exception 
t could upset the delicate balance be- 
tween two outfits that were handling 
competing businesses. Second, he was 


coming after what seemed like a long de- 
bate on succession at JWT, which has 
been headed by Mike Khanna for as far 
back as anyone can remember. The fact 
that several CEOs-in-waiting finally quit 
Indias largest advertising agency is al- 
ready something of an industry joke. 
BW's Vanita Kohli-Khandekar met Har- 
ris in his new office in Mumbai to chat 
about the new JWT, the new Harris and 
advertising. Excerpts. 


m On the Contract experience. 

Contract was about learning how to run 
a network, most of the business was 
non-aligned and fought for. 


m On the challenges for JWT. 

The first priority at JWT is developing 
talent, skill and capabilities, and identi- 
fying training and retraining needs. 
Globally, JWT is reinventing itself and 
working on a new way of looking at ad- 
vertising. The change of logo is not just 
about a new name, it is about anew way 
of doing business. It is just the tip of the 
institution called JWT, which was for- 
merly J. Walter Thompson. 

There is actually far more churn and 
change happening within the company. 
We believe that today’s consumer has 
no time. Millions of things occupy her 
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mind. (He asks me what's 

on mine and I tell him 

the fringe benefit tax. I 

am fresh from the Bud- 
get). The last thing on their mind is ad- 
vertising. She can cut out advertising 
with her remote today. So we have to go 
beyond the 30-second commercial into 
anarea not charted before. For example, 
it could be blogs. If we could find out 
what she is interested in. The campaign 
we did globally for Sega and Volvo are 
examples of some great work we have 
done recently. The centre of our uni- 
verse will now be creative, not the ac- 
count manager. 


im On how this will work. 

We have taken this time phenomenon 
(or the lack of it) and tried to invent new 
ways of getting to the consumer. We are 
trying to get people to spend more time 
with our brands. So we have created a 
judgement matrix where we rate ideas. 
We rate an idea against the other things 
the consumer would rather do than 
watch the ad. The worst idea is one 
where the consumer would rather go to 
the dentist than see the ad. The more 
pleasurable the activity he is comparing 
the ad with, the better is the idea. This is, 
of course, one thing. There are other 
things that make it a balanced scorecard. 


m On wr's reputation as a large, boring 
and systems-driven bureaucracy. 

We work with India's largest brands; 
every brand is a market leader. Pepsi 
does twice the business that Coke does 
in India. We are large and we have a re- 
sponsibility to our clients who are mar- 
ket leaders. This new idea of relaunch- 
ing the agency means that we have 
challenged ourselves to deliver new 
standards to our clients. JWT is a pio- 
neer and a trailblazer. I agree we haven't 
blazed too many trails lately. But we 
handle large brands, we work with sys- 
tems because they are large brands. So 
we have the TTB (Thompson total 
branding, a tool to plan for brands and 
their advertising). We have IPAN (PR), 
RMG Connect (direct) and Fortune (fi- 





Welcome to UTI country. 





* You can now insure upto Rs. 5 lakhs. Life Insurance Cover to the extent of the unpaid but not due 


amount of the chosen Target Amount. Existing investors can enhance their Target Amount to upto UTI Mu tua i Fund 
Rs. 5 lakhs. * Current expense ratio 1.58% for half year (unaudited) ended 30th September 2004. #in India's Not Mutual Fund 
terms of AUM as on 31st January 2005, source: www.amfiindia.com “As on 31st December 2004. www.utimf.com 


Scheme Objective: To encourage the habit of regular savings primarily by tax paying individual investors to obtain tax rebate under 
section 88 of the Income Tax Act, 1961 on the investment made in the scheme each year and at the same time to get life insurance 
cover to the extent of unpaid but not due targeted amount. investment Objective: To primarily provide returns through growth in the 
NAV or through income distribution and reinvestment thereof. Amounts collected under the scheme shall generally be invested with 
not less than 60% of the funds in debt instruments with low to medium risk profile and not more than 40% of the funds in equities and 
equity related instruments. Entry load: Nil. Exit Load: 296 for premature withdrawal. REGISTERED OFFICE: UTI Tower, 'Gn' Block, Bandra- 
Kurla Complex, Bandra (East), Mumbai-400051. STATUTORY DETAILS: UT! Mutual Fund has been set up as a trust under the Indian Trust Act, 
1882. SPONSORS: State Bank of India, Punjab National Bank, Bank of Baroda and Life Insurance Corporation of India. (Liability of sponsors limited 
to Rs. 10,000/-). TRUSTEE: UTI Trustee Co. (P) Ltd. (incorporated under the Companies Act, 1956). INVESTMENT MANAGER: UTI Asset Management 
Co. (P) Ltd. (incorporated under the Companies Act, 1956). RISK FACTORS: All investments in mutual funds and securities are subject to market 
risks and the NAV of the funds may go up or down depending on the factors and forces affecting the securities markets. There can be no assurance 
that the Fund's objectives will be achieved. Past performance of the Sponsor/Mutual Fund/Scheme(s/AMC is not necessarily indicative of the future 
results. UTI ULIP is only the name of the scheme of UTI Mutual Fund and does not in any manner indicate the quality of the scheme; its future prospects 
or returns. There may be instances where no income distribution could be made. Realisation of ail the assurances and promises made, if any, are 
subject to the laws of the land, as they exist at any relevant point of time. The scheme is subject to risk relating to credit, interest rate, liquidity, securities 
lending, investment in overseas market, trading in debt & equity derivatives (the specific risk could be credit market, illiquidity, judgemental error, 
interest rate, swaps and forward rate agreements). UTI ULIP is a Mutual Fund product. It is not solicitation of Insurance. Mutual Fund investments 








are subject to market risks. Please read the offer document carefully and do consult your financial advisor before investing. UTI Financial . 1 


Centres: Agra: 2158046/2158047 « Ahmedabad: 26580849/26583864 * Allahabad: 2561016/37/57/2561028 * Amritsar: 2564463 * JVPD: | 
26239841/26287750 e Bandra-Kurla Complex: 5678 6354 + Bangalore: 25585382 « Baroda: 2336962 + Bhopal: 2558308/ 2578408 « Bhubaneshwar...” 
2410995/7 * Borivali (W): 28990715/28996372 © Chandigarh: 703683 « Chennai: 25243059/25272090 $ Churchgate (Lotus Court): 2282251 3/22885976 | 
e Cochin: 2369762/2380259 e Coimbatore: 2214973 + Dehradun: 2749112/2746720 © Durgapur: 2546831 è Faridabad: 2419156/2410010. 
» Ghatkopar (W): 25167833/25158015 » Ghaziabad: 2790366 « Guwahati: 2521870/2543131 © Hubli: 2363963/4 + Hyderabad: 24611095/98 
e Indore: 2542468/2533869 © Jaipur: 2365212/2360434 * Jamshedpur: 2756074/76 « Jodhpur: 2645229/2624055 * Kanpur: 2304278/5279 
e Kolhapur: 2657315/2666603 « Kolkata (Rash Behari): 24639811/3 © Kolkata: 22134846/657 1/5947 * Lucknow: 2238491/8628 * Ludhiana: 
2441264 /1337 * Madurai: 2338186 + Mangalore: 2426290/258 * Nagpur: 2536893 * Nasik: 2572166 + New Delhi: 23739492/23731403 + Panaji: 
2222472 » Patna: 2235001-04 * Preet Vihar (New Delhi): 22529374/9379 © Pune: 25535954 * Raipur: 2551410/2 * Rajkot: 2235112 e Shimla: 
2657803 e Siliguri: 2536671 + Surat: 2474550/ 2476499 « Thane: 25400905 * Thiruvananthapuram: 2331415 * Trichur: 2331259 » Trichy: 2760060 


» Varanasi: 2226881/6944/2358272 + Vashi: 27893918/27892249 © Vijaywada: 2571134 * Vishakhapatnam: 2748121 « Dubai Office: 0097 1-4-3356656. 
JWT FIN. 1863.2005R 
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7; We have been growing at 10 per cent, 
^ year-on-year. Based on what we have 
-7 achieved and our ambitions, we need to 
.. addacouple of agencies a year to sup- 
port our revenue ambitions. 


quem 





nancial advertising) and our other divi- | 
sions which offer other services. We are 
aconservative company, but we are also 
asensible company. We don't make stars 


/ outofour people. 


V/ 8 On JWT’s many attempts to become 
an Bv 


We have always had very high creative 
standards. Just look at the work we have 
done for Pepsi, Frito Lays, Kit-Kat, King- 
fisher, Philips, DTC and Sunsilk. We are 
building big brands. So, if you asked 


l . what my priorities are, they are creative, 


creative and creative. We have to put 
creative in the centre of what we do. In 
every office the creative guy is going to 
be the centre of what we do. But when 
you have over 8,000 people globally, you 


" need processes to manage [operations]. 


M t On non-advertising services. 


t^; One of the metrics on which we will be 


judged is how much non-advertising 


* / work we do. I personally led the WPP 
__., pitch for HSBC's business here in India 


for Contract since there are eight key- 


markets in the world where it competes 


y with Stanchart (a JWT account). 


W On India’s importance in JWT’s global 
scheme of things. 

(Martin) Sorrell (WPP's CEO) believes in 
BRIC (Brazil, Russia, India and China). 


'^ The worldwide creative council for the 


third quarter of 2005 will be held in India 
and the fourth one in Brazil. E 








AUTOMOBILES 


Scooters back in style 


T HE scooters back in vogue. 
Riding mainly on the new 
generation Activa and Eter- 
no from Honda Motorcycles & 
Scooters India, domestic sales of 
scooters have turned up again. 
While the two-wheeler market is 
still 80 per cent motorcycles, 
scooters, though still at 16 per 
cent, are attracting attention. ` 
Bajaj Auto will launch Wave, a 
scooterette, next month with four 
more models to follow. Hero Hon- 
da is planning to enter the sector 
in 2006. Says Hero Honda executive di- 
rector Atul Sobti: “Now, you have consis- 
tent positive growth. It's a 1-million unit 
a year market; not easy to ignore. Others 
planning to launch new scooters are Ki- 


netic, which is tying up with Italjet of | 


Italy; Yamaha; and Suzuki, which has set 
up a plant in Gurgaon. Technology and 
innovation is the key now. 
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2004-05 figures are BW projections based on April 2004- 
January 2005 sales of 781,493 units. 


Source: SIAM 


Manufacturers also think that there's 
new market opening up with more 
women riders opting for gearless scoot- 
ers. Besides, many people have gone 
backto scooters in markets like Goa and 
Pune. With three models, HMSI sells 
around 28,000 scooters a month, fol- 
lowed by Bajaj with 20,000. a 
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Take the Internet wherever you go. 


PRESENTING R-CONNECT. HIGH SPEED WIRELESS INTERNET THAT TRAVELS WITH YOU. 
Discover the freedom of surfing without wires anywhere you go. Snap an R-Connect Data and Voice 
Card on to your laptop and you can log on to the net instantly. Cruise at speeds of up to 144 kbps 
and surf seamlessly over a network of 2200 towns, fast expanding to 5700, across India. What's 


more, plan options for unlimited usage make this magical technology cost so little, that you'll be 


amazed. Start surfing on the go with R-Connect. Get on to 4 CONNECT 
Reliance, the most reliable mobile data network in the country. ! | 
Hi-Speed Internet Access Anytime, Anywhere. 


Reliance IndiaMobile 


Call 3033 4343 a | Kar Lo Duniya Mutthi Mein 


Visit your nearest Reliance WebWorld or book your order on www.relianceinfo.com/Infocomm/rconnect card.html 


Dicen rand cie nffar hranrhiira far dataile D ("nnnanet Card and Intarnat ina nenuidad hu PD'alianea Cammuinicatinne Infraetniectiira | imitad Canditinne anniv 





Figures are percentage changes in ARPU 


MOBILE TELEPHONY 


ARPUS on the upturn 


The shift 
October- December 
2004 





Source: COAI 


N a reversal of trend, the average rev- 
enue per user (ARPU) of some cellular 
service companies has risen in a falling 
market. According to the October-De- 
cember 2004 numbers released by the Cable 
- Operators’ Association of India, Reliance 
Telecom (the GSM play) has shown the high- 


ERICSSON 


The push for 3G 


WEDISH telecom network supplier 

Ericsson is getting ready to roll out 

high-speed 3G networks in India. Of 
the 1.2 billion mobile phone subscribers 
globally, 18 million are now on 3G. 

The advantage of 3G is that it needs 
fewer base stations than 2G networks. 
Says Ericsson's chief technology officer 
Hakan Eriksson: "One radio channel in a 
3G network can take 80 calls as opposed 
to 17 calls per 2G channel." Eriksson says 
ultimately 3G networks will be cheaper 
than 2G ones. 

But for 3G to come to India, the govern- 
ment will have to allocate bandwidth first. 
The cost of handsets, too, will have to fall. 
That can happen once the volumes go up. 

Apart from the 3G initiative, Ericsson is 
investing about $50 million (Rs 200 crore) 
over the next couple of years to make radio 
base stations at Kukas in Rajasthan. These 
are expected to reduce operational and — 


NEERAJ TIWARI 


est rise of 12 per cent. Idea Cellular is next 
with 3.03 per cent, followed by BPL Mobile 
with 1.08 per cent. Hutch just about managed 
stability, its ARPU falling by 0.8 per cent. The 
industry ARPU is down by 1.5 per cent. 

So, it looks like Idea will play a strong role 
in any industry consolidation. More so, since 
its revenues increased by 11.02 per cent for 
the same period and the company now has 
strong shareholder support — Telekom 
Malaysia and Singapores STT Telemedia. 

Over the past year, Idea CEO Vikram Meh- 
mi has been trying to make the company the 
most profitable in the industry — from en- 
suring quality subscribers and launching 
value-added services like VAS cards, mobile 
gaming and voice services. But one quarter 
proves nothing. In Korea, for instance, this 
has not worked. The total mobile spend as 
share of wallet remained the same — people 
spoke less if they downloaded more. Will the 
Indian story play out differently? yb 

RADHIKA DHAWAN 





capital expenditure for mobile service 
providers by 30-50 per cent. If the service 
companies pass on the savings, tariffs 
could fall further, says Eriksson. The plant 
would make 1,000 stations a year and 
cater to other emerging economies as well. 
For now, however, Ericsson is looking at 
grabbing a larger slice of the Indian market. 
It currently operates 45 networks for 12 
companies in India, which expects to have 
200 million mobile subscribers by 2009. E 
ANUP JAYARAM 
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DABUR 


Back to 
the roots 


O reduce its cost 
T of procurement, 

Dabur India has 
recently tied up with the 
State Bank of Indore to 
lend money to farmers 
working in its herbal 
parks in the country. The 
association will enable 
farmers to obtain credit 
from the bank, against 
Dabur's guarantee to 
buy the produce. 

This way, the com- 
pany expects to reduce 
its sourcing costs by 7-8 
per cent, says Jude 
Magima, vice-president 
(supply management), 
Dabur India. The com- 
pany has started grow- 
ing agarkra (used in its 
Chyawanprasha), which 
was previously imported 
from Morocco, and the 
sparsely available chi- 
raita. It hopes to grow 
more herbs on its own. 

Dabur currently op- 
erates four herbal parks 
with the state govern- 
ments and grows about 
70 types of endangered 
and critical herbs used 
in its products. The 
company has invested 
Rs 3 crore in this. 

Besides the pur- 
chase guarantee, Dabur 
supplies saplings to 
farmers at cost price 
and gives technical as- 
sistance for cultivation. 

Dabur's herbal parks 
are a step towards 
achieving self-suffi- 
ciency in terms of raw 
material and ensuring 
quality in its products, 
says Magima. 2 
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> ADVERTISING & MARKETING 


soured ties 


LMOST two weeks after creative hotshot Ravi 
Deshpande (bottom) walked out of Lemon, a cre- 
ative boutique he had floated with Euro RSCG two 
years ago, the ad world in Mumbai is still wonder- 
ing why. Meanwhile, in a show of solidarity with Deshpande, 
four creatives in Lemon's team have quit as well. The servicing 
team and studio are likely to cross over to Euro RSCG. So far, 
Euro RSCG insiders say no formal word has been sent out to 
employees. None of the seniors are even willing to discuss the 
issue, says a senior executive on conditions of anonymity. 

What went wrong? In its two-year life, Lemon did bag 
high-profile accounts like Cadbury’s Temptations, Zoom, and 
Standard Chartered. Despite that, says a source in the agency, 
NEW LOGO FOR THE FAST LANE TYRE manufacturer JK Lemon never posted profits. 





Tyre has had to redesign its brand logo for Formula One ina Partly because ofits high over- 
hurry on account of a Federation Internationale De L'Automo- heads. With just 20 members, 
bile (FIA) stipulation. The new logo will not have the word ‘tyre’. the team was lean. But 

The Rs 2,269-crore company and India’s third-largest tyre salaries, including Desh- 
manufacturer (after MRF and Apollo Tyre) is among three In- pandes Rs 1 crore a year pack- 


dian companies backing the Narain Karthikeyan-driven Jordan, ^ age, accounted for a large 
launched recently in Moscow, in Formula One. Tata Motors and chunk ofthe costs. Euro RSCG 


Bharat Petroleum 'Speed' are the other two sponsors. tried placing Deshpande in a 

The problem with the original logo had arisen because the dual role — as its national cre- 
FIA names two official tyre manufacturers every year, and JK is ative director. But the chal- 
also a tyre maker. This year, the official F1 tyre manufacturers lenges of managing a start-up 
are Bridgestone and Michelin. “It wasn't a contractual problem, left him with hardly any time 
just a matter of product exclusivity — what every sponsor for Euro. Deshpande, says an 
wants," said Sanjay Sharma, head, motorsport, JK Tyre. He Euro employee, was spending 
added that JK Tyre's association with Narain con- 90 per cent of his time on 


tinues. The company's board is soon likely to 
take a final decision on how the new logo will 
look. The interim logo is placed on the wings of 
the Jordan driven by Narain Karthikeyan. 


something that accounted 
for less than 10 per cent of 
Euros revenues. 

Deshpande and Ishan 
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MOBILE SHOPPING Mobile phone sales in 

precedented high, and more and more 

businessmen are latching on to the opportunity. Next HARAT Kapadiaisoneof | Bhaskar later this month. 
month, three stores labelled Mobile 21 will be set up the most-liked persons The Gujarati daily is part of 
in Delhi to hawk just about anything related to mo- in the media business. From | the Rs300-crore Dainik 

~ bile phones. These are being set up by Indian Cellu- mastering the intricacies of Bhaskar Group. Itis the first 

lar Association (ICA) president Pankaj Mohindroo. Indian film music to that of time that the group has 





uo 










The stores will offer handsets, applications, acces- creating a print brand, the hired someone so senior 
sories and even repair facilities for mobile former editor and associate from outside the family. It is 
| phones.While some of the stores will be com- publisher of Gujarati maga- also the first time that Kapa- 
pany-owned, others will be franchised. zine Chitralekha, is a gold- dia, 52, will be working out- 


The stores shall be 
set up across the ma- 
jor cities in the country by the year- 
end. At Rs 10 lakh- 15 lakh a 
store, it's a big investment. But 
Mohindroo, who is staking his "life savings" 
on the venture, believes he will get ample returns. 


mine of information on side the family-owned Chi- 
everything. And Bharatbhai, | tralekha Group, in which he 
as he is called, is always gen- | too had a stake. Kapadia is 
erous with his knowledge. Chitralekha group founder 
These are qualities that Vaju Kotaks son-in-law and 
will stand him in good stead | is widely acknowledged as 
when he takes over as execu- | the brain behind the growth 
tive director of Divya of the brand. The parting 
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Raina (left), chairman and 
CEO (Indian sub-continent 
and Middle East), Euro RSCG, 
had been discussing Lemon's 
profitability and growth for a 
while now. That Euro itself 
was under pressure to grow 
profits did not help matters. 
Even a merger between Euro 
and Lemon was considered. 
But, eventually, there was no 
agreement on how to take 
Lemon forward. In fact, three months ago, says a Lemon em- 
ployee, Deshpande tried to buy out Euros stake in Lemon. 

The end came on Friday, 25 February. After a stormy meet- 
ing with Raina, Deshpande walked out. Others were to follow. 
Says a creative person from Lemon: “Ishan came out and an- 
nounced that Ravi wanted to quit. And that ifwe wanted to join 
Euro, we would have to tell them by Monday. I thought over it 
for two days and then decided to quit.” 

At the time of writing this, Deshpande, who is overseas, 
was only willing to confirm he had quit. Raina, for his part, 
only said he is still to decide how to take Lemon forward. 

Admen starting up new agencies is not new. Ambience 
and Enterprise are the result of their founders’ creative angst. 
It was a cycle. Agencies grew to a size where they had to 
choose between making breakthrough ads and making 
money. An inevitable dilemma, for as they grew, the agencies 
needed bigger clients, who, in turn, sought safe ads. 

But things are surely more complicated now. By inviting 
Euro, did Deshpande step onto a treadmill he couldn't con- 
trol? Publicly listed, agencies today face enormous pressure to 
deliver growth every quarter. With Lemon lagging on prof- 
itability, the clash was inevitable. These days, comments 
Anand Halve, co-founder, Chlorophyll, “small agencies have 
to be very clear about what they want to be”. The choice be- 
tween fame and fortune has to be made carefully. a 
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with the Kotaks has notbeen | yearsin publishing, he 
nice is all he will admit. would have done his job. for 
Now Kapadiahastotake | the coming year or so, 
Divya Bhaskar to the tar- Bhaskar will be busy on its 
geted Rs 100 crore in rev- English daily along with Zee 
enues by the end Telefilms, and 
ofthe year and to fighting battles 
steady circula- with old rival 
tion which has like Rajasthan 
been growing on Patrikain 
the back of free Jaipur. At a time 
gifts. If he simply like this, a good 
managestokeep j hand in Gujarat 
this very hot ik will be invalu- 
brand on course, £ able. id 
notdifficultfor 2} VANITA KOHLI- 
someone with 26 28 KHANDEKAR 





HECK out India Now. 

e quarterly magazine 
from the India Brand Equity 
Foundation (IBEF) has 
some interesting writers on 
board. With Alex Kuruvilla, 
head of MTV, and 
Mukarram Bhagat, CEO, 
ASK-Raymond James, the 
quarterly brought out by 
Marzban Patel’s 
Mediascope Integrated is, 
well, interesting. But how it 
will sell India is still unclear. 
IBEF, is a public-private 
partnership between the 






Ministry of Commerce, 
Government of India, and 
the Confederation of Indian 
Industry (Cll). Its job is to 
promote India as an 
investment destination and 
one of the ways it has 
adopted is through India 
Now. The magazine was 
distributed at the World 
Economic Forum at Davos 
recently. According to IBEF 
CEO Ajay Khanna, the fund 
plans to take the magazine 
monthly soon. 


HE Rs 1,808-crore 

Bennett, Coleman and 
Company (BCCL), India’s 
largest media company is 
well on its way to picking 
up stakes in NIIT and 
Provogue, in its space-for- 
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equity deals, if reports are 
to be believed. The first 
reported deal was the 11 
per cent cashless stake 
that BCCL picked up in 
Chennai-based Celebrity 
Fashions (See BW, 7 
February 2005). BCCL 
insiders reckon about 20- 
30 such deals are on. At 
the time of going to to 
press, BCCI director in 
charge of the project, Sunil 
Rajshekhar, had not 
responded to an e-mail 
query. Provogue’s Nikhil 
Chaturvedi, too, was not 
available for comment. 


OSHANG Billimoria 
has surfaced again. 
This time the former man- 
aging director of Tata Info- 
media (now Infomedia) 
has joined hands with 
Shapoorji Pallonji's The 
Forbes Group to set up 
Next Gen Publishing. 
The company will 
launch a slew of specialised 
magazines the first which is 
Smart Photography. It takes 
Infomedia's Better Photog- 
raphy head on. The other 
one which Next Gen will not 
confirm is FHM, a men's 
magazine. The buzz is that it 
has sought RNI permission 
for these titles. There are 
also reports of Next Gen's 
attempts to do a directory 
like product on CDs, a la 
Tata Yellow Pages. 
Speaking of Infomedia, 
the Rs 135-odd-crore com- 
pany is all set to launch 
Better Interiors in April this 
year. This Rs-50 monthly 
will take on Society Interiors 
and Inside Outside. Also 
look out for The Outlook 
Group's magazine in the 
same segment. a 
VANITA KOHLI-KHANDEKAR 
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Someone is 
using the 
finance 
ministry to 
target De 
Beers and 
Tanishq; 
but there 
will be 
much 
collateral 
damage to 
other 
jewellers 


y ashok v. desa 





Why the jewellers 
are getting mad? 





READ about jewellers' strikes against the 
new 2 per cent tax on branded jewellery. 
I thought, what do you expect from 
them? They would want to evade taxes. 
But I could not understand something. 
The vast majority of jewellers do not produce 
branded jewellery. They just craft jewellery and 
sell it; their customers buy it for the look, not for 
the name. Why are they so het up about a tax 
that somebody else is going to have to pay? 

So I made enquiries; and this is what I 
found. This tax is really targeting De Beers. De 
Beers is the world’s biggest producer of raw 
gems; India is one of its biggest markets. But in 
recent years its monopoly has been eroded by 
gems coming from Australia. The Australians 
also see India’s huge market. They know Gol- 
conda was once the world’s premier source of 
diamonds; they want to come and prospect it 
again with modern technology. 

This got De Beers worried. So they have set 
up anumber of brands for sale in India, and are 
advertising them with such powerful models as 
Maharani Gayatri Devi and some Bollywood 
actresses. That got some home-grown jewellers 
worried; and what better way of settling the 
goose of these foreigners but to enlist the formi- 
dable finance minister? So they went and per- 
suaded him to put this 2 per cent tax. That it 
would hit Tanishq, Titan’s home-grown brand, 
is a bonus for its competitors. 

But then, many jewellers also see branding 
as a useful weapon against these big boys. What 
could be easier than to give your jewellery some 
silly name like Akanksha, put it in fancy boxes 
and sell it? Some people may be fooled and pay 
a few thousand rupees more per carat. It is 
these small guys aspiring to get big who are up- 
set with this tax; and they are quite numerous. 

But why should they be bothered about a 
mere 2 per cent tax? It is not the 2 per cent that 
bothers them; it is the excise guys. They have 
long experience of those excise fellows; and all 
of it was unpleasant. For those were the fellows 
that administered gold control for 50 years. 
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People are beginning to forget; but gold im- 
ports were banned from the time World War II 
broke out in 1939 till Manmohan Singh 
brought in the 5-kilo scheme in 1993. Through- 
out that period, India was the world’s biggest 
importer of gold; no one in India ever experi- 
enced a shortage of gold. 

That was the achievement of those gold 
control guys; they ensured that gold control 
was smoothly sabotaged — for a price. When 
the explosives used in the 1992 Bombay bomb 
blasts were traced, it was found that a customs 
official had allowed them to be smuggled in for 
the bribe normally levied on smuggled gold. 
And the money was not only made on smug- 
gling. Every once in a while, the excise fellows 
raided some hapless jeweller, accused him of 
holding smuggled gold and shook him down. 
Jewellers remember the tribulations of gold 
control days only too well, and do not want to 
get into the clutches of the excise fellows again. 

Don't make a mistake; these jewellers are 
not saying they should not be taxed. They are 
saying, tax us, but through someone else. For 
instance, place a tax on imports of roughs. 
Since all jewellers have to use them, they will be 
automatically taxed. But they will not have to 
come in contact with those excise guys to pay 
that tax; only sight-holders in Bombay will have 
to do that. 

The funny thing is, there was an import duty 
on roughs; it was removed only last year. Why? 
Because most of the roughs were being im- 
ported, cut and re-exported. For these exports, 
the government allowed duty-free imports un- 
der advance licensing. Advance licences 
merely created business for DGFT guys. To en- 
courage exports and cut red tape, the finance 
minister abolished the import duty. 

That was eminently sensible. And then — 
the same finance minister comes up with this 
tiny duty with the maximum nuisance value. 
That is really high-minded; he is not interested 
in the revenue, he is only interested in making 
the lives of jewellers miserable. * 
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UGO Chavez came to Delhi 
last week with his little Blue 
Book, his anti-imperialist 
worldview, his fiery denunci- 
ation of the US, and the open 
embrace of a Bolivarian revo- 
lution he is overseeing in Venezuela. To 
those who have been tracking Latin 
America's most charismatic leader, that 
was the familiar Chávez. 

The Chávez who came to India had 
another mission — a mission more im- 
portant than winning hearts in the radi- 
cal enclaves of Delhi and the CPM bas- 
tion of Kolkata. That mission is about oil. 
He wants India to make significant pur- 
chases of oil from his country, the fifth 
largest exporter in the Organisation of 
Petroleum Exporting Countries (Opec) 
and among the world's top ten produc- 
ers of crude, as part of a strategy that 
could have significant repercussions on 
the global oil market. 

“We know India needs oil. We want 
to help India become stronger by sup- 
plying all the oil it needs. We want In- 
dian companies to exploit the proven 
reserves in Venezuela. We have come 
here with our technology so that India 
can get as much of the oil it has here." 
The rousing rhetoric of Chávez's public 
statements was cast into two official 
agreements between Caracas and 
Delhi: an overarching framework for co- 
operation in the hydrocarbons sector, 
and a specific agreement between 
ONGC  Videsh and state-owned 
Petróleos de Venezuela (PDVSA). 

What the latter agreement translates 
into is a 49 per cent stake for ONGC 
Videsh in Venezuela's San Cristobal oil- 
field in return for an equity stake in 
ONGC's Mangalore Refinery and Petro- 
chemicals. For. ONGC Videsh, San 
Cristobal will mark its exploration debut 
in the Americas — and a welcome 
change from the fierce competition that 





has marked its attempts to wrest over- | 


seas bids, especially from the Chinese. 
The San Cristobal field is being 


handed to India almost on a platter, and | 
all the oil from the field will belongto the | 


public sector corporation. "For us to re- 


ceive 49 per cent plus the operation of | 


the field is a huge advance," concedes 
petroleum minister Mani Shankar Aiyer. 
An earlier agreement signed be- 


tween the public sector Oil India and | 


PDVSA in 2003 is also being activated. 





Drilling in Rajasthans Baghewala, 
which has reserves of heavy crude, will 
begin in June. Oil India struck oil in 1991 
but did not have the expertise to extract 
the heavy crude, of which Venezuela 
has the largest reserves (See 'Oil In A 
Day' on page 38). 

Chávez, a close friend and ally of 
Cuba's Fidel Castro (he calls himself a Fi- 
delista), is stringing together a grand al- 
liance of countries in Asia and Latin 
America, that is primarily intended to 
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cushion Venezuela against any political 
or market volatility. It envisages China 
as a major buyer — and investor — 
along with India to reduce its depen- 
dence on the US, which has for long ac- 
counted for 60 of its oil exports. 

For India and China, both oil guz- 
zlers and desperate to increase supplies, 
the oil politics of Chávez opens up a new 
arena of hope — and competition. Both 
countries could be induced to make siz- 
able investments in developing new 


fields in Venezuela, which is the most 
promising source of oil right now. Apart 
from proven reserves of about 78 billion 
barrels of conventional crude, the 
largest in the western hemisphere, it is 
also home to billions of barrels of extra 
heavy crude and bitumen. 

So far the distance from India and 
the viscosity of its crude had made the 
economics of Venezuelan oil unattrac- 
tive, But now, China is reportedly setting 
up refineries that can handle such oil. In 


DINESH KRISHNAN | 


| late January, visiting vice-president 
| Zeng Qinghong inked more than a 
dozen agreements in Caracas, giving 


China long-term stakes in Venezuela's 
oil and gas. It is also buying 120,000 bar- 


 rels of furnace oil daily. 


This was a quick follow-up to 


Chávez's meeting with his Chinese 
counterpart Hu Jintao in Beijing in De- 


cember 2004, when the two discussed a 
new bilateral agreement on access to 
Venezuela energy market. It was an 
agreement which Chávez pushed be- 
cause "this is what is needed in the 
world to break with unilateralism”. Un- 
der this, Caracas will help Beijing to add 
to its strategic oil reserves in exchange 
for Chinese investment to revitalise 15 
of Venezuela's closed fields. 


HIS is a worrying development for 
the US, which depends on 
Venezuela for 15 per cent of its oil sup- 
plies. There is no love lost between the 
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US and Chávez, who accuses the 
George W. Bush regime of having engi- 
neered the 2002 coup that ousted 
Chávez from the presidential palace for 
two days before "a wall of popular sup- 
port" brought him back. 

Chávez insists he is not snapping 
supplies to the US. The oil minister and 
government spokesmen also say the 
long-term arrangement will continue. 
But there is the problem of the US's 
‘plan’ to assassinate the Venezuelan 
president. Chavez has gone on national 
TV to accuse the Bush regime of want- 


ing to kill him. "If there is aggression, | 


there will be no oil," declares Chávez. 

To ensure that Opec, which is gener- 
ally seen as being sympathetic to US in- 
terests, Chávez has been building 
bridges with Iran, a powerful member of 
the oil cartel and a country that is cur- 
rently the focus of US ire over its nuclear 
programme. Making a rare overseas 
visit, Iranian President Mohammad 








serves so 77. 8 bilion 
barrels 


€ Exports 60% of its out- 
put of 2.6 mbd to the US 


€ Has raised royalty from : 


1% to 16.696 and fixed 
51% holding for PDVSA 


Khatami was flying to Caracas to meet 
Chávez, just a week ahead of the Opec 
ministerial in Isfahan on 16 March. 

They were expected to sign deals on 
oil, gas, petrochemicals and shipping 
during Khatamis visit, according to offi- 
cial sources. Significantly, Khatami will 
also inaugurate a $35-million Iranian 
joínt venture to assemble farm tractors 
in Venezuela, which is said to be the Is- 
lamic republic's first major direct invest- 
ment in Latin America. 

What is emerging is an axis of oil that 
challenges the traditional arrange- 
ments. US secretary of state Con- 
doleezza Rice sees Chavez as “a negative 
force” in the region and finds some as- 
pects of his policies “deeply troubling”. 
Indeed, the US is finding it increasingly 
difficult to find — and maintain — sta- 
ble sources of supply. Analysts point out 
that Al Qaeda attacks in Saudi Arabia, 
coupled with the continuing sabotage 
of Iraqi and Colombian pipelines, and 
the civil unrest in Nigeria, are making 
the US ever more uneasy. 

There is also the regional energy 
bloc that Chavez is building bit by bit in 
his backyard. It is a move that brings to- 
gether the Latin American heavy- 
weights Argentina, Brazil, Venezuela 
and Uruguay in a heady mix of oil, busi- 
ness, arms and politics, although the 





ges A Te- : gional energy bloc, Petro- ; 
. 1 sur, with Brazil, Argentina - 


. i and Uruguay 


: price hawk 


primary aim is to create Petrosur, a joint 
organisation of state oil companies. 

Petrosur, delayed in its take-off, is 
gaining momentum now as the tally of 
socialist regimes in the continent goes 
up. The just-elected Uruguay president 
Tabare Vazquez — incidentally, the 
country’s first Left-wing president — 
has lost no time in inking three agree- 
ments with Chávez when he visited 
Montevideo earlier this month. And 
Chávez's oil diplomacy works in extra- 
ordinary ways. At a time when oil prices 
are soaring and putting a heavy burden 
on developing nations, the herald of the 
Bolivarian regime offers oil on barter, or 
on favourable terms to close allies. 

Oil may at times be bartered for 
goods and services, such as beef in the 
case of Argentina, or teachers, doctors 
and other professionals as in the case of 
Cuba. Castro has sent around 15,000 
doctors, teachers and athletic coaches 
to Venezuela in return for free oil. In the 
case of Uruguay, the terms have not yet 
been made public. 

Chávez has also been roiling the oil 
industry with his new oil policy, which 
has seen royalty rates paid by foreign 
company raised from 1 per cent to 16.6 
per cent, and gives PDVSA a mandatory 
51 per cent stake in any new exploration 
venture. In January, Chávez also sus- 


BUSINESSWORLD 36 21 MARCH 2005 


3 ® Signed major oil deals 
: with China and India 


i. € Forged investment 
: links with Iran, another 








pended negotiation with 
around three dozen foreign 
companies, while his offi- 
cials held talks with state- 
owned oil companies from 
China, Russia and Iran. 

Rafael Ramirez, the 
Venezuelan energy minis- 
ter, says the government 
was reviewing its operating 
agreements with oil compa- 
nies from the 1990s to see if 
they still made sense for 
Venezuela. 


T the heart of these ex- 
traordinary manoeu- 
vres is a former army officer 
who once led a failed coup . 
in 1992 against the "oli- 
i garchs who were bleeding 

2 thestate" Chávez has, since 
:|$ his days of infamy (he lan- 
lë guished in jail for over a 
& year) been twice elected 
with an impressive share of 
votes. This is allowing him to lead a 
unique oil-fuelled socialist revolution 
to extend his sphere of influence and 
act as a counter to US's hold over Latin 


America. PDVSA pumps in millions of 


dollars into providing education, health 
and social security for the poor among 
Venezuelas 25-million population, 
sums estimated at $4 billion-5 billion. 

^We are in the midst of a Bolivarian 
revolution — inspired by Simon Bolivar, 
Venezuela's 19th century independence 
hero — that aims at giving back to the 
people the wealth that is theirs," de- 
claims Chávez. Call it grandstanding, 
but the anti-imperialist and anti-global- 
isation rhetoric, combined with the 
well-aimed social spending for the poor, 
have gone done well with Latin Ameri- 
cans who believe he delivers what he 
promises. Even cynical political analysts 
who watch his antics with a jaundiced 
eye believe Chávez, barring an unfore- 
seen event, would easily win another 6- 
year term in 2006. 

With the economy too bouncing 


back after shrinking in previous years, 


Chávez is riding the crest of a new wave 
of popularity in the wake of a resound- 
ing victory in the internationally moni- 
tored referendum last August to decide 
whether he should complete the re- 
maining two and a half years of his term. 
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VER the past two years, state-owned exploration company ONGC Videsh 
O has been beaten time and again by Chinese companies in the race to pick 

up a stake in discovered oilfields globally. So when it got a stake in the San 
Cristobal field in Venezuela without any competition, it came as a great relief. 

Venezuela’s PDVSA and the Indian government have inked a deal that has 
given ONGC Videsh a 49 per cent stake in the Venezuelan oilfield. The field pro- 
duces 100,000 barrels of sour (heavy) crude a day. A joint working group will meet 
in April to close the deal. Also on offer were the offshore oil block 5 and two gas 
blocks, but Indian firms would have to bid for them. 

In return, PDVSA will pick up a stake in the ONGC’s Mangalore Refineries and 
Petrochemicals. The 9.6-million-tonnes-per-annum (mtpa) refinery will be ex- 
panded to 15 mtpa and will be tuned to handle sour crude. Currently, Indian re- 
fineries mix sour crude with sweet (light) crude before refining. Also, PDVSA and Oil 
India have signed a technical assistance deal to develop the Baghewala field in Ra- 
jasthan. Apart from that, PDVSA could be roped in to explore some of the 20 basins 
that are open for bidding under the New Exploration and Licensing Policy (NELP-V). 

For India, which imports 70 per cent of its crude requirement, the San Cristobal 
deal means a regular supply. The big advantage is that India can now diversify its 
oil supply base. Currently, the bulk of India's crude supply comes from the Middle 
East. With the Venezuelan crude flowing in, India will add to the 3 million tonnes of 
equity oil it now gets from Sudan. By 2006, the Sakhalin oilfield will also start pro- 
ducing. All these will take ONGC Videsh closer to its target of getting 20 million 


tonnes of equity oil annu- 
ally by 2009. 

This could just be the 
beginning of a beautiful 
friendship with Venezuela, 
the world's fifth largest oil 
exporter. 


ANUP JAYARAM 


This is allowing him to 
deepen the Bolivarian revo- 
lution while launching new 
initiatives designed to pur- 
chase stability over the coun- 
try's prime resource. 
Oilisthe mainstay oftheVenezuelan 
economy, accounting for over 75 per 
cent of its export revenues, a third of its 
GDP and nearly half of the total govern- 
ment revenues. It is not surprising then 
that oil is the core of Chávez's policies. 
Venezuela produces around 2.6 mil- 
lion barrels of oil daily (mbd), down 
from the peak of 3.2 mbd in 1998, the 
year Chávez first came to power. How- 
ever, its revenues last year had more 
than doubled to $29 billion as a result of 
the sharp escalation in global oil prices. 
"For more than 100 years oil has 
been taken out of Venezuela, enough to 
inundate a large part of the globe. But 
the benefits have never come to the 





Manmohan Singh, Chávez and Abdul Kalam: Brothers in arms 


people; all the profits have been di- 
rected to the North, to the elite of 
Venezuela, who have acted as the se- 
poys of imperialism," says Chávez, 
whose revolution intends to set right 
this historical injustice. 

So when he talks about PDVSA' first 
project in India, Chávez looks at it as 
something more than an oil venture. ^I 
hope in the near future I can visit 
Baghewala. I want to go there to meet 
the people of the region, the workers. 
Maybe we can build a Bolivarian school 
there, a comprehensive school with a 
sports complex and everything." 

What has yet to be firmed up, how- 
ever, is an agreement on long-term oil 
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deal between the two governments. 
This may possibly be worked out next 
month at a meeting of the just-formed 
Indo-Venezuelan Joint Commission 
that is scheduled to meet in Caracas, 
Some industry experts say the toughest 
negotiations will be over the price, 

Chávez has made it clear that in the 
foreseeable future oil will remain in the 
$40-50 band. "There is no question of 
going back to the days of cheap oil," he 
says with finality. Along with Iran, 
Venezuela will be insisting on main- 
taining prices at this level at the Isfahan 
meeting. 

His logic is simple. Using the anal- 
ogy of cars and metals, he demon- 
strates that the price of every commod- 
ity barring oil has gone up sharply in the 
past two decades. He has no intention, 
therefore, of pumping out more of 
these non-renewable resources merely 
to provide cheap fuel to the North, pri- 
marily the US. 

And as the US Energy Information 
Administration's (EIA) latest 
analysis shows, Chávez is ab- 
solutely right. Although 
OPEC oil export revenues 
over the past three years 
have been significantly 
higher than that during the 
oil price collapse of 1998-99 
(when prices slumped to $10 
a barrel), they remain, in in- 
flation-adjusted, per capita 
terms, far below the peaks 
reached in the late 1970s or 
early 1980s. For Opec as a 

& whole, per capita oil exports 
are projected at $606 for 
2005 — only 34 per cent of 
the mark achieved in 1980. "This con- 
tinues to have significant implications 
for Opec oil price preferences and poli- 
cies," EIA warns. 

Opec itself is caught in a bind. The 
high prices, which are around $50 just 
now, have made it difficult for the cartel 
to cut back production. If it cuts produc- 
tion it might cause prices to rise further. 
Butsincesupplyis more than the agreed 
production cuts, some kind of rollback 
is necessary. 

This is good news for the Bolivarian 
revolution. For India, the outlook is un- 
certain. If it becomes part of Chavez’s 
the new brotherhood of oil, it would 
have far less to worry about. = 
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job to criticise the World Bank 
and my job to to get funds 

from the Bank.’ 
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UDDHADEB Bhattacharjee’s life can be de- 
scribed as a string of little ironies. An atheist now, 
Bhattacharjee was born into a deeply religious 
family — his grandfather Krishna Chandra Shriti- 
tirtha was a Sanskrit scholar and the author of 
Purohit Darpan, a sort of omnibus for priestly 
rites in Bengal. Bhattacharjee even underwent a 
sacred thread ceremony, the ritual that formally anoints one a 
Brahmin, though later he would banish religion from his life 
altogether. Later on in life, he married into a family of Con- 
gress heavyweights, despite objections from his party since 
the Congress was almost a class enemy. Some say that it was 
support from Communist Party stalwart and political mentor 
Pramod Dasgupta that helped Bhattacharjee sort the issue 
out within the party. 

And now, at 61, Bhattacharjee is pretty much playing out 
the greatest irony of his life. The committed Marxist who was 
perceived to be fairly hostile to business till six or seven years 
back, is emerging as a pro-market, pro-reform evangelist — 
with a raging passion to attract foreign direct investment into 
West Bengal. After a substantive meeting with Bhattacharjee, 
BJP’s Arun Jaitley once privately commented that the chief 
minister was more right wing than he was. 

Bhattacharjee's revisionist stance comes at a time when 
| the Communists have once again occupied centre-stage in 
the country's political scenario. With 61 MPs, a record haul, 
they are coalition partners in the Congress-led government. 
Yet, they have violently opposed almost every Congress-led 
policy in the sphere of economic reform — increased FDI lim- 
its for sectors such as telecom, banking and insurance, scrap- 
pingofPress Note 18, allowing domestic airlines to fly interna- 
tional routes, and so on. Party ideologues such as Sitaram 
Yechury have even said, somewhat dramatically, that their 
bark could become a bite. 

In sharp contrast, Bhattacharjee has emerged as cheer- 
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leader for private investment in his state. For example, when 
he heard recently that BMW was scouting around for a manu- 
facturing base in India, the chief minister broke protocol and 
wrote to the company to consider West Bengal. Though BMW 
wrote back saying it wasn't looking at setting up a plant in 
India, Bhattacharjee's efforts showed that he was willing to go 
that extra mile to attract investment. 

While it is not ideology but the need to keep the BJP out of 
Raisina Hill that has brought the Congress and the Left to- 
gether, the constant carping of the Left has emerged as a na- 
tional riddle, especially when the same front is following a dif- 
ferent approach inWest Bengal. Bhattacharjee admits that the 
commonest question thrown at him these days is ‘how come 
your party is saying something at the Centre and doing some- 
thing else in the state. So, though he remains a regional politi- 
cian for all practical purposes, his reformist zeal and sincere 
attempts to question Left ideology at a time when the same 
ideology is threatening to split the coalition at the Centre and 
derail the reforms process, has catapulted him centre-stage. 

Congress MP Priya Ranjan Dasmunshi argues that Bhat- 
tacharjee's role today can't be underplayed. "The UPA is an al- 
liance to prevent the communal forces from progressing fur- 
ther but, unfortunately, there is a lot of distrust, mistrust and 
misgivings amongst partners. If the party were to be guided by 
Buddha, then the differences between Congress and the Left 


21 MARCH 2005 





. BUDDHADEB BHATTACHARJEE 





at the Centre would be reduced; but if it is guided by Yechury 
and Karat (CPM politburo members), then it will strengthen 
BJP's hand,” he says. Jaitley adds that the Left, though a ruling 
alliance partner, behaves like the Opposition. 

The relevance of Bhattacharjee’s approach isn't lost on 
Manmohan Singh either. At the CII Partnership Summit 
hosted in Kolkata in January, the Prime Minister somewhat 
embarrassed the chief minister when he said he wasnt at all 
surprised when Azim Premji called Bhattacharjee the best 
chief minister in the country currently. 

So, the question uppermost in everybody's mind is 
whether Bhattacharjees more market-friendly, and perhaps, 
a more relevant version of Communism will finally prove 
powerful enough to reform the party from within. And give 
birth to a New Left in India, which could conceivably even 
emerge as a more mainstream national party, beyond its tradi- 
tional confines in West Bengal, Tripura and Kerala. 


EFT leaders in New Delhi are quick to point out that there 

is really no difference between Bhattacharjees brand of 
Communism and theirs. CPI national secretary D. Raja points 
out that the lessons from the collapse of the Soviet Union and 
those from Deng Xiao Ping's China arent lost on anyone. "We 
are not building socialism in India, but neither are we building 
capitalism," he says. 

Nilotpal Basu, a CPM MP adds that anyone else in Bhat- 
tacharjee's position would have followed a similar policy 
direction. “He is not leading a government in the mid-1980s or 
the 1990s; what he is trying to do is inevitable,” says Basu. The 
subtle message — that the party has given Bhattacharjee per- 
mission to play reformer. Its implication — that unless the 
party itself had reformed, it would never have allowed Bhat- 
tacharjee to practise a more market-friendly brand of Com- 
munism. Others say that given the somewhat consensual ap- 
proach the Left follows, it's difficult for one individual to beat a 
separate path. 

Some of this is true. One of Jyoti Basu’s most memorable 
comments after Bhattacharjee became deputy chief minister 
— Basu was then CM — was how he had asked Bhattacharjee 
to take a break from Rabindra Sangeet (a direct reference to 
Bhattacharjee' earlier portfolio as the state's culture minister) 
and focus on industry. The statement implied that the Com- 
munist Party was now ready to shift emphasis to com- 
merce and industry. 

But it's equally clear that nobody in the party had 
bargained that Bhattacharjees approach would be so 
laissez faire. (Senior Trinamool Congress leader Ajit 
Panja describes him as a reactionary: "The Communists 
would call him a Troskyite.") Bhattacharjee’s justifica- 
tion is that, unlike many of his colleagues, he has a state 
to run and therefore needs to do what's best for the state. 
"Now, some of my colleagues working in the party write 
articles. They analyse issues and ideal ideas. But my 
question is I have to work. I meet foreign capital [in- 
vestors] and big corporate houses, and then I know my 
jobis more serious. I have to prove to the Japanese, to the 
Americans..." he says with the passion ofa convert. 

Moreover, unlike his comrades in Delhi, Bhattachar- 
jee doesn't hesitate to say that differences do exist be- 
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tween his approach and that of some of his colleagues: "The 
issues arise basically because of our attitude. For example, 
they write certain things against the World Bank in our party 
bulletin. They are theoretically correct. But I have to run a gov- 
ernment. I cannot take such a stand. I cannot say that multi- 
nationals will not enter; the World Bank will not come. It is 
their job to criticise the World Bank and my job to get funds 
from them," he adds. 

This is a familiar argument for those who know Bhat- 
tacharjee. It helps him explain why at times his approach is 
different from those of the likes of Yechury and Karat and, 
maybe even helps him distance himself from them without 
appearing too much of a rebel. While the exigencies of state- 
craft does explain some of his right-of-centre approach, some 
of it also comes from his own altered thinking. "I still remem- 
ber I was travelling in the North Bengal district, when the bus 
stopped for a tea break and the radio announced that Phnom 
Penh was liberated. We used to think that if something can 
happen in Phnom Penh, why not Calcutta. That was our per- 
spective at that time. We have given up some wrong ideas," 
says Bhattacharjee. 

Prod him further and he says that altering his own thinking 
wasn't that easy. He mentions reading Nelson Mandelas au- 
thorised biography, which describes how the South African 
leader had to change some of the ideas he held dear, once he 
came out of prison. "You have to accept reality." 

Those close to Bhattacharjee add that the most dramatic 
transformation happened after he became chief minister in 
2000. He figured that the purist line that had been adopted 
ever since the Left came to power in 1977 was leading the state 
nowhere. Investors had fled the state, unemployment was ris- 
ing, very little capital formation was happening, and so on. All 
this despite the fact that the state had adopted a new indus- 
trial policy in 1994 that was meant to be investor-friendly. 

Bhattacharjee wanted to put West Bengal on a different 
development trajectory. And he realised that he had to com- 
pletely break from the past. "New ideas started coming from 
the Chinese experiments, the Vietnamese experiments; we 
used to ask ourselves why do they need foreign investment, 
why were they allowing foreign investment, etc.," he says. It 
became amply clear to him that the Left could no longer disas- 
sociate itself from world trade and world economy. 


Arun Jaitley, senior 
BJP leader 


‘The Left, though 
a partner of the 
ruling alliance 
(at the Centre), 
behaves like the 
Opposition.’ 
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Biman Bose, polit- 
buro member, CPM 


‘We have to start 
paying for 
services like 
flyovers and 


parks. But mind- 
sets need to 
change.’ 


Says Harsh Neotia, MD, Bengal Ambuja: “Once in a casual 
conversation, Buddha babu said that he was not just the chief 
minister of his supporters, but that of the state of West Bengal 
which included other people who do not support his party. 
His governments initiative must therefore help all people ful- 
fil their aspirations. It was a statesman-like remark." 

Itis commonly acknowledged that all over the world hard- 
line Communism has been in retreat for over two decades. 
China's Deng, who Bhattacharjee is often compared to, was 
seen as one of the poster boys of New Left thinking. He eulo- 
gised creation of wealth ("To get rich is glorious"). However, 
few leaders in India have openly acknowledged Commu- 
nisms inadequacies as much as Bhattacharjee has.The fact 
that he is a democratically elected leader and the head of a 
state government adds far more weight to his pronounce- 
ments. Within the CPM, Bhattacharjee is called Gorbachev, 
after the reformist Russian Left leader who altered main- 
stream Communist thinking. 

But that's also where the discords arise. CPI general secre- 
tary A.B. Bardhan, for example, is in broad agreement with 
what Bhattacharjee is doing. “I agree gheraos weren't a good 
way of struggle and that India needs to be a developed nation 
for which she needs some FDI, some FII investment,” he told 
BW. But Bardhan believes that there is too much of emphasis 
on FDI these days. Bhattacharjee, on the other hand, believes 
that he needs all the FDI he can get (See 'Buddha's Scorecard’). 

Though Bardhan lacks a mass political base as opposed to, 
say, Bhattacharjee, in the Left system, Bardhan’s opinion 
counts as much as the chief minister's. Sugata Bose, the Gar- 
diner Professor of History at Harvard University and a close 
observer of West Bengal politics, argues that within the Left, 
the irony is that unelected leaders have always been more im- 
portant than the elected ones. “Hence the prominence of 
voices like Yechury’s and Karat's," he says. 

You could also argue that while Bhattacharjee is primarily 
answerable to the people of West Bengal who have elected | 
him — that's his stated position anyway — the likes of Yechury 
and Karat have to ensure that the unions, through which the 
Left derives much ofits power, stay loyal and don't revolt. So, as 
Bose argues, the challenge for Bhattacharjee is “to ignore what 
Yechury has to say, and get the trade unions to fall in line as 
well as get his party and bureaucracy to perform". 











N the face of it, it seems that Alimuddin Street, 

where the headquarters of the state unit of the 
party is located and Writers Building, where the govern- 
ment sits, have both broadly agreed on the direction of 
reform. For example, Left Front chairman and politburo 
member Biman Bose says that these days the party steps 
in when local trade unions go too far over the edge. Com- 
ing from him, that’s quite an admission. 

While some of it has to do with the way the thinking 
within the Left is changing, much ofit also has to do with 
Bhattacharjee's skilful handling of issues. His govern- 
ment is currently in the twilight zone — they have re- 
jected many of the policies from the past, yet much of 
the thinking stays. That's why Bhattacharjee says that he 
doesn't have all the answers. “We need to make the alter- 
native path. But there is no model — we are travelling on 
a path that hasn't been travelled before. As we walk, we 
try to find out the way ahead,” he says. 

This is precisely why Bhattacharjee's realises his brand of 
reforms needs to slowly seep in — a sudden rush could derail 
everything. That's why at rallies he voices the familiar Left line. 
On 12 February, Kolkata witnessed another of the CPM rallies 
—asomewhat exaggerated display of the kind of brute power 
the party continues to flex in the state. On that day, close to a 
million-and-a-half party supporters converged at the Brigade 
Parade grounds in central Kolkata. Bhattacharjee spoke of 
how the Left would continue embracing the poor, how it 
would ensure that illegal squatters would not be evicted, and 
so on. "This gathering is to ensure that more of the poor find 
succour beneath our flag," he concluded as his audience 
cheered wildly. 

Left Front leaders put down such speeches to the needs of 
realpolitik. Manab Mukherjee, the IT minister credited with 
making Bengal a destination for BPO and tech outfits, though 
under Bhattacharjee's supervision, told Businessworld — af- 
ter extolling the virtues of his state — that,he wouldn't be 
caught dead saying such things at rallies. “We have to learn 
how to position our message of reform to the masses," he says. 

If the rhetoric at rallies is the yin, the thrust on IT is the 
yang. The idea to go all out after IT sector investments was 
Bhattacharjees idea — completely. Given that the IT business 
is seen as more cerebral than, say, manufacturing, he knew it 
would go down well with Bengalis, who have traditionally 
seen themselves as thinkers. Again since nobody, including 
predecessor Jyoti Basu, had championed the cause of IT, Bhat- 
tacharjee knew that any success would be entirely his. 

It worked. Many in Kolkata say that the success in IT — the 
state has generated 22,000 new jobs — has helped Bhat- 
tacharjee extend his sphere of influence without any interfer- 
ence from the party. 

Differences however arise from time to time. Last year 
when Kolkata High Court judge Amitava Lala ruled that rallies 
should not be held during certain hours of the day, the party 
went hammer and tongs at him. Bhattacharjee, however, did- 
n't join the fray. It's not exactly clear if he wanted to distance 
himself from his party on the issue or whether he had come to 
an understanding with the party to stay silent. 

Take the ongoing issue about the privatisation of Kolkata's 
landmark Great Eastern Hotel. Though marked for privatisa- 


AMIT DATTA 


BUSINESSWORLD 46 21 MARCH 2005 


———— a DEAE De EAB NON OI tv wh vest egt EE —— CÓ EE DOE Pn A a RI NAN Aea E AKAA E 


@ T IS no secret that the hue of the Left-governed West 

| Bengal has changed — it is a much paler shade of 

i red than earlier. As chief minister Buddhadeb 
Bhattacharjee tries to push his state into the. 
development limelight again, businessmen are finding 
that his reformist words are backed by action. Some of 
them have even turned admirers. —— | 

Says Deepak Khaitan, executive vice-chairman and 
managing director, Eveready Industries India: "The 
biggest change has been his ability to reach out to the 
unions and convince them that militant trade 
unionism is not the way out." | 

Militant trade unionism has been West Bengal 
government' biggest hurdle in attracting investment, 
but the Left's unions are now its biggest assets. The 
state government has even downsized the state-owned 
electronics manufacturing unit, Webel. 

Private players are now flocking in, encouraged by 
the government's policies . The state registered an 
investment inflow of Rs 2,335 crore in 2003. That was a 
marginal increase from the Rs 2,326 crore it received in 
2002. Last year, in the April-June period, 127 industrial 
projects worth Rs 2,197 crore were cleared. In the same 
period in 2003, 121 projects worth 1,630 crore were 
cleared. West Bengal's state domestic product, too, has 
kept pace with the national GDP The challenge will be 
to ramp this up further if West Bengal has to move into 
the high-growth state bracket. 

In fact, with Bhattacharjee in power, annual 
investments in the state have consistently hovered 
over the Rs 2,000-crore mark. Before he took over, it 
was around Rs 1,000 crore. The IT and ITES industry — 
the state's claim to a changed image and investment 
climate — has not lost any man days despite the four 
to five bandhs in the state every year. In fact, West 
Bengal is now ranked at No. 5 in IT exports. 

Another achievement is the restructuring of the 57 
state-owned units. And the state government is now 
working with UK-based aid agency DFID in the 
restructuring process. 

Bhattacharjee's personal interest in attracting 
investment is legendary. There is a story that when 
Azim Premji was scouting around to locate Wipros 
eastern HQ, Bhattacharjee sent the state IT secretary 
to invite Premji to Kolkata. And when Premji met him, 
Bhattacharjee asked him for a wish list and assured 
him that he would have it in seven days flat. Premji is 
now one of Buddha's best ambassadors. 

The state has had success in attracting foreign 
investment outside of the IT sector too — a two- 
wheeler plant at Haldia, a power plant at Bakreshwar 
and a greenfield power project at Sagardighi are 
examples. One of the largest FDIs in Indian real estate 

| — $350 million — is being made in Howrah. 
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tion for a long time, the hotel's ruling union, the Left-sup- — 
ported CITU, has staved off change of ownership. Even the .- 
number of employees whose future could be jeopardised by _ 
the privatisation is small at 300. Though this is seen moreasa - 
CITU versus Writers Building stand-off, observers say that Al- ~ 


imuddin Street has a behind-the-scenes role to play here. 


The CPM depends heavily on the CITU to swellits support 
base. Therefore it cannot openly criticise CITU's position. ` 
Moreover, any obvious attempt to question CITU could throw _ 
open a debate on the role trade unions play in today's political 
environment which would be potentially disastrous. (In his _ 
interview to BW, Bhattacharjee said that the Great Eastern — 


impasse would be over in two months.) 


The other area where Bhattacharjee and the party have - 
differed is education. There is difference of opinion on what 
the future direction for the state's education system should be: - 
Bhattacharjee would like to focus more on creating centres of 
excellence for higher education, while the party wants amore — 


egalitarian approach. | 


Differing over education isn't new within the party. Quite | 
some time back, the Left Front government had banished  . 
English from primary classes in state-run schools; only Ben- = 
gali could be taught. It was a potentially ruinous strategy, but. 95, 
the Left Front wore its policy like a badge of honour. Bhat- — 
tacharjee changed all that, and reintroduced English. "It was — 


all bogus, mother tongue, etc.; all stupid talk that wont get us 
anywhere... English is the language of industry, of commerce," 
says Bhattacharjee. Opposing his move was higher education 
minister Kanti Biswas. Bhattacharjee finally prevailed and was 
also supported by both state party secretary Anil Biswas and 


| Biman Bose. Ironically, these two had earlier been in favour of 


abolishing English. 


While such differences will continue, political analysts say 


that Bhattacharjee remains the biggest draw for the party dur- 
ing the elections. He is the only reason why the middle class 
has slowly started to vote for the Left in the state. 

Amitabha Som, a Kolkata-based advocate, says that he 
wishes Bhattacharjee came into power at least 10 years ago. 
“Then the picture of the state would have been different.” 

Adds Bhattacharjee: “Now a section of middle class, even 
the rich middle class have started supporting me. In the sense 






that they are more or less happy about our business policy, — - 


happy that we are changing our education policy..." 


This regard for Bhattacharjee is showing in the electoral . 
numbers. Traditionally, most of the Left's votes carhe from 
rural Bengal and not cities such as Kolkata. In Kolkata, the Left 
traditionally lost to either the Congress or the Trinamool. That — 
changed during the 2004 general election — the Leftwon four 


out of the five Lok Sabha seats in the city. The only con- 


stituency where they lost was Mamta Banerjee's. During ear- Ţ 


lier elections, it used to win maybe a seat or two. 


OLITICAL observers argue that the Left leaders in New 


- Delhi and in West Bengal think differently. Though the 
CPM came to power in the state over two decades back on an 
anti-establishment platform, after years in the driver's seat, it 
has become the establishment. However, given that they have 
never run any government at the Centre, the leaders in Delhi 
continue to think of themselves as anti-establishment. (That 
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may explain their eagerness to 
counter the Congress constantly.) 
A senior bureaucrat in the state ar- 
gues that, at times, the Left ideo- 
logues are uncomfortable with how 
Bhattacharjee has become the estab- 
lishment. 

However, he can deliver for the 
party in West Bengal. Last year, of the 
42 Lok Sabha seats in the state, the 
Left won as many as 35. In the 1999 
elections, it won 29 seats. 

So, will Bhattacharjee be able to 
reform the party from within? 

After their showing in the last gen- 
eral elections, there is a yearning 
within the Left to continue playing a 
role on the national stage. They re- 
alise that to stay relevant, they must 
put forth a reform-friendly face. The 
Lefthave many things going for them. 
They are disciplined and highly com- 
mitted.(Bhattacharjee says that while 
there are differences over specifics, there is a ‘broad consensus 
on economic issues' between the central and the state leader- 
ship of the party.) In other words, the spark that's been lit by 
Bhattacharjee needs to be nurtured further. And who better 
than him to do so. 

Those who have seen the Left from close, feel that Bhat- 
tacharjee comes with less ideological baggage than his col- 
leagues. The CPM works through numerous frontal organisa- 
tions — the CITU, the teachers association, the women’s front, 
etc. Aspiring party workers become a member of any of these 
arms before joining the party. Bhattacharjee was a part of the 
DYFI, the party's youth wing. But since there was an age-bar 
on members, he moved on to the main party quickly enough. 
"You could be a member of the CITU till you are very old and, 
thus, the CITU way clouds your thinking. But that never hap- 
pened to him, he is not myopic” explains a Left observer. 

Also, in a country where an honest politician is almost an 
oxymoron, Bhattacharjee is spotless. "He is spanking clean 
and unbelievably honest," says Sanjeev Goenka, vice-chair- 
man, RPG group. 

Moreover, Bhattacharjee maintains a Spartan lifestyle. He 
lives in a modest three-room, 750-sq feet house on Palm Av- 
enue in South Kolkata. Till recently, his wife Meera, a librarian 
at engineering consultancy DCL, used to take the public 
transport to work. Only after the police discovered threats to 
her life did he allow her to use a government vehicle. These 
give him the moral high ground to operate from. Nobody can 
even remotely suggest that his motives aren't genuine. 

Bhattacharjee is also straightforward in his dealings. Says 
Goenka: "When in authority, he expresses a view; when not in 
authority, he stays silent." Adds another Kolkata-based busi- 
nessman: "I have seen him duck issues, but never promise 
something that he can't deliver." 

Some years back, when Mitsubishi was scouting around 
for investment opportunities, the West Bengal government 
had promised them a list of deliverables. Subsequently, the 
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Congress leader and Union minister 


‘If the party were t 
Buddha, then the differen 

between Congress and the 
the Centre would be reduced.’ 





government failed to deliver and Mit- 
subishi walked away. Much against 
everyones advice, Bhattacharjee 
wrote to them admitting the lapses 
on the part of his administration. He 
asked for a fortnight to rectify things. 
Mitsubishi returned and is today one 
of the biggest investors in the state. 

Significantly, Bhattacharjee kn- 
ows how to use his attributes of cand- 
our, earnestness and honesty to his 
advantage. These days, at all business 
gatherings, he keeps apologising for 
some of the excesses of the past, espe- 
cially bandhs, gheraos and other 
forms of workers’ agitation. Quite a 
few commentators feel that he is say- 
P ing mea culpa once too often. They 
Da Ned by miss the point. Bhattacharjee knows 
ft at that the biggest blight on the face of 
West Bengal are past stories of work- 
ers’ agitation. And he deliberately 
rakes up the issue time and again to 
drive home the message that it will never happen again. 

Of course, the big test for Bhattacharjee will come next 
year, when the state goes to the polls. Political observers say 
there is no fear of the Left Front losing the elections. But howit 
fares in individual constituencies will indicate how the popu- 
lace has responded to the new policies. There is a fear that 
some of the traditional Left supporters — hawkers, the urban 
poor, the unemployed, domestic helps, etc., — may turn away 
from the Left. But the party hopes that the new middle-class 
voters will compensate for that loss. 

The Left is caught in a trap of its own making. Abhirup 
Sarkar, professor, Indian Statistical Institute, argues that in 
West Bengal there is a huge informal sector —rickshaw 
pullers, household helps, hawkers, etc. They consume re- 
sources that they don't pay for. The hawkers sell on the streets, 
yet it’s not legal; domestic helps travel by train but don't pay for 
tickets. But they have votes. The Left Front has been able to get 
a grip on this section by allowing them to use public property 
illegally. “It’s a political society where patronage is very high.” 

But now, as the government is trying to change its entire 
outlook (that means the corporations will have to collect more 
taxes, the transport system will have to turn profitable, etc.), 
this informal class will feel as if they are being abandoned by 
the party. Even Biman Bose argues that he would love to have 
people pay toll for using flyovers, parks etc., collect more taxes, 
and transform Kolkata completely. “But mindsets need to 
change,” he says. And in that journey, conflicts will arise. 

What Bhattacharjee has going for him is that the people 
identify with him. He was born into a joint family, went to a 
middle-class school and could barely complete his higher ed- 
ucation because of financial pressures. And today, it’s that 
same middle-class boy who is trying to change the state for the 
better. Who could grudge him that? is 
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HE airplanes docked at Mum- 
bai's international airport are 
disgorging money managers at 
a faster rate than ever before. 
One private equity investor es- 
timates that at least 450 equity 
investors have visited India over the past 
45 days. Just about every foreign banker 
you speak to will tell you that his bank is 
on the prowl once again, looking at 
smaller local banks that can be snapped 
up. The rest of the financial community, 
too, is in the same expansive mood — 
from hedge funds operating out of air- 
conditioned offices to micro-finance 
groups slogging it out in dusty villages. 
Two of Indias most respected fi- 
nanciers, K.V. Kamath and Uday Kotak, 
told BW a few days ago that one of the 
most important aspects of the new 
Union Budget is the primacy it gives 
to the financial sector. 
Is all this another 
round of senseless 
euphoria? Will the ex- 
citement inevitably 
die down with the 
next jab on the jaw? A 
new study on the 
global capital markets 


A new study by the 
McKinsey Global 
Institute shows 
that financial 
systems have been 
growing faster 
than their 
underlying 
economics. India 
is no exception — 
though it has a 
long way to go 
before it matches 
its peers 


Follow the money 


A FINANCIAL PROFILE OF MAJOR ECONOMIES 
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($118 Trillion And Counting: Taking 
Stock Of The World's Capital Markets) by 
the McKinsey Global Institute (MGI) 
suggests some soothing answers. It 
would seem that India's banks and secu- 
rities markets are on the cusp of exp- 
losive growth. The MGI research shows 
that India has a long way to trudge 
before its financial stock reaches 
levels that are on par with the 
best in the world. (Let's get that 
definition out of the way: the 
financial stock of a country is 


yv. v SA thesum ofits bank deposits, 


equity, private-sector debt 
and government debt. It gives us an 
idea of the capital available in a coun- 
trys banks and securities markets to 
pass around to users of capital, be it a 
company or a government.) 

In 2003, Indias total financial stock 
was $0.9 trillion. This is 1.37 times its 
nominal GDP So Indians own Rs 1.37 of 
financial assets for every rupee of out- 
put they produce. Or, in other words, In- 















dia's financial 
depth is 137 per 
cent. Wow, did you 
say? Actually, that's 
a pittance. The fi- 
nancial depth of the 
100 top economies 
considered by MGI is 

326 per cent. The financial systems of all 
the major economies are more deeply 
entrenched than India's own financial 
system (See ‘Follow The Money’). In 
fact, India is 25 years behind the rest of 
the world on this score — its financial 
depth is still around the level where the 
rest ofthe world was in 1980! 

The global financial stock is $118 
trillion, and is likely to exceed $200 tril- 
lion by 2010, says McKinsey. India's $900 
billion is a mere drop in this ocean. In 
fact, global financial assets have explo- 
ded since the great wave of financial lib- 
eralisation started in the mid-1970s. In 
1980, global financial stock was almost 
equal to global GDP. Today, it is more 
than three times larger. 

These numbers give us some idea of 
how far India has to go, and also of how 
large the opportunity is for the men in 
pin-striped suits who are getting off the 
planes in such a hurry. But will the real 
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opportunity come from faster econo- 
mic growth or more financial deepen- 
ing? It's a question we'll return to later. 

As always, the story gets even more 
interesting when the data gets sliced in 
myriad ways. Look at the break-up of fi- 
nancial assets held by Indians. Bank de- 
posits account for the largest chunk (45 
per cent). China has an even bigger por- 
tion of its financial stock kept with 
banks. There are two possible explana- 
tions. China has recently become a mar- 
ket economy and it still has not had the 
time needed to develop its securities 
market. Two, China's banks are loaded 
with bad loans which have not yet been 
written off, thus bloating the import- 
ance of its banks in the data. But look at 
the US, Europe and Korea — the amo- 
unt of the nations financial stock that is 
parked in banks is far lower. 

What does this mean? Simply this: 
Indians still prefer to let banks, rather 
than the markets, manage their savings. 

"India is often com- 

pared to China for its 
rapid economic de- 
velopment. Some 
even go so far as to 
claim that the 
economies com- 
pete against 
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each other in terms of their role in the 
global economy. However, this certainly 
seems to be the case in the financial sec- 
tor, as India’s financial stock is smaller 
than China’... and also grows at a slower 
pace. This finding is in itself puzzling if 
we consider India’s long Anglo-Saxon 
tradition in the financial markets and its 
institutional settings, which are consid- 
erably more favourable than those in 
China,” say the MGI report’s authors. 

Another disquieting fact about India 
is the importance of government debtin 
its total financial stock; a full 22 per cent 
of Indias financial stock is government 
debt. Europe (with 21 per 
cent) is not far behind. And 
look at Japan: 35 per cent of 
its financial assets are gov- 
ernment debt. All this 
reflects the high budgetary 
deficits in India, Japan and 
Europe. But given that India 
and China are running against each 
other, it is worrisome that Chinas gover- 
nment soaks up far less of the nation’s 
savings than its Indian counterpart 
does. Given the well-proven ability 
of governments to fritter away a 
nation’s savings, the fact that the Indian 
government accounts for such a large 
chunk of our financial stock is a definite 
cause for worry. 

Some solace can be found in the 
MGI finding that India’s financial stock 
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has, at 11.9 per cent a year, grown at a 
faster pace over the past 10 years than 
the rest of the world. But, once again, 
China has done better with 14.5 per 
cent. Now, a growth rate of 11.9 per cent 
seems impressive until you realise that 
India’s economy too has been growing 
at a similar rate (in nominal terms) over 
the past 10 years. Britain’s financial 
stock too has grown at 11.3 per cent, de- 
spite a lower growth in nominal GDP It's 
the same story for many other coun- 
tries. Their financial stock has grown 
much faster than their nominal GDPs. 

But India's financial stock has 
kept pace with the growth in 
af the underlying economy. 
‘ai . There has been no progress 
CES in financial deepening. 
s That’s both intriguing and 
worrisome. Our financial sector is 
said to be one of our competitive advan- 
tages. Then why is it merely riding along 
with economic growth, rather than run- 
ning ahead? 

There may not be much macroeco- 
nomic significance to this. The MGI rep- 
ort says there is no clear relationship be- 
tween a country's financial depth and its 
development. (The issue has troubled 
economists for years: what is the link 
between financial deepening and econ- 
omic growth? Ifthe link is weak, is finan- 
cial liberalisation worth the trouble?) 

As they get ready for the next round 
of growth, India's bankers and finan- 
ciers will have to try to figure out if 
they can break the pattern and grow 
their market faster than the econ- 
omy. The success of a lot of business 
plans could hinge on that. And that is 
what will make those foreign money 

managers fly to India in ever-in- 
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Pakistan 
is making 
more 
progress 
with its 
telecom 
infra- 
structure 
and 
policies 
than 

we are 
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Pakistan - Il 


UR hosts in Pakistan consisted of 
two distinct groups of people. 
There were these 30-something 
people who were members ofthe 
Pakistan Association of Software 
Houses, and groups of over 50 year olds, its sen- 
ior members. The common thing about the 
two was the enthusiasm and admiration for the 
Indian software industry. They wanted to emu- 
late our best practices and wanted both sides to 
cooperate. Yet, a non-trivial hiatus divided the 
younger and older generations. 

The younger generation is raring to go, but it 
remains bound to the older generation that 
controls two fundamental constituents of do- 
ing business in Pakistan — contacts to grease 
the system and funding of capital. In India, the 
software industry was built not on the basis of 
‘who knows who’ but ‘who knows what. But in 
Pakistan, the social structure remains largely 
hierarchical, and it will not be easy for the next 
generation to break free from it. 

Software, or any knowledge-intensive in- 
dustry, thrives in an atmosphere of diversity 
and needs freedom from hierarchy. Veneration 
for it has to be led by demonstrable compe- 
tence and not by peoples personal antece- 
dents. The other pervasive phenomenon in 
Pakistan is the ‘get rich quick’ mindset of in- 
vestors who mostly come from either the sugar 
or textiles industry, or have made money doing 
intermediation of government deals. Thus, 
they have poor understanding of what it takes 
to build and nurture young software compa- 
nies. Every young entrepreneur I met bemo- 
aned the short view of time these people have. 

Our first exposure to a Pakistani politician 
was when we met their IT minister who pre- 
sided over the plenary session between India's 
Nasscom and PASHA. Young, dapper and very 
knowledgeable about the bits and bytes, he ap- 
peared ahead of many of his counterparts in 
India. Pakistan is making more progress with its 
telecom infrastructure and policies than we 
are. The other politician I met was Abdul Aleem 
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Khan, Punjabs IT minister, who hosted a din- 
ner for the Indian delegation. He arrived at the 
venue ahead of the Indian delegation. Khan 
had invited his ministerial colleagues, family 
and friends to meet ‘IT folks from India’. He was 
young, well-dressed and articulate. He at- 
tended to every small detail and stayed with the 
delegation all the way up to midnight, when we 
left for our hotel. Delivering a short speech, he 
said Lahore was known for its hospitality and 
ended with a saying that a person who had not 
seen Lahore was considered as yet unborn. 

It is easy to understand that little piece of 
boasting. The city, born more than 600 years 
ago, has remained a seat of learning, culture 
and has had great affection for the arts and lit- 
erature through the ages. The men of Lahore 
are very gracious and the women are among 
the most beautiful. The infrastructure and level 
of cleanliness in Lahore — like in Karachi and 
Islamabad — are better than that of most In- 
dian cities. The tri-city tour left me questioning 
the sense of urgency that leaders in India have. 

On a different note, 9/11 has led to some in- 
teresting fallouts. Overseas Pakistani professio- 
nals are coming back. Also, remittances to Pak- 
istan are going up. It is leading up to a reverse 
brain drain and unlocking of capital needed for 
growth. The economy is finally set to take off. 

Pakistanis and Indians have lived as a divi- 
ded people through embittered times. It will be 
good to see the beginning ofa new era in which 
technology, among other things, can bridge the 
two countries. Pakistan's economic reconstruc- 
tion will require massive investment in IT — 
something that India can help with. This can be 
a greater confidence building measure — 
ahead of nuclear restraint, cricket and Bolly- 
wood. It requires the serious thoughts of evolv- 
ing a regional model for economic co-opera- 
tion. Meanwhile, the PIA plane rolled off the 
runway, and heading east, was in Indian terri- 
tory in about five minutes after take-off. That's 
all really separates the two countries and, as it 
occurred to me, one people. E 
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HIS year, China is expected to 

buy up as much as 29 per cent, 

or 290 million tonnes, of the 

world’s steel output. This over- 

whelming appetite is matched 

by its inexorable quest to in- 
crease its own production beyond the 
current level of 220 million tonnes. 
Thanks to this phenomenon, iron ore, 
once an unglamorous mineral, is under 
the spotlight. And ore producing na- 
tions like India are trying to strike while 
the iron is hot. 

But this bonanza of riches for the in- 
dustry has already created some strains 
within. It's now divided into two camps 
— one that advocates strict controls 
over iron ore exports and the other that 
says no to any form of export controls. 


, the largest iron ore mine of 
the Orissa Mining Corporation, exports 
a large part of its 2-million-tonne 
annual output through the Paradip port 

Ea 
| 
| 
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The fears of the two sides are partly 
played out in the figures. India's iron ore 
exports zoomed to 60.5 million tonnes 
in 2003-04, a growth of more than 60 per 
cent over 2000-01. Prices, too, have gone 
northwards. Today, the spot rate for a 
dry metric tonne of iron ore is $60 (free 
on board). This is a fifth off the peak 
touched a couple of years back, but is 
staggeringly higher than the $15-17 it 
was going for just three years back. 

Its not as if domestic consumption 
has stood still all this while. It, too, has 
risen almost 45 per cent between 2000- 
01 and 2003-04. Now, the draft Steel Pol- 
icy of the Union government is propos- 
ing to increase the output of finished 
steel from the current 35 million tonnes 
per annum (mtpa) to 100 mtpa by 2020. 
Surely, the demand for iron ore is going 
to increase manifold. 

And this is what those against ex- 
ports are harping on. Says S.K. Tamotia, 





A skirmish is on 
between those 
who favour 
unbridled 
exports of iron 
ore and those 
who dont. 
Orissa is their 
biggest battle- 
eround. 

By Pallavi Roy 





non-executive director at Vedanta and 
former chairman of Indal: “India’s do- 
mestic consumption of iron ore will be 
very high. And since iron ore is a non-re- 
newable resource, any export intent has 
to be looked at very carefully.” 

The other camp offers its own logic. 
Sandeep Bhargava, director at Rawmet, 
a commodities trading house, says: 
“The logical view is that the market 
should decide. Besides, if there is one 
country (China) willing to pay so much 
money, what's the problem?" 

But there are problems, at least the 
beginnings of one. The iron ore ques- 
tion has now gathered political shades. 
The deepest among them is the growing 
dissonance between the Union min- 
istries of steel and coal & mines. The two 
ministries, in private at least, are speak- 
ing in two voices on ore exports and on 
allowing states without iron ore to ac- 
cess the mines of ore-rich states like 
Orissa and Jharkhand. 

The dissonance is creating a louder 
| mini at the states, which regulate the 
ning industry in concurrence with 
antre. Recently, the Jharkhand gov- 
t cancelled the iron mining 
jes for SAIL’s IISCO plant in West 
al he Orissa government's forth- 

g mineral policy is likely to spell 
um e first priority for access to ore 
iven to investors who set up 
thir ‘the state’s boundaries. 
while, the Union steel min- 
king about a review of high- 
‘ire | ore exports. The idea is to 
am, rts ido 5-year contracts and re- 
s from time to time. It has 
aking noises about a judi- 
ince between exports and do- 
sun ption. The Union com- 
has added its bit by 
preference for a 7-mtpa 
a sport of high-grade iron 
Is. ~ 
i ad TD t t like going back to li- 
” says a senior official at the 
of cc oal & mines. This ministry 
^ ose cre st of its laissez faire stand. 
ys value- addition within 
T ea be a pre-condition of 
: mii ng g leases. The stand un- 
ie f. st that mining is a sepa- 
ryand not just an adjunct to 
'ufacturing, though iron ore 
d po than a fifth of the to- 
tput of the country by 
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value. The idea is to 
let investors take a 
commercially sensi- 
ble decision and not 
scare them off with 
strictures. 

The key to clear- 
ing the impasse, as 
ever, lies somewhere 
in the middle. 
Bhaskar Chatterjee, 
principal secretary 
(steel and mines), 
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ellery (more than Rs 
40,000 crore) or soft- 
ware (more than Rs 
31,000 crore). 

Says — Indronil 
Sengupta, head 
(strategy), Tata Steel: 
"The export policy 
for each mineral 
needs to be fixed on 
the basis of how 
much value can be 
added competitively 


Orissa, and chair- «The ore can be used to to it. In the case of 
man, Orissa Mining e iron ore, India is per- 
Corporation (OMC), Setup domesticindus- fectly placed to use 
says: “There is a need try, which would havea _ the ore till the very 
to weigh the issue inple effect on th end of the value 
from two perspec- ripple etiect on me chain, turning it 
tives. While iron ore economy.The idea is into finished steel 
exports bring in not to eliminate products. " 

forex, the reserve po- MAT Internationally, 
sition is comfortable export, but restrict it. both the models are 
now. And the ore can BHASKAR CHATTERJEE at work. Some 50 


be used to set up do- 
mestic industry, 
which would have a 
ripple effect on the economy. The idea is 
not to eliminate exports, but restrict it." 

The state is already trying a middle 
ground. The Rs 39,000-crore Posco-BHP 
Billiton integrated steel project may 
have a clause allowing BHP the mining 
partner, to export excess iron ore in re- 
turn of supplying met coke to Posco. 
The idea is to carefully define the limits 
in both cases — of the excess that can be 
exported and the amount of the barter. 

Even after one has grappled with 
who and what to restrict, there emerges 
the question of long-term sustenance. 
Iron ore is a finite resource. Indias total 
proven reserves are 9,919 million 
tonnes of haematite and 3,516 million 
tonnes of magnetite. Estimates vary on 
how long they will last. According to a 
study done by one ofthe leading private 
sector steel producers, this amount is 
good enough to last us only for another 
40 years, given a compounded annual 
growth rate of6.5 per cent. The ministry 
of coal & mines claims, in a chart on its 
website, that the reserves will last us 
another 131 years! 

Those opposed to exports also point 
out that the total export earnings from 
iron ore in 2002-03 were about Rs 4,200 
crore, a fraction of what the country 
earned that year from gems and jew- 
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Principal secretary 
(steel & mines), Orissa 








countries produce 
iron ore, but 15 of 
them account for 96 
per cent of the production. And among 
them, India, Australia, Brazil, China, 
Russia and the US account for a bulk of 
the output. Among these countries, 
Australia exports a majority of its ore, 
thanks to its low domestic demand. 
Brazil, on the other hand, encourages 
setting up of downstream plants rather 
than pure ore exports. And this is the 
pose India’s steel makers are striking. 


HE place where the skirmish is at its 

fiercest is Orissa. The political con- 
siderations apart, it's the economics of 
iron ore usage that affects the argument 
ofthe two sides. 

To begin with, Orissa has the largest 
haematite reserves in the country, at 32 
per cent of the total. It also has the 
largest reserves of high-grade ore 
lumps, which attracts the highest export 
demand — also the ones the commerce 
ministry wants exports limits on. And it 
is these lumps that are used extensively 
by the sponge iron plants now mush- 
rooming across the country’s steel land- 
scape, especially in Orissa. 

The state's relative proximity to Chi- 
nese ports — as against those in, say, 
Karnataka — has also helped. And 
OMG, which controls a fifth of all the 
iron ore mines in the state, has been 
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quick to get its act together and make 
use of the opportunity. 

No wonder then that Orissa is more 
active than any other state in framing a 
. Clearly-defined mineral policy. It has 
already amended its industrial policy to 
say that iron ore mines will be leased out 
only for captive use, that is, only to those 
who do value addition within the state. 

Investors in the state will now have 
to put in 25 per cent more than the 
amount needed for just a sponge iron 
plant. Also, the planned output of the 
plant needs to be at least 0.25 mtpa. 
Only when these norms are met will a 
project be permitted to apply for a min- 
ing lease. The state administration has 
reasons to put in such strictures. Of the 
36 iron and steel memorandums of un- 
derstanding (MoUs) the state has 
signed recently, 14 are for plants with 
capacities between 0.25 mtpa and 0.27 
mtpa; another eight are for plants sized 
between 0.28 mtpa and 0.3 mtpa. It's as 
if they have chalked up plans that 
would just meet the capacity require- 
ment for a mine. 

With that comes another realisation 
— all the MoUs may not fructify. Says 
Chatterjee: "Even if 60-70 per cent of 
them ultimately materialise, we will be 
successful. Those who find our criteria 
too steep will bow out, separating the 
men from the boys. That will leave the 
field open for the serious contenders." 


MORE FOR EXPORTS 


Iron ore consumption pattern 
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Source: The Indian Mining and Engíneering Journal 


That picture should emerge in a few 
months from now. 

To get a preview of that picture, one 
needs to understand how sponge iron 
usage pans out. Normally, integrated 
steel plants using electric arc furnaces 
also putupa sponge iron unit. But most 
are standaloneunits simply making use 
ofthe higher steel demand and export- 
ing to China. In Orissa alone, there are 
30-odd sponge iron plants coming up 
with a total capacity of 5 mtpa. These 
plants use lumps and mostly export 
iron ore billets used in the electric arc 
furnace method of production. 

However, this kind of reserves is 
likely to run out even earlier than fines. 
One estimate suggests that Orissa's 
stock of high-grade lumps will last an- 
other decade or so. The state govern- 
ment has already taken note of this. 

Priyobroto Patnaik, chairman and 
managing director, Industrial Promo- 
tion and Investment Corporation of 
Orissa (IPICOL), says: "We are not en- 
couraging any further sponge iron units 
till we have done an audit on our iron 
ore resources." : 

Another question begs an answer. If 
fines are in abundance, then what is the 
problem in exporting them? The larger 
share of Indias reserves is in the shape of 
fines. Traditionally, fines were not in 
high demand, as the three largest steel 
players — Tata Steel, SAIL and Rashtriya 
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Ispat Nigam — had captive mines or 
long-term supply contracts. The only 
market was from the mini blast furnaces 
of pig iron and sponge iron producers. 
It is only since the Chinese demand 
for fines picked up that they gained in 
importance. 

But even here, those against exports 
point out that while there is no problem 
currently, there maybe a shortage in 
iron ore fines if the country’s growth tar- 
get in steel production is to be met. 

Says a senior executive of a private 
steel maker: ""We are now using our 
limited iron ore resources for someone 
elses (China's) boom. What will happen 
when our own boom comes?" 

It must also be noted that the Chi- 
nese demand is expected to come down 
in the next two years, once their new ca- 
pacities come up. Simultaneously, Aus- 
tralian production is being ramped up 
and this, too, will dampen the prices. So 
the iron is at its hottest now. 

But there are technological issues at 
play. Fines need to be sintered before 
they are used. And the main energy 
source in the sintering process is coke, 
which has to be imported into India as 
the country has already run out of its us- 
able reserves. Patnaik of IPICOL says: 
"Since we still have inadequate sinter- 
ing capacity, we cannot use fines effec- 
tively. Till sintering capacity grows or we 
use better technology to use fines, there 
seems to be no need foran embargo on 
them." Globally, it's now possible to ex- 
ploit fines with very low (50 per cent) 
iron content. In time, this would in- 
crease the amount of iron ore that can 
be used effectively. 

There are other ways usage can be 
made more effective. The mining com- 
panies can probe deeper than just a few 
tens of feet beneath the surface to get to 
different qualities of ore. The National 
Mineral Development Corporation has 
started experimenting with the use of 
slimes and slurries, which are by-prod- 
ucts of ore processing now. 

Thesolution on the ground will have 
to take into account the interests of all 
the stakeholders. Bhargava of Rawmet 
says: "Domestic demand needs to be 
married with the ability to take advan- 
tage of the strong export market today." 
Weare quite far from a national consen- 
sus on the issue. One hopes the iron will 
stay hotin the meantime. © sd 
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The 
future of 
entertain- 
ment 
may be 
moving 
from the 
big screen 
to the 


very, very 
small one 














OURS truly happened to be at 
some entertainment seminar the 
other day where people like Javed 
Akhtar, Ashutosh Gowariker and 
Prasoon Joshi offered up some 
reasons why Bollywood was in decline. This, by 
the way, happens year after year — and I’m sure 
will be another theme that is repeated at 
Frames 2005 in a few days. 

While the reason they all seemed to agree 
on (We have no big ideas because we live in 
cynical modern times where big ideas are not 
possible") is something I think was a complete 
cop-out, another possibility seemed to emerge. 
Its just that the way of getting movies to the 
public is wrong for the viewers we've become, 
and perhaps theres a little piece of technology 
in your pocket that could change all that. 

Look at how movies get made. The distribu- 
tors hold the key. They are the true VCs in the 
process as I've written elsewhere — and they 
take the real risk — not the producers. They bid 
and buy a movie for their territory, and they bet 
that it clicks. The stars take no risk — they get 
paid no matter what — and the producer gets 
his money too in advance from the distributor. 

Over a period of time, distributors — who 
are more often than not extremely canny busi- 
nesspeople — will come up with a set of thumb 
rules: that a Shahrukh starrer will get them X in 
their territory, and a Salman film will get them a 
Y, and a Rehman soundtrack will get them a Z. 

So in effect, they don't really care for a story- 


| line very much, and films that are announced, 


hence, become 'packages' of a few stars, a mu- 
sic director and an item number by the nearest 
willing female from east of the Danube or east 
of the Ghats. The story comes later — often af- 
ter the actors have reached the sets. 

Very few people — perhaps a Yash Chopra 
among them — have the power to buck this 
trend. And given this formula, and given how 
our tastes have fragmented, it's virtually impos- 
sible for any intelligent cinema to be a com- 
mercial success in this country. Which is a 
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shame because we are beginning to see some 
Hollywood movies make as much money in In- 
dia, if not more than their desi counterparts. 

The ‘5th screen in a multiplex’ syndrome — 
where the first four screens have the supposed 
formulaic 'blockbusters' and the extra screen is 
for the more arty stuff — is beginning to work. 
But we still dont have enough 5th screens for a 
filmmaker to make significant money on. Un- 
less we all learn to produce movies within a 
crore of rupees or so — an ego-blow to every 
director-wannabe who wants a Sanjay Leela 
Bhansali budget for his own epic. 

Enter, amidst all this gloom and doom, your 
humble mobile phone. It has a few advantages 
over the current distribution mess. One, view- 
ers pay to receive stuff on their phones. I know 
people who have made tens of lakhs of rupees 
off little good ideas like the ‘Saleem!’ ringtone 
from Mughal-e-Azam. Two, you can pluck it off 
the air. We don't have to wait for the creative 
judgement of a pot-bellied distributor in UP to 
see if we get to watch the movies we want — we 
simply download them directly. 

Three, bandwidths are getting better — not 
to say that we can download another 3-hour 
movie into our handsets. But hey, people are al- 
ready downloading stuff that lasts a minute or 
two (remember Baazee?). And whos to say that 
we can't make movies for the mobile phone 
that people are willing to pay for and that last a 
minute or two? Advertising creative directors 
should be the first to jump the gun. 

Four, this will allow each of us to have our 
favourites. Like none of us has the same ring- 
tones, not all of us will watch or download the 
same movies. A thousand flowers will, as Mao 
said, bloom. 

Five, we already have over 50 million mobile 
phones in the country — about as many as 
there are television sets. We have critical mass. 

Yes, this might be a radical change to our en- 
tertainment business. But whos to say the next 
70-mm blockbuster can't be seen on a screen 
that's exactly 70 mm wide? sl 
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M. ANAND 


, DINESH wants to build a 
| global automotive supply 
chain. And he wants it to be 
bigger than anything any 
Indian has ever built. Dinesh 
knows a thing or two about 
dis&ibiition and logistics in the auto- 
motive business. He is the executive dir- 
ector of T.V. Sundaram Iyengar & Sons, a 
$450-million auto and parts distribu- 
tion outfit. It is also the holding com- 
pany for the $2-billion TVS group. 

This is the second chain that Dinesh 
is building. He built the first in the last 
five years. It serves the Indian auto in- 
dustry. Goods worth about Rs 6,000 
crore flow through it annually. Many 
large auto makers — Ashok Leyland, 
Ford India, General Motors, Mahindra & 
Mahindra, Tata Motors — are using it. 

Each of these compa- 
nies buys components 
from hundreds of ven- 
dors. The role of a supply 
chain provider is to en- 
sure that required quan- 
tities of these compon- 
ents reach the vehicle 











TVS LOGISTICS 


R. Dinesh, executive 
director, T.V. Sundaram 
lyengar & Sons, believes 

that goods worth Rs 20,000 
crore can flow along his’ 
global supply chain by cou! 


Management 


manufacturers factory at the required 
time, without any glitches. Some of 
these companies have gained a 5-25 per 
cent cost advantage by using Dinesh's 
supply chain instead of using their own. 

A couple of years ago, he spotted an 
interesting trend. The global auto com- 
ponent trade was realigning. Newer, 
cheaper component manufacturing 
hubs were emerging. China, India and 
the Asean region began displacing other 
production centres. But these new com- 
ponent-manufacturing hubs were 
poorly connected with the power cent- 
res of vehicle manufacturing. That led 
Dinesh to build a second chain, along 


The world's auto component 
trade is realigning. Could that 
help TVS Logistics set up a 
global web of supply chains? 
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the newer component trade routes. 

TVS Logistics Services, the company 
that builds and runs these chains, has 
set up hubs in the UK, Spain, Portugal, 
Germany and Sri Lanka. It will venture 
into Thailand, USA and China soon (See 
‘Building A Global Automotive Supply 
Chain’). That should pretty much com- 
plete the global supply chain. “Once this 
map is complete, 90 per cent of the glo- 
bal requirements of Indian companies 
and 60 per cent of the global require- 
ments of global companies will be cov- 
ered,” says Dinesh. By 2007, he hopes 
that goods worth Rs 20,000 crore will 
flow along the chain. That should en- 
able TVS Logistics to take 
its revenues from Rs 100 
crore to Rs 500 crore. 

Others have set up 
similar chains abroad. 
Bhawan CyberTek is cur- 
rently implementing a 
five-year, $500-million 
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project to manage the logistics require- 
ments of the 12,000 oil wells managed 
by PDO, Oman' largest oil producer. A 
big chunk of the logistics planning for 
the project is being done by CyberTek's 
Chennai centre. "The opportunity for 
projects like what TVS is doing is huge. 
This is an exciting space to be in," says S. 
Durgaprasad, CEO, Bhawan CyberTek. 


ETTING up a full-fledged chain in a 

new country was logistically and fi- 
nancially burdensome. TVS Logistics 
had to find customers, and then build 
the chain according to their specific re- 
quirements. The same steps, repeated 
with several clients, built a countrywide 
chain. That's how Dinesh discovered the 
strategy of anchor customers. "Before 


entering a country, we find an anchor | 


client and follow him with his supplies. 
If we get two anchor clients, we are 
ready for a new country," he explains. 
But winning the first anchor client in 
a new country is always tough. The TVS 
brand name is well known in the inter- 
national automotive circuit. But that 
alone doesn't open doors. "They let us 
do pilots of their toughest problems. If 
we do well, we get an opening," says 


Dinesh. “Global clients look for four | 


things: efficiency, timeliness, health and 
safety, cost savings. If you can deliver all 
four, you have a good chance of winning 
new clients,” says Durgaprasad. 





Sundram Fasteners was TVS Logis- 
tics’ first anchor client into Germany. 
TVS started supplying powder metal 


_ parts to three different locations of a 
German manufacturer. What started off | 


as a £300,000 business has grown to £1.3 
million. It now has eight other clients in 
Germany and a total business of £2.5 
million. More importantly, TVS Logis- 
tics has since been able to build a full- 
fledged chain within Germany. 

Once Dinesh has built a network in 
one country, he follows those customers 
along their trade routes into neighbour- 
ing countries. He calls this ‘encircling’ a 
country. For example, TVS Logistics 
found that a German customer was 
sourcing from Spain. It followed the cus- 
tomer into Spain. Soon, it found an an- 
chor customer in Spain — an automo- 
tive air-conditioner manufacturer, and 
set up a full-fledged network there. 

After establishing networks in many 
countries and encircling a few, they are 
all meshed together. For example, the 
Spanish customer also uses TVS Logis- 
tics for its India sourcing, yielding a total 
business of 2 million euros. TVS Logis- 
tics expects revenues of 3 million euros 
this year (and 10 million euros by 2007) 


from Spain, the world’s seventh-largest | 


auto market. It has set up a joint venture 

with the euro 160-million Transcoma 

group — TVS Logistic Iberia, Spain. 
Similarly, last-:month, it announced | 
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the acquisition of an 80 per cent equity 
stake in the UK-based CJ components. 
Owned by the Jarretts, this company 
provides sourcing and logistics solu- 
tions to many customers, including 
Cummins and Delphi. “We are now 
mapping the UK and Spain, and finding 
synergies,’ says Dinesh. The idea is to 
mesh the two networks together to 
build a bigger chain. And then use the 
bigger network to win more clients. 





T THE very beginning, Dinesh 

made key decisions. He didn't have 
loads of cash. So he decided he would 
not buy warehouses, ships and trucks all 
over the world. He would use the assets 
available in the marketplace. He decided 
he would not displace existing logistics 
players; he would work with them. He 
would use their warehouses and trucks. 
But he would use his knowledge. 

He knew that there was more to lo- 
gistics than just storage, transport and 
equipment. There was planning, co-or- 
dination and optimisation of resources. 
He also knew about BPO. He figured 
that the grey-cell part of global logistics 
contracts could be done out of India, So 
he hired a team of almost 200 consul- 
tants and key account managers. This 
core team functions pretty much like a 
BPO outfit, though they travel to the cli- 
ent site alot more frequently. This mo- 
del works. "Our project for PDO went 
live in February. We have already deliv- 
ered 1-2 per cent savings on a $100 mil- 
lion logistics spend." says Durgaprasad. 
TVS could do it too. 

This team of consultants also en- 
ables TVS Logistics to provide several 


_ value-added services. For example, it 


does quality audits of vendors for a few 
ofits customers. It has a team of 11 engi- 
neers dedicated for this. For some 
clients, it even provides vendor devel- 
opment and product development ser- 
vices. In other cases, it does the com- 
plete logistics planning, even though it 
may be handling only a part ofthe phys- 
ical fulfilment. About 10-15 per cent of 
TVS Logistics’ revenues come from such 
high-end work. The plan is to increase 
this to about 30-35 per cent of revenues. 

Next year, TVS Logistics will enter 
China and the USA. But both countries 
will present several entry barriers. How 
well Dinesh copes with them will decide 
the future of his chain. B 
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T IS a decade-old battle of 
which little has been heard yet. 
Now the results are in. The 
Rs 240-crore Reebok India is 
conclusively the largest pre- 
mium shoe marketer in the 
country, ahead of global majors Nike 
and Adidas (See ‘Premium Battle In 
India’). At 43 per cent of the Rs 560-crore 
premium shoe market, its share isnowa 
good 14 percentage points over that of 
nearest competitor, Nike. 

Importantly, India is the only coun- 
try where Reebok is ahead of its two 
main rivals. That has earned its manag- 
ing director Subhinder Singh Prem and 
his team a small pat on their backs: 
Reebok India won the ‘Subsidiary of the 
Year’ award for the second year running, 
in 2004. "There's a good feel about India 
now. We are ahead of Nike and Adidas, 
that's what makes it so (good). The in- 
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vestment for marketing is more, now 
that we are market leader. Our retail 
manual is used by Reebok in a lot of 
other countries,” says Prem. 

The good news from the global 
headquarters in Boston, however, ends 
there. The big question is: can Reebok 
keep up the pace? Its success has 
pushed competitors into action. Nike’s 
licensing arrangement with Sierra 
Industrial Enterprise ended last year. It 
will now take on Reebok on its own with 
anew team in India. Meanwhile, Adidas 
has switched to a franchise model, 
tweaked its distribution system, and is 
looking to quadruple revenues over the 
next four years. Plus, there is a new 
player, Lotto Sport Italia, to reckon with. 

How will Reebok India guard its 
position? Prem is targeting Rs 410 crore 
in revenues by end-2005 and about 
Rs 500 crore in 2006. That is almost 
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REEBOK INDIA 


equal to the size of the market today. 
Reebok has worked hard at bringing life 
to what was a non-existent segment in a 
very disorganised market. So how will it 
perform in the next two years? 

In all probability, it will come out un- 
scathed. That's primarily because four 
brands jostling for space will expand the 
market. When there was one Thums- 
Up, the market grew at a crawl. When 
Coca-Cola and Pepsi entered, the 
spends, the distribution, the sheer push 
for soft drinks increased. That is when 
the category really took off. So, a couple 
of strong competitors are actually good 
for Reebok. The other reason is that un- 
like Nike, which operated through a li- 
censee, Reebok has been at it on its own 
for 10 long years. From distribution to 
positioning to pricing, it simply under- 
stands the market better. That improves 
its chances of remaining numero unoin 
a competitive market. 


The Price Advantage 


Reebok put up its tent in India in 1995. 
Over the next two years, it set up 17 ex- 
clusive retail outlets apart from pres- 
ence in multi-brand outlets or MBOs 
across the country. The turnover, how- 
ever, was hardly worth writing about. 

So how did Reebok fight its way to 
the top of the heap? Its main weapon 
was price. All the premium players had 
attempted dropping prices to less than 
Rs 1,000 till 2002. But they soon went 
back to the Rs 2,000-4,000 range, saying 
thelow margins put a crimp on the R&D 
spend. That was when Reebok found its 
feet with the Rs 800-1,000 price band — 
without any compromise on quality. 
Says Prem: "It was a conscious attempt 
to keep prices low. We thought it was the 
best approach to have if we are there for 
the long haul. These were shoes on 
which we were willing to lose money. 


Reebok India has 
had a better run 
than competitors 
Nike and Adidas. 
Can it keep 

the lead? 

By Kunal N. Talgeri 
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But it was a good threshold pricing to 
usher the buyers in. In the initial years, it 
really hurt us, but itwas important to in- 
terest the buyers of that range.” 

Over seven years, with increasing 
economies of scale, Reebok has man- 
aged to bring down the costs of making 
shoes in this price brand. It has as many 
as 70 locally manufactured shoes and 
other footwear in this band, and contin- 
ues to do alot of R&D work in this area. 

At that price level, MBOs could offer 
discounts and still make money. “We 
have about 40 designs in that price 
range to offer to customers. In compari- 
son, Adidas and Nike would have about 
15-20 designs each, but the shoes are 
not priced less than Rs 1,000,” says 
Mukul Narang, owner of an MBO in 
South Delhi. 

Not everybody thinks it is such a 
good idea though. “Reebok has gone in 
for volumes at the cost of the brand. 
Nike and Adidas have a better brand im- 
age. The brand recall is better,” argues 
an industry observer. “Nike must have 
believed in upgrading the market to in- 
ternational standards — to buy good 
quality at higher price,” he says. But 
Reebok knows the other extreme of the 
pricing game too. Last year, it sold out 
shoes priced at Rs 20,000 — all the 200 
pairs it put on the shelf! It is an equilib- 
rium that Prem is particular about and 
what he calls ‘mass-tige’: to balance the 
needs of the masses and of the premium 
market. The vindication of Reebok’s 
pricing strategy is in the volumes. In 
2004, 35 per cent of its turnover came 
from shoes and apparel priced between 
Rs 990 and Rs 2,000. Footwear priced 
above Rs 4,000 constitute 25 per cent of 
its turnover. 

The brand image problem, thinks 
Prem, is countered by Reeboks retail 
presence and the innovations it does 
there. Currently, Adidas has 74 exclusive 
stores and Reebok has 120. Estimates 
put Nike's outlets at a broad range of 35- 
70. Each of these brands has a network 
of more than 1,000 MBOs. They also 
have a retail presence in chain stores like 
Royal Sporting House and Planet Sports 
(recently acquired by Pantaloon). To dif- 
ferentiate, Reebok now focuses on sub- 
sets of buyers with Women's World 
Stores and the retro-styled Classic Sto- 
res. It is in its dominance of exclusive 
outlets where Reebok scores on im- 
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Subhinder-Singh Prem, managing director, Reebok India 


agery, say analysts. “In terms of (indus- 
try) sales, MBOs and exclusive outlets 
are pretty evenly balanced. But the ex- 
clusive retail outlets lend to the imagery 
and appeal of the brand. It does a lot for 
the brand,” thinks Vatsala Misra of man- 
agement consultancy KSA Technopak. 

Going by the experience in cell- 
phones and durables, the growth of pre- 
mium brands will depend on price — at 
least for the next decade. The premium 
segment is just about 4.7 per cent of the 
Rs 12,000-crore Indian footwear mar- 
ket. As aspirations and incomes rise, 
growth will come from the middle and 
high end of the market. Even today, the 
average Indian sports shoe buyer in 
metros and non-metros, according to 
dealers, remains interested up to a price 
tag of Rs 700 — maybe Rs 900. 


Search For The Buyer 


Reebok, however, faced a far more acute 
problem when it entered the Indian 
market: there were buyers with the pur- 
chasing power, but the brand had not 
reached them. A need had to be created 
for these potential buyers. Reebok reck- 
oned the answer lay in ‘fitness’. 

Starting in 1997, the company 
reached out to fitness instructors, per- 
sonal trainers and health club owners 
under the banner ‘Reebok Instructor Al- 
liance’ (RIA) in a bid to popularise fit- 
ness training. “As more people take to 
fitness and training, it also means they 
need the apparel and footwear for it. RIA 
also worked as a viral marketing tool for 
the brand. In time, the trainers became 


BUSINESSWORLD 66 21 MARCH 2005 





our brand ambassadors,” says Prem, 
who was general manager (marketing) 
when the strategy was put into play. 
Reebok has trained over 700 fitness 
instructors since. 

Nike and Adidas have reacted with 
similar strategies. Adidas announced its 
support to promote tennis in India. 
Nike, which has had a close association 
with Mahesh Bhupathi's TennisVillage 
in Bangalore, announced similar pro- 
motional campaigns — on a smaller 
scale — on the eve of the Tata Open late 
last year. Nike and Adidas did not res- 
pond to BW's attempts to contact them. 

Industry analysts agree that because 
of its strong association with the fitness 
strategy, Reebok was best prepared for 
the changes that took place in 2000-01: 
the shopping malls boom, and the BPO- 
dotcom generation. Points out KSAs 
Misra: “There is conspicuous growth in 
the premium brands market, where the 
urban middle-class consumer wants to 
achieve bigger things faster. These buy- 
ers are also exposed to habits and prod- 
ucts in western countries.” 

Sure, there are a dozen reasons why 
Reebok could slip. It could miss the next 
bus on positioning, it could get its prices 
wrong, its competitors could get them 
right, and so on. But Prem is prepared: 
“What we learned is never to pre-judge 
a situation but to have flexibility. You 
need to have the courage to take up the 
challenge and change if you fail. The 
market will grow with you.” 

Ifnothing else, this attitude will keep 
Reebok on its toes. g 
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TOTAL BANKING 
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Agriculturists have two more reasons to rejoice 
apart from the budget ‘05. 
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SIB's latest offerings to the agriculture sector 


e Loans for tea, coffee, rubber, coconut and 
cardamom plantation » To purchase agricultural 
land/existing plantation and development « Low 
interest rates « Repayment period 15 years 





LOANS FOR PLANTATION 


e Loans for both agricultural and allied activities 









SIB 1 es 
AGRIFLEX Interest rates from 9% onwards P dins 
Rs. 1 lac, maximum Rs. 25 lacs « Repayment period 
An agricultural loan up to 7 years « Option to repay in monthly/ 
yap exile Series quarterly/half yearly instalments 
The 
South 
Indian 
Bank Ltd 
Regd.Office: Thrissur, Kerala. 
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Private label - 
makes 


the world 
smaller 

















Throughout Europe and U.S., retailers sell products under 
their own private brands. Now, you can become a supplier 
of retailers’ private brands by exhibiting at PLMA’s 2005 
“World of Private Label” International Trade Show. 


E Product categories: Food and beverages, 
health and beauty, household and leisure products. 


@ Buyers: Europe, North and South America, 
Africa and Middle East. 


B! Exhibitors: Manufacturers from 75 countries. 


To exhibit or attend, contact PLMA today at +31 20 5753032 
Email: info@plma.nl 


Attention retailers and wholesalers: Learn all about 
retailers’ private brands by visiting PLMA’s 2005 
“World of Private Label” International Trade Show. 


Amsterdam 
24-25 May 2005 


Presented by the Private Label Manufacturers Association 
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World Trade Center, Strawinskylaan 671, 1077 XX Amsterdam, The Netherlands 


Fax: +31 20 5753093 'www.plmainternational.com 


Managing Transformatior 


International Group Relations 
Conference in Jaipur 


The first International Group Relations conference 
"Managing Transformation of Self & Organisation 
Globalised Economy", organized by Businessworld, (Febi 
13 to 19, 2005 at Jaipur) was held under the joint directo 
of Prof. Gouranga P Chattopadhyay and Dr. Zahid H Gan 
The other Consultants were assisted by Alastair Bain 
Australia, Erika Stern from The Netherlands, Shelley O 
from Israel and Dipankar Banerjee and Rosemary Viswe 
from India. ` 


There were altogether 44 participants of which three 
from abroad. The Indian participants came from compi 
like HLL, Owens Corning, ICICI Bank, Eveready, E 
Wockhardt, Sify, INDAL, Star News, ABP, Organon, UE 
Opala, SAIL, EMPI, BIM, Trichy, Crown Worldwide and N! 
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M presents 
International Group Relations Conference 
from Businessworld 
vag in Association with 
Be? — RHARATHIDASAN INSTITUTE OF MANAGEMENT (BIM), Trichy 
Ns February 13 asi. 2005 J 
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The focus of this Conference was on managing transforrr 
of both self and organization in a globalised economy. I 
a unique experience to the members where no class 

teaching was offered and they were encouraged to 

through their experience. The conference also offere 
opportunity to the participants to learn through their e: 
ence, reflecting on and exploring alternative meanin: 
one's experience. The various events enabled the partici 
to understand issues about their own personal authorit 
leadership which are crucial in making one effective in 

role. 


The Conference was a grand success and reinforced the 
erful impact of Group Relations Conference on the p 
pants and staff as a process of exploring the influen 
'unconscious' in one's interactions and behaviour in any 
tution. 


The Conference was presented by EMPI Business SX 
New Delhi in association with Bharathidasan Institu 
Management, Trichy and was supported by IFFCO T 
General Insurance & Crown Relocations. 
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The author is director 
of PSi's strategic 
consulting and private 
equity activities. He can 
be contacted at 
psi@psi-world.com. 


In the 
commons 
game, 
everyone 
loses 
because 
each 
individual 
tries to 
win at the 
expense 
of society 
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Perils of the 





F ALL the games that are played 
in the economic life of a country, 
the commons game is perhaps 
the most visible and unhealthy 
one. It touches every aspect of 
life, and is played out all around us. 

The concept of a commons game was 
based on the observation that farmers typically 
allow their cattle to overgraze on land that 
doesnt belong to them. Common lands, or 
commons, typically became degraded because 
there was no incentive for each individual to 
take proper care of the property. People who 
are otherwise careful and responsible can be 
appallingly abusive of unprotected public 
property. In the commons game, everyone 
loses because each individual tries to win at the 
expense of the community. 

In the original commons game, farmers 
who were responsible enough to avoid over- 
grazing on their own property behaved irre- 
sponsibly with public land. There are many 
similar examples of the abuse of public goods 
for private benefit. In New York, teenagers often 
used expensive subway cars as a canvas for 
their graffiti. In Mumbai, many slum-dwellers 
use public areas as toilets, thus putting the 
health of all the city’s residents at risk. In Sao 
Paulo, thousands of individuals have illegally 
built their own shelters near the city’s reservoir, 
allowing sewage flow down to the city’s com- 
mon drinking water. 

The commons game is played in many as- 
pects of our economic life. We see it in the form 
of pollution, as it costs each individual motorist 
nothing to pollute the air with exhaust. The 
same game is played when free electricity or 
water is given to farmers, leading to waste and 
ultimately shortages; or when urban squatters 
are allowed to usurp parks and sidewalks. We 
see it when building societies burn leaves 
rather than take the time to compost them, and 
when garbage is dumped on the street, outside 
the fastidiously neat homes in middle-class 
neighbourhoods. When people are playing the 
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commons path 


commons game, it's obvious — you can see and 
smell the mess that is the inevitable result. 

Despite the obvious dangers, the fact is that 
the commons game is, well, quite common. It 
often starts with good intentions, such as giving 
people the freedom to do what they want, or 
providing the poor with access to free re- 
sources. The problem is that when something 
is free, it's often wasted, as in the case of water or 
electricity. Moreover, usurping public property 
can lead to dangerous results, such as the poor 
sanitation of illegal slums. Once the commons 
game has begun, itis hard to stop. Over the past 
30 years, successive governments have been 
unable to regularise the unsanitary 500-acre 
Dharavi slum in the heart of India's commercial 
capital, despite the fact that it is clearly an ob- 
stacle in the way of Mumbai’s ambition to be 
the Shanghai of India. 

The problem of the commons game arises 
in the presence of wrong incentives, and can be 
fixed by changing the rules and giving people 
the right incentives. Pollution has come down 
in many parts of the world because of new 
emission norms, and the punishing of offend- 
ers. For example, in parts of the US, it has be- 
come illegal to burn leaves because the resul- 
tant smoke contributes to air pollution. In the 
Dharavi slum, several public and private organ- 
isations are attempting to coax the residents 
into a new deal, with which they will move out 
while the area undergoes a makeover. The new 
deal transforms the conflict between individu- 
als and the community into a win-win game. 

The key to solve the commons problem is to 
consider the greater good, and not just the 
needs of individuals or sub-groups. It is heart- 
breaking to shift the poor from public land, but 
not doing so can have serious — even fatal — 
consequences. Democratic processes can both 
hinder and facilitate change, depending on the 
size of the sub-group. In many cases unelected 
leaders, such as activist judges or enlightened 
business managers, are the only ones who are 
in a position to effect change. a 
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ITH a 3.5 CGPA and sum- 
mers at Deutsche Bank in 
Singapore, second-year IIM 
Bangalore student Abhishek 
Thakore could walk into any 
investment bank. But turning his back 
on a regulation ‘dream job’, Abhishek is 
getting his own dream off the ground. 

It was not an easy decision for the 
22-year-old commerce graduate, and 
one that took a lot of selling to his first 
‘customer’: himself. “I always believed 
that people should chase their dreams 
— do what they are best at,” says Ab- 
hishek. “However, when the time came 
for me to decide, I was as confused.” 

Four months spent in Germany on 
an exchange programme at the Euro- 
pean Business School gave him the time 


Giving 














and space to think about the promise he 
had made to himself: not to join the rat 
race. The result: the resolve to ‘do my 
own thing’ finally crystallised. Massive 
‘what the hell are you doing’ sessions 
from IIM-B professors later, he was 
clicking the send button to an email say- 
ing: I want to drop out of placements. 
“The feeling came close to a bungee 
jump experience,” he grins. 

So what exactly is Abhishek’s plan? 
“The mission is to help people discover 
their true dreams and equip them to 
achieve them. We are going to be a hu- 
man technology distribution comp- 
any," he says. The first step will be camps 
for school and college students titled 
‘Ways of Winners’, which will cover a 
gamut of life skills from effective studies 
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to negotiating with parents. “Thakore 
Learning Centre is here to offer what tra- 
ditional schooling misses out on. You 
mugged the five coal producing regions 
of India but did not use that even once 
after the exams. And yet, daily, you are 
faced with challenges of handling rela- 
tionships, managing time and earning 
pocket money," he observes. Sharing 
Abhishek's dream are team members 
Hemang, an MBA from NMIMS who 
gave up an offer from Titan, and Shri- 
kant, a CA who let go of an offer from 
his dream company Deloitte. Addition- 
ally, Akanksha and Mirat are members 
who help alongside their studies. The 
teams goal is A Million Super Students; 
a project that aims to create one million 
students practising effective study skills. 
Deepak-Chopra-meets-Oprah- 


More IIM students 
are opting to chase 
their dreams 


placements 
a miss n 


Abhishek Thakore 
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Winfrey to tackle issues concerning 16- 
year-olds? Precisely! Though it may evo- 
ke an 'is-this-guy-for-real' kind of feel- 
ing, the fact is the idea flows from who 
Abhishek is, and all that he stands for. 

Besides an enviable academic and 
extracurricular record (which includes 
winning Mr Malhar and Mr Umang — 
national-level personality contests in 
the same year), Abhishek set up and 
successfully ran a youth NGO called 
Blue Ribbon. He also founded 'Study 
Circle, anewage coaching class for SSC 
students, and published three books in- 
cluding Portrait of a Super Student 
(which sold 25,000 copies). All this, be- 
fore he had graduated from NM College! 

Every year a couple of daring stu- 
dents like Abhishek turn their backs on 
placement to pursue rather tall dreams. 
Last year, IIM-A' Vardan Kabra hit the 
headlines when he chose not to join 
P&G but become an educational en- 
trepreneur. A few months later, his 
batchmate Ankita Divekar quit her job 
with P&G and joined him — as life part- 
ner-cum-project partner. Their dream of 
setting up a chain of innovative schools 
under the Fountainhead brand name 
takes off in Surat later this year. 

Malli Mastan Babu, IIM Calcutta 
batch of 2004, dreamt of 
scaling heights not of the 
corporate kind. Last heard, 
the avid trekker was raising 
funds for an expedition to 
Mt Aconcagua, the highest 
mountain in the western 
hemisphere, located in 
western Argentina. None of 
these dreams directly 
translate into big money. 
The decision to ‘just to it’ 
and to do it now may 
sound foolhardy. But what 
about those who fool 
themselves into believing 
that getting placed at X 
company is their dream? 
And not just a job which 
pays enough to keep them 
from ever dreaming? W 





Rashmi Bansal is an IIM-A 
alumna, and the founder- 
editor of youth magazine JAM. 
rashmi@jammag.com 





| Ifyouhavean opinion on this issue, share your views at BW's B-school Channel. Logon to www.businessworldindia.com/ b-school | 
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TEN MOVES AHEAD 
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Get trained on Sun technologies now - register at 
 http//www.sesfocus.com/javaleaming/in/ 
^or send an email to anuja.jacob@sun.com 


FAX: (81) 80 








BROWSING 
Vikram Kirloskar 


Vice-chairman, 
Toyota Kirloskar Motor 


I mostly read two kinds of books at a 
time. One is a simple one like Dan 
Brown's THE DAVINCI CODE, which 
I enjoyed and, so, read his other 
books subsequently. I pick up these 
books mostly at airports. The Banga- 
lore airport bookstore is particularly 
good, and I am there almost every- 
day! I always keep another book with 
me for serious reading. These books 
tend to be biographies or histories. A 
few of my constant companions are A 
History of India by John Keay and His- 
tory of the English Speaking People by 
Winston Churchill. I am now reading 
the three volumes of ALEXANDER by 
Valerio Massimo Manfredi. One of 
the more impressive biographies I 
have read recently is on the Warburgs 
by Ron Chernow, about a family that 
has contributed to world banking. Wi 


ALERT 

Stress: From Burnout To Balance 
By Vinay Joshi 

(Response Books) 





Wem. w^ 


THE book seeks to ex- 
plain the chemical 
changes brought about 
by stress, its long-term 
effects and ways to 
combat it. Where it dif- 
fers from other books 
on the subject is that it 
examines the changes in detail 
— from the hormones unleashed, 
to the effects of chronic stress 
on everything from our blood ves- 
sel walls to our digestive tract. 
The section on combating stress 
could have been expanded. 
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Big pharma's 


DILIP G. SHAH 





BM recently unlocked 500 patents 
for free use by software developers 
in order to spur innovation. IBM is 
a leader in the IT industry and has 
topped the list of patent recipients 
for the 12th straight year in the US. 
Would anyone familiar with the 
pharmaceutical industry expect a simi- 
lar move from its leading lights like 
Pfizer, GlaxoSmithKline (GSK) or Merck? 
The answer would be a resounding no. 
That's because pharma companies have 
a reputation for holding on to their 
patents forever by periodically renewing 
them with trivial changes, a process 
known as evergreening. To understand 
why they do so, one should read The 
Truth About The Drug Com- 
panies by Marcia Angell. As a 
trained physician who 
was a former editor-in- 
chief of The New Eng- 
land Journal of Medi- 
cine, Angell witnessed 
first hand the influence 
of the industry on 
medical research dur- 
ing the two decades 
she was at the journal. 
She uses her ana- 




















The Truth About 
the Drug Companies 





HOW THEY DECEIVE US 
AND WHAT TO DO ABOUT IT 


MARCIA ANGELL, M.D 





prove effective against cancer, but in 
1974, workers in a German laboratory 
found it to be effective against viral in- 
fections in mice. Burroughs Wellcome 
later acquired the molecule for possible 
use against the herpes virus. 

Soon after the discovery of the cause 
of AIDS in 1983, Samuel Broder, head of 
the National Cancer Institute in the US, 
began screening antiviral agents as pos- 
sible treatments for AIDS. Among these 
was AZT. In 1985, his team, along with 
colleagues at Duke University, found 
that AZT was effective in early clinical tri- 
als. Burroughs Wellcome immediately 
patented the drug and carried out later 
trials that enabled it to receive Food and 
Drug Administration (FDA) approval in 
1987, aftera review ofonly a few months. 

Angell uses Broder 
to make the point that 


THE TRUTH 
ABOUT THE 
DRUG 

COMPANIES 


How they deceive us 
and what to do about it 


A 


By Marcia Angell 
Random House 
Pages: 336; price: $24.95 








lytical skills and editor- 

ial experience to encompass 
arange of concerns and deploys the vast 
literature available in the public domain 
to present a complete picture of the 
pharma industry. There is, for example, 
her presentation on the evergreening of 
zidovudine (also called azidothymidine 
or AZT), the first drug to treat HIV/AIDS. 
Sold under the brand name Retrovir, it 
was originally manufactured by Bur- 
roughs Wellcome, which was later ac- 
quired by the then Glaxo, later to be- 
come GSK. The research and most of the 
development was done in government 
and university laboratories. 

Angell provides a succinct history, 
beginning with synthesizing of the AZT 
molecule at the Michigan Cancer Foun- 
dation as a possible treatment, and test- 
ing in various laboratories. It did not 
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Burroughs Wellcome 
did not develop or provide the first appli- 
cation of the technology to determine 
whether a drug like AZT could suppress 
live AIDS virus in human cells. Nor did it 
develop the technology to determine at 
what concentration such an effect might 
be achieved in humans. Nor was it the 
first to administer AZT to an AIDS pa- 
tient. Nor did it perform the first clinical 
studies. Nor the immunological and vi- 
rological studies necessary to infer that 
the drug might work, and was therefore 
worth pursuing in further studies. 
Private-public partnerships are vital 
to get research moving and Angell con- 
cedes this. But she is critical of the indus- 
try projecting for itself as the innovator, 
as well as the developer and manufac- 
turer of new drugs. In particular, she ob- 












































jects to them using this as the basis for | 


claiming long periods of exclusive mar- 
keting rights, freedom from price regula- 
tion, and huge tax breaks. She believes 
that if the public knew the modest role 
big pharma really plays, they would de- 
mand that the industry's rewards be 
commensurate with its contributions 
and that there be more accountability. 
The chapters on ‘Bribes and Kick- 
backs’, ‘Marketing Masquerading as Ed- 
ucation and Research’, and ‘Patent 


Games: Stretching Out Monopolies’ are | 


illustrated with specifics that would put 
to shame any corporate citizen. But big 
pharma gets away with everything, even 
drugs that kill. How this is done is nar- 
rated in ‘Buying Influence: How The In- 
dustry Makes Sure It Gets Its Way’. 

This is among the more appalling 
aspects of how big pharma operates. 
Not only does the industry have the 
largest lobby in Washington but it also 
spends a phenomenal amount to buy 
influence. Apart from legislators and 
media, the FDA itself was a focus of the 
spending. Among other things, the in- 
dustry had earmarked $500,000 for 
"placement of op-eds and articles by 
third id an $18 million to TEMPS price 


MARCI Hei is an s author 
"p on n health policy and med- 
ical ethics in the US. An out- 
spoken critic of the American 
healthcare system, Angell is 
a member of Harvard Medical 
School's department of social 
medicine. She was earlier 
editor-in-chief of The New 





England Journal of Medicine 





controls and protect patent rights in for- 
eign countries, and an arrogant allot- 
ment of $1 million "to change the Cana- 
dian health care system"! 

Indian officials ought to be reading 
this book carefully as should our legisla- 
tors, who are still studying the new 
patent legislation. 

What comes through is a horrifying 
picture of an industry driven by greed, 
whose focus is on Wall Street and whose 
leadership does not look beyond today's 
profits. Angell uses both research find- 
ingsand anecdotal evidence to illustrate 
her points. For instance, while writing 
about the FDA as the pharmaceutical 
industry's favourite whipping boy, she 
narrates the evolution of the role of FDA 
from 1906 and how the media and vari- 
ous forums are used by the industry to 
get drugs approved quickly. 

It is not that Angell is unsympathetic 
to the industry. She is aware of the diffi- 
culties in discovering innovative drugs 
and bringing them to the market. But 
her concern is that the new drugs be 
proven safe by an impartial agency re- 
sponsible for public health, and not by a 
corporation minding its share price. 

The last sapere tee offers a highly read- 
able prescription on ‘How 
to Save the Pharmaceutical 
Industry — And Get Our 
Money's Worth’. The book 
itself is worth more than 
the price that is charged. Bi 

Dilip Shah is secretary- 
general of the Indian 


NH DE ae Pharmaceutical Alliance 
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ist with a large heart, a man ofin 


n seaplan sbetwesh. | 
` two ports, but. high . 
capitala and oper- w 


‘those plafis. pes : 


. dilly-dallying by 
the government, 


“tot, a 28-year-old JRD. 
| book; Sourced from the Tata Central . 
Archives in Pune and from the per -` 


sonal collection of Air Vice Marshal 
rach Lal, they capture evocative 


| Delhi-Bombay flight, and apologisin 
for. landing a minute early! | 


 andthe way he strengthened the | 


| (current group chairman Ratan is the 


comes to mind is of an dustri 


TG and vision. JEH: A LIFE OF 





the Tatas finally got approval. : 
foran air-mail service. In 4932, the. 
first Tata Airlines flight plied be- 
tween Karachi and Madras — the pi- 


Pictures are a strong point of the 


moments from JRD's life. The close 
bond he shared with sister Sylla, for V 
instance, comes through strongly. 
There's also the picture of JRD. look 
ing at his watch after the inaugural 





Given JRD's inspiring personality 


business empire founded by his fas 7 
ther's cousin, Jamsetji Nusserwanji .- 


great grandson of the founder), it 
would have been tempting to wt. 
reams on him. This book's other . x 
strength, however, is its brevity. 


, CHITRA MM 






















cone of. the worlds most 
x renowned. experts on VAT 
... Some months ago. It is impos- 
sible to assess labours done be- 

^ "hind. the ministry's closed 


^." thati in these months, the min- 











LTHOUGH there is nota shadow of doubt 
about the superiority of VAT, it is impossible 
to ignore the disquiet amongst traders as its 
introduction approaches. Their concern is 
ae E «well founded. Whereas the taxes it will re- 
Ex pláce, excise and sales tax, required estimation of one 
base, namely value of production or sales, VAT will involve 


< the calculation of two, namely value of production and 


taxed. inputs. The latter figure will be à sum of all eligible 


H ] inputs. Thus the figures required to calculate the tax will: 
gr multiply manifold, and so will the power of tax authorities f 


to query figures and to allow or disallow deductions. It is 


ence, that tax authorities are insensitive, arbitrary and 
„corrupt; the new tax will in- 
crease manifold their opportu- 
nities for. displaying these 
-uniovely characteristics. 
— — Inorder to perfect the tax, 
-the finance minister recruited 





doors. But one thing is certain: 


| istry has made no effort to allay 
taxpayers’ fears, to smooth the 
rough edges of the tax, or even 
to create a machinery that 
would address the problems 
that are going to arise. 

Let there be no doubt that 
problems will arise. Haryana introduced VAT a year ago; 
the experience of its victims over there has been harrow- 


. ing. This has been one of the major factors behind the | 
. overwhelming defeat of Om Prakash Chautala's Indian 


National Lok Dal, which only five years ago had scored an 


7 . equally decisive victory. Mr P Chidambaram is not known 
to be very sensitive to the woes of taxpayers. On becoming 


finance minister, he ordered his tax officials to recover 
dues without mercy. They have gone about attaching as- 
sets indiscriminately; some of them have not hesitated 
even to disobey court orders and risk contempt of court. 

Ther were set a discreditable example from the high- 
. estlev : 
. lect from ITC tax dues that the Supreme Court itself had 


| . declared invalid. Such high-handedness may satisfy - 


some egos; it may even sell well with those allies of the 
government who consider any stick to beat business with | 
as justified. But if the fate ofthe NDA government should 
teach its successor anything, it is that government should | 
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- the conviction of traders, based on considerable experi- 


vhen the government issued an ordinanceto col- - 
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The finance minister's single- 
minded pursuit of revenue 
maximisation at the expense of 
justice could prove costly 
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never be used for settling scores. S: Gove "nr nent should Es, 
always be conducted witha judicial frame ofi mind. 
The government may take comfort i in the fact that the 


central VAT has been in force for some years; the problems s 





with it have been more or less ironed out, and it works ^. 


fairly well. But its experience should not be projected to | 
the states, It was difficult to persuade the states to go over - 
to VAT. So Yashwant Sinha, the previous finance minister, 


found away out: he left it all toa committee led by Ashim 
_ Dasgupta, the finance minister of West Bengal. Dasgupta - 
managed to bring most of the states on board, but only by | 


minimising the differences between state sales tax and 
the new VAT. Regulations have been copied wholesale | 
from the old sales tax rule books into the new ones. State 
tax officials have no training in 
.the administration of the new 
tax. They will fall back on their 
old ways; and the new tax will 
. give them many more oppor- 
 tunities for harassment. 
What is worse, the Union 
finance ministry also adopted 
a hands-off approach to state 
VAT. The central government 
has vetted the VAT legislation 
of all states and ensured uni- 
formity. But itis not uniformity - 
of legislation that is important; 
it is uniformity of implementa- 
tion that matters. It is not 
known whether the finance 
ministry has expended any en- 
ergy on ensuring this; if we go 
by the finance  minister's 
speech, he would hardly seem to be aware of the radical 
change in taxation that he has scheduled for April 1. 

The days that are left till that date are too few to do the 
job; hence ifthe finance minister wants to do a good job of 
it, he ought to postpone the deadline. But postponement 
will not be enough. What is required is to make the frame- 
work oflaw and rules in every state benign and friendly to 
the taxpayer. In other words, the finance ministry needs 
to setup machinery that would take on board the misgiv- 
ings of taxpayers and bring each state's legislation into 
conformity with good fiscal practice. — 

That would not only bring greater justice; it ‘vould 
bring much kudos to the finance minister. As his order to 
collect “arrears” shows, he is not known to be : sensitive to 
the taxpayer. But the taxpayer is ultimately the breadgiver | 
of his government; he is one of those that would decide 
the government's fate. Out of political self-interest if not 
out of asense of j justice, the finance minister should sort 
out VAT's rough edges before heallowsittogoahead. B 
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ENAU 


A new way to connect to the world. 


Managed Voice - Cost efficient. 


Managed Voice 

While it's important to stay in constant touch with your business 
ssociates, it's equally critical that the cost of staying in touch 
houldn't give you an ulcer. Something we are aware of, at Tata 
ydicom. 

Thanks to our Managed Voice services, you can now stay in telephonic 
ouch with your business associates anywhere in the world at a 
‘ost that will make your finance department purr with pleasure. 
he clarity of the voice is another plus point. Every word will be 
lelivered absolutely crystal clear and without any lags. Our versatility 
s another icing on the cake. We can provide flexible connectivity to 
iny IP or PSTN phone worldwide, thus ensuring global coverage. 


-or added convenience, we also offer managed voice minutes for 









International 
Private 
Leased Circuits 


IP-VPNs 








Internet 
Bandwidth 


al Private 
{ Circuits 









Managed Data 
Network Services 


business without limits 


Crystal clear. 





corporates with unlimited international calling requirements. 

The presence of our state-of-the-art infrastructure means you 
can go through business without setting up yours. We help you 
reduce overheads and turn the screws on operational expenditure 
through efficient routing. Another feather in our telephony cap is 
our legacy of being pioneers of internet and telecom connectivity 
in India. Something we effectively leverage in order to provide the 
most cost-effective and high-quality international telephony your 


hard-earned money can buy. 





To find out how Managed Voice can provide faster and 
economical business connectivity, call Tata Indicom Enterprise 
Business Unit at *91-22- 56644000 
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And you thought an HP Photosmart 2608 All-in-One only gave brilliant photos? It also offers powerful co. .-" 


fax, scan and copy functions. And lets you explore unlimited possibilities with its manage-edit-share 
functions besides advanced photo printing without a PC! So, add that everlasting touch to your 





cherished moments and do a lot more, with an HP Photosmart 2608 All-in-One. 


ee HP PHOTOSMART 
E T7 | 2608 ALLIN-ONE 
Rs. 14, 999* 


* Up to 4800-optimised dpi colour' 


* HP PhotoRE! 4 colour layering technology 
with optional 6-ink colour printing’ 


* Up to 30/20 ppm (BIk/Clr) 
* 33.6 kbps fax modem 


I x | 
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HP PHOTOSMART 
| 7260 PHOTO PRINTER 


Rs. 9, 999* 


| HP PSC 1608 
| ALLIN-ONE 








Dial 
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* Up to 4800-optimised dpi colour’ 

* HP PhotoREt 4 colour layering 
technology with 6-ink printing 

* Borderless 4" x 6" photo printing 

* As fast as 36 secs” (4" x 6" photo) 

* Multi-slot memory card reader ^ 


* Convenient front-mounted USB 
connectivity 


* HP Photo & Imaging software 


Rs. 8,999* 


* Up to 4800-optimised dpi colour’ 

* HP PhotoREt 4 colour layering technology 
with optimal 6-ink colour printing’ 

* Up to 18/23 ppm (Blk/Clr)’ 

* Up to 1200 x 4800 dpi optical 
resolution/up to 19200 dpi enhanced‘ 

* Copy without PC 

* 4" x 6" borderless photo printing’ 





* Up to 60-page memory fax* 

* Up to 2400 x 4800 dpi optical 
resolution/up to 48-bit colour scan 

* A4/4" x 6" borderless photo printing’ 

* 2.5" colour LCD, video action printing* 


* Multi-slot memory card reader’ 
and PictBridge 


* Networkable/Bluetooth" option" 








* Multi-slot memory card reader 


cartridges 


HP Care Pack : Rs. 2,160/-* * 
HP Care Pack : Rs.1,960/-* * 


3030 4499 


doorstep delivery 


HP Care Pack : Rs.1,600/-** 


To extend warranty to 3 years, buy HP Care Pack at above list price. * * 





Unit level replacement warranty. 539 cities support helpline, 99 cities service centers. 


CALL E-MAIL in.contact@hp.com 


3030 4499 or 1600 444 999 


Ani 
"Est. street price, taxes extra. ''Taxes extra. 'Up to 4800 x 1200-optimised dpi colour when printing from a computer at 1200-input dpi. "Optional 6-ink colour printing available with purchase of HP 58 Photo Inkjet Print Cartridge; 

not included, sold separately. "Print and copy speeds may vary according to the complexity of the document and type of output. “Based on standard ITU-T Test image #1 at standard resolution, More complicated pages or higher 

resolution will take longer and use more memory. "When using 4" x 6.5" 4R-size HP Colourfast Glossy Photo Paper. "Print a 9-frame action sequence from your digital video clips. "Supports Compactflash'*, Smart Media™, 

Memory Stick®, Secure Digital™/MultiMediaCard™ and xD-Picture Card™. "Using optional HP bt300 Bluetooth® Wireless Printer Adapter; not included sold separately. Supports camera phones with Bluetooth® wireless i 
technology. Visit www.hp.com/support/bluetooth for a list of compatible devices. "When using 4" x 6.5" 4R-size HP Colourfast Glossy Photo Paper; with included print cartridge. "Supports Compactflash™, Smart Media™ 

Memory Stick®, Memory Stick Pro, Memory Stick Duo, IBM Microdrive™, Secure Digital™/MultiMediaCard™ and xD-Picture Card™. ©2005 Hewlett Packard Development Company, L.P. 
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Your potential. Our passion." 








Look for the Certificate of 
Authenticity attached to your CPU. 





Look for the hologram at the 
bottom of the software CD. The 

word ‘Microsoft changes to ‘GENUINE’ 
when the CD is tilted 







Get aff the benefits of 
genuine if 
Microsoft 
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Log on to microsoft.com/genuine 
and run an easy validation programme 
which takes just a few minutes, 


Only genuine Microsoft" Windows" XP 
comes with SP2 and has Advanced 
Security Technology with built-in 
anti-spam capability, software updates 
and patches that make your PC more 
secure and reliable. In other words, if 
you have the real thing, there are no 
hurdles between you 
and what you set out 


; Microsoft’ 
to achieve. software 





To learn more about genuine Microsoft® software 
visit www. microsoft.com/india/windowsxp 
or call 1600-1111-00 (TOLL FREE*) 
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Microsoft ! 


Windows "^ | 
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A Big Blow 


RNANo. 39847181 | 


G The new income-tax 
exemption limit of Rs 

1.5 lakh for senior citizens 
comes as a big blow. At 
present, senior citizens in 
the income bracketupto _ 
Rs 1.98 lakh have zero tax  j 
liability because of 
standard deduction, rebate on 
interest income and the special tax rebate of 
Rs 20,000. With the proposal to abolish standard deduction and 

the rebates, senior citizens will have to pay tax on amounts exceeding 
Rs 1.5 lakh. Those who barely make ends meet on the back of their 
pension and interest income cannot afford such investments. The 
finance minister's proposal is an unwarranted harassment. 


M.C. Joshi, posted on BW website 










LOSS FOR SALARIED CLASS | have to meet profession-related 
One of the objectives of standard expenses from his income. 
deduction was to help the government | Premdayal Gupta, Indore 

assess salaried professionals’ work- 
related expenses (‘The Good, The Bad | MINDSETS NEED REFORM 


| 





& The Ugly, BW, 14 March). |! The UPA government is proceeding 
Professionals frequently incur | wellon the path towards a reformed 
expenses on membership of 


banking sector (‘On The Backburner, 
BW, 14 March). Still, the question 

| about tangible benefits to customers 
| arises. Public sector banks will 
deduction saved the government a |! continue to be run by babus who are 
great deal of time and money in itked at the very sight of customers. 


professional bodies and for 
| 
| 
scrutinising claims on such expenses. | Banking reforms should be 
| 
| 
| 
| 
i 


participation in conferences to 
upgrade their skills. Standard 


eei 


However, the withdrawal of standard | accompanied by a change in their 
deduction (and substituting it with | mindsets to make public sector banks 
enhanced exemption limit for savings) | hassle-free and to further the use of 


will not compensate the loss that technology in them. 
salaried professionals will have to Siddhartha Raj Guha, Jabalpur 
incur. A salaried professional will now 

CORRIGENDUM 


In ‘Decentralising Procurement’ (BW, 
14 March), we had incorrectly cited 
Madhya Pradesh as one of the largest 
contributors of rice to the central pool, 
instead of Andhra Pradesh. Further, 
FCIS total cost of sales is about 

Rs 51,000 crore, of which sales 
realisation is Rs 31,000 crore; the rest is 
subsidy. The offtake of grains for 
different schemes is on the rise — and 
not dwindling, as had been reported. 


We regret the errors. 
| Write in at | 
| editor@bworldmail.com | 
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this issue 





More choice: Newspaper vendors in Delhi 





DINESH KRISHNAN 


COVER STORY | Breaking News 


Publishing companies will be putting over Rs 1,000 crore into newspapers and magazines this year, in a bid to 
become bigger. In the process, they will be moving into each other's markets. For the print media, long 
condemned to the shadow of television, this is its moment in the sun. But can it deliver? 








Real Estate MFs 32| Hungry For More 


Banks are excited about these new mutual fund schemes. CEO Sunil Duggal believes 
They will allow banks to kill two birds with one stone. Dabur is ready for global 
challenges. It is hungrier 

Mahindra & Mahindra Managing director | than before — and eyeing 


Anand Mahindras strategy for the big push into the auto an- acquisitions abroad. Are 
cillary sector is finally falling into place. But what exactly does | the targets realistic? Also, a 
the plan envisage? look at how Dabur is evol- 
| vinginto afitter company. 





Cricket Diplomacy 
Why is Pakistan president Pervez | Duggal: perseverance > 
Musharraf's visit to watch his | pays off 





country play India being seen with 


scepticism in diplomatic circles? Interview Fidelity, the world’s largest fund manage- 


ment house, has just entered India. How is it going to explore 
4 Musharraf: will he bat straight? | the market? A conversation with its top team in the country. 





REUTERS 
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60! Voice over IP india isone ofthe top markets for the 
technology. But it has to reckon with government policy and 
falling long-distance call rates. 


76 Health Heartdiseaseisstriking P 

people in the prime of their working age. À 
The country lost 9.2 million productive 
years in 2000 alone due to heart dis- a 
eases. What causes them, howtheyare EE 
treated, and how to avoid them. 


ihdians are more E b 
to the Metabolic X syndrome 


82. Bookmark Abook on how the Oracle of Omaha, 

Warren Buffett, made his money; written by a man whose ex- 

pertise is, yes, Buffett! 
COMMENT | 

. $0 Omkar Goswami Theboom in 
wealth has morphed Delhiites entrepreneurial 
attitude to an arrogant ‘anything is possible’ one. 





GUEST COLUMN 
56 Parth J. Shah overfishing mately E 


caused by public or collective ownership. The 
remedy is to convert it into private property. 


THAT'S IT 


| 74 Mala Bhargava Mobile phones are 
getting more powerful and stylish. But that 
hasn't made buying them any easier. 


= GH A NN eg i a aaa HR 
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Invisible India: Latha Jishnu says forest misman- 
agement is leading to the increasing sway of the 
Naxalites over large tracts of the country. 


Pharma Capsules: Your fortnightly dose of news 
from the pharma sector. 


A 


A Stock Sense: Is the market shifting gears? 





www.businessworldindia.com ) | 
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such optimism? | 















The rush for scale 


HIS is probably the biggest churn ever in e 

tory of the Indian newspaper industry. Allofa 

sudden, the country’s leading publishersare =. 
pumping money into major expansion plans! that l 
pit them against each other. The economicsof © _ 
newspaper publishing hasn't really changed for the better, and ; ; 
itis not as if large new markets of potential newspaper: readers : 
have been discovered, so why is everyone rushing ahead with 


Many have already sensed that a consolidation of the Indian |. 
media industry is beginning to happen, and that this would 
leave a handful of national players dominatingthescene. ^. 
That's the way the media industry has gone elsewhere in the 
world, and there is no reason whyi itwould be giUerenE here— 
scale economies operate well in 
this industry and they are get- 
ting more powerful by the day. 
So anybody who doesnt posi- 
tion himselfto be among the top 
four or five couldloseout . 
severely. Never have the rewards 
of expansion looked so tantalis- 
ing, or the punishment for stag- 
nation so harsh. So every media 
company with ambition is try- 
ing to expand its national foot- 
print one way or another. 


à vmi di 
t DUM se 


Not all of them will succeed, of course, but the consumption of: 


newspapers is going to explode. It is remarkable how quickly a 


market expands when a new player enters the scene. Mumbai 
has a far lower circulation of English newspapers than Delhi, 
mainly because Mumbai has been a near-monopoly market 
while Delhi has been a competitive one. Some would argue - 
that higher newspaper sales are not necessarily a good thing, = 
considering how fast some newspapers aredumbingthem- ^ 
selves down, but let's just say — may the best newspaper v win p 


The consolidation of the Indian media business will go oun | ; E 

as a significant event because some time in the future, it will ps 
have to play a bigger role beyond our borders. When Asia — 
emerges as the economic centre of the world in the coming — ^ 
decades, it will need a vibrant media to support it. Thebest |. oo 
place in the region to find a vibrant media is right here. 





TONY JOSEPH, EDITOR 
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STEEL 


| Chinese futures 


à HINA may consider allowing 
_ steel futures on its deriva- 
tives market after 11 years, 





i mo a. strong signals that its de- 
..| mandis not going to die down any 
| time soon. 


The Shanghai Futures Ex- 


change has approached the China 
^ | Securities Regulatory Commission 
/.| asking for permission to host trad- 
. | - ing in wire rods, one of the primary 
. components in construction. The 
-futures route is being considered 
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REAL ESTATE MUTUAL FONDS : 


A bigc in ! 





commercial uin 


" NDIAN banks are likely tobe bigi in- 
 vestors in the numerous property 
investment funds that are likely to 


portion of the investment into HDFC 
Property Fund, which opened for sub- 
scription recently, is by banks. 

The fund is being marketed to insti- 
tutions and high net worth individuals 
and has a minimum investment 
amount of Rs 5 crore. 

Other playerslike ICICI Bank and re- 
tail baron Kishore Biyani are also be- 
lieved to beliningup their own property 
investment funds. 

. While the Reserve Bank of India 
(RBI) does not impose a specificlimit on 
how much a bank can invest in real es- 
tate, it has asked banks to impose ceil- 
ings on their own and to report their ex- 
posures to 'sensitive' sectors like real 
estate, the capital markets and com- 


CLINICAL RESEARCH 


~ hit the market in the near future. 
According to sources, a substantial pro- 


Im Percentage 
Amount | of total 
(Rs crore) ; credit 
— M mds l————————— rne mre rl 


E 333 A ETE 


Em 170 







CAPITAL MARKET MM 
REAL ESTATE _ 
COMMODITIES 
TOTAL 


27455 3.2 


Source: Reserve Bank of India 


modities, among others. 

These instructions followed in the 
wake of the East Asian crisis, during 
which many banks in the region col- 
lapsed because of their investments in 


teal estate. In India, however, the expo- 


sure of banks to the real estate sector is 
low, at 1.6 per cent of total credit 
(Rs 14,170 crore). (See ‘Bank Lending To 


Second buyout, sweeter pill - 


-to protect the Chinese steel indus- 
try from the erratic price swings in 
the global markets. 

M China has in the past indicated 
v7 | that its steel demand will be sus- 
à E E tained well beyond the Olympics, 
AS to be held in 2008. B 
Hd RAJESH KUMAR SINGH 
l Ay 

2 [ woo businessworldindia.com ) 

f "N the second such 





| deal in the Indian 
.CRO industry, Ice- 
.land-based Actavis, a 





= $592-million generics com- 
^... pany, is close to buying the 


: search organisation (CRO) 
- Lotus Labs. If the deal 
comes through, Actavis will 


Bangalore-based clinical re- 


ical data management, Lotus 
is big in bioequivalence, 
which is, relatively speaking, a 
high-volume, low-value busi- 
ness, Such trials essentially 
showthata copy ofa patented 
drug acts in the same way in 
the human body as the 
patented drug that it seeks to 
replace. New drug trials, on 


pay euro 20 million (about 
7. Rs 116 crore) for Lotus. This 
i . is over four times the com- 

^ pany's expected sales of 
Rs 28 crore in 2004-05 and 
more than nine times the value of its 


the other hand, are meant to 
show safety and efficacy ofthe 
respective drug for the first 
time in humans. 

. Both types of business, 
however, are commanding value. The 





| Price: Euro 20 million for 100 per cent stake (75 per cent from. 
promoters, rest from US-based individuals) 


€ 
= 
E 
$ 
ii. 
42 
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the pies exchange rate) for a 95 per cent 


: | 
*X'"7 earnings before interest, depreciation, | stake in Mumbai-based Diagnosearch, | reasonis not hard to find. India's propo- 
a tax and amortisation (EBITDA). which at the time had sales of Rs3 crore. | sition — cost and speed — are beguil- 
BW In September 2003, US-based infor- However, unlike Diagnosearch, ing. We can recruit patients faster and in 
uc mation technology services company | which was focused ontestingnewdrugs | larger numbers and do trials for far less 
^4 iGate had paid $1.5 million (Rs7 croreat | onhumansforthefirsttimeandonclin- | than other countries. In the $500-billion 
i id BUSINESSWORLD 10 28 MARCH 2005 


Sensitive Sectors’) 

Interestingly, banks have a huge in- 
centive to invest in the new property 
funds like HDFC' fund. This is because 
the HDFC fund is registered with the Se- 
curities and Exchange Board of India 
(Sebi) as a venture fund and banks’ in- 
vestments in venture funds are cate- 
gorised as ‘priority’ sector lending along 
with loans to small-scale units and to 
small farmers. So a bank can kill two 
birds with one stone — fulfil its 40 per 
cent priority sector lending require- 
ment and, possibly, earn far higher re- 
turns than it usually does on other pri- 
ority sector loans and investments. 

“We will report our investments in 
such funds as part of their sensitive sec- 
tor exposure,” says a senior executive of 
a public sector bank which has invested 
in a property fund. It is not clear though 
whether banks are required to do so. 

When banks calculate their expo- 
sure to another ‘sensitive’ sector — capi- 
tal markets — they do not have to in- 
clude investments in venture funds that 
invest in the equity of start-ups. Ob- 
servers point out that the same logic 
could be applied in the case of real 
estate, too. 5 

AVINASH CELESTINE 


cost-conscious pharma industry, where 
time is money, this counts for a lot. 
But there are few serious players now 
in India. 

Alok Gupta, country head (life sci- 
ences and biotechnology), Yes Bank 
agrees that this is a seller’s market for 
anyone looking to do a deal. And not 
everyone is selling either. “Most of them 
are focused on growing their business 
by accessing capital,” he says. But that 
could change. 

Of the top global CROs to whom 
pharma majors outsource their trials, 
only the No. 1, Quintiles, has a decent- 
sized operation here. The rest are work- 
ing through Indian partners or have just 
secured a toehold in India. They might 
be interested enough to make irre- 
sistible offers in order to leapfrog opera- 
tions. For instance, with the Lotus deal 
Actavis now owns readymade facilities, 
230 employees and a business that is 
growing at over 100 per cent. Stay tuned 
for more action. *" 

GAURI KAMATH 








PUBLIC-PRIVATE PARTNERSHIP 


Pune builders show the way 


ITH many information technology companies now moving base to 

Pune, the urban infrastructure in the city is at the risk of buckling 

under pressure. Congested pot-holed roads, power outages and 
inadequate water supply are the order of the day. The city just cannot keep 
pace with the real estate development boom with malls and infotech parks 
mushrooming in every locality. 

Disgusted with city authorities for not being able to provide basic 
infrastructure — access roads, drainage facilities, and adequate water 
supply — the Promoters and Builders Association of Pune (PBAP) has come 
up with a novel idea. The 150-member organisation approached the Pune 
Municipal Corporation a few months ago with an offer to take up road 
development in areas surrounding residential buildings and the infotech 
parks they are building in the city. 

The builders will take up the road development project at their own cost 
but adhere to the specifications laid out by the municipal corporation. And to 
make sure that the road is not dug out again and again, the builders will 
provide for cable ducts and pipelines for drainage under the road. In lieu of 
this, they asked the municipal corporation to give them either of two 
benefits: a rebate in property tax, or additional TDR equivalent of their 
investment in the road project. 

Last week, the PMC accepted this proposal and already identified five 
locations across the city where this model will be put to test. Explains 
R.Vasudevan, managing director, Vascon Engineers, and the brain behind 
this project: "This is a win-win model for both the builders as well as the 
municipality. It is definitely not social service. The time taken to tender 
contracts and execute projects is very long. We are catalysing the process." 

In fact, after the go ahead from the city authorities, PBAP has gone one 
step further. It now plans to float a company and promote infrastructure 
development on a contractual basis. Each developer will be a shareholder in 
this venture and the TDR that it gets in exchange for building roads will be 
allocated to its members. 

So, while the Central government is scratching its head trying to figure 
out how to attract private players into the infrastructure sector, builders in 
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Presenting the SBI Realty Housing Loan. 


A loan that gives you the benefit of purchasing a plot of land first and constructing 
the house later. 


The maximum amount of Rs. 20 Lacs is available up to a repayment period of 180 
months. You can construct the house within 5 years of availing the loan under the 
same scheme. It also offers a concessional package for Housing Co-operative 
Societies and Urban DevelopmentAuthorities. 


State Bank of India 


With you-allthe way 
Visit us at : www.statebankofindia.com 





Mode / SBI-HL-1/05 


“For details contact our Branches or our LHOs : € Ahmedabad : Tel : 079-5506425 @ Bangalore : Tel : 080-2997386 € Bhopal : Tel : 0755-5288174 
€ Bhubaneshwar : Tel : 0674-2402448 @Chandigarh : Tel : 0172-2701513 € Chennai : Tel : 044-28215443 € Guwahati : Tel : 0361-2606954 
€ Hyderabad : Tel : 040-24756758 € Kolkata : Tel : 033-22206870 € Lucknow : Tel : 0522-2234027 € Mumbai : Tel : 022-26445541/55514511 
@ New Delhi: Tel:011-23368953 @ Patna: Tel : 0612-2209081 € Thiruvanthapuram : Tel : 047 1-2312067. 








AST month HCL Infosys- 
tems surprised the market 
with a PC at Rs 12,990. Last 
week, Kolkata's Xenitis Group ar- 
rived in Delhi to launch Aapna 
PC for Rs 9,990, quoting PC pri- 
ces in four figures for the first. | 
time. A battle is brewing among | 
vendors. Will the marketlogon? | 
To begin with, first-time PC | 
buyershaveneverhaditsogood. | 
Now available at the price point | 
of a TV, and even below some | 
cellphone models, the PC is defi- | 
nitely on the household shop- | 
ping list. Vendors are targeting | 
the price sensitive home market, | 
specifically socio-economic cat- | 
egory C. Worldwide, 50-55 per g 
cent of PC sales is to the home | 
market. In India, the share was 20 4 
per cent two years ago and rose 2 * 
to 30 per cent after price cuts in 
January 2004. Thats when vendors 
started selling PCs for under Rs 25,000. 
Now, with a desktop at less than 
Rs 10,000, it's the assembled PC market 
that will feel the heat. Compared to 60 
per cent two years ago, its share is 45 per 
cent now and falling. Says Vinnie Mehta, 
executive director, Mait: "About 4 mil- 
lion PCs were sold in 2004-05. This will 
grow by about 30 per cent next year. 
With low-cost options in the branded 
segment, buyers in small and medium 
towns will go for it." 
The HCL PC has a 1GHz Via proces- 
sor and the Xenitis a 1 GHz Cyrix. Both 
offer 128 MB RAM, 30 GB HDD, 15 inch 











|. Note: (0) The ew table refers to entry-level models only. 
ji D Installation and freight charges could be an extra 


1-2 3 4 5.6 7.8 9.10 
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Configuration: 
1 GHz Cyrix chip, — 
128 MB Ram, 30 GB HDD. 


Price: Rs 9,990 
~ Configuration: 
1 Ghz Yia Chip, 





Price: Rs 12,990 





| DE AS 
. 1 Ghz Celeron chip, . Jr e 





Price: As 18, 000 





s 500-1, 000. : 





colour monitor, keyboard and Linux OS. 
They can be used to browse the Web, 
work on Word files and chat, but won't 
be able to cope with memory-hungry 
games or graphics-heavy presentations. 

Both vendors claim that first-time 
buyers are not looking at the frills but 


| want to do basic tasks; that’s where their 


offering fits the bill. For those looking at 
add-ons like a UPS, a printer, and a We- 
bcam would need an extra Rs 4,000. 
Also, installation could make it dearer 
by another Rs 500 to Rs 1,000. If you are 
happy without the bells and whistles, 
you can bring home the PC today. W 

SHELLEY SINGH & PALLAVI ROY 










128 MB Ram, 30 GB HDD ; 







128 MB Ram, 30 GB Hoo 
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In life all things are connected. Even an event half way around the world can affect your hometown. Whi h 
is why, YOUR WORLD TODAY', CNN's fast-paced and ise nightly news program, ensures that you 
stay connected to the latest breaking news, global news, sports, business and weather information. 


Make the connection. Watch 'Your World Today' 
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ANAND SINHA 


T isn't only India that is cry- 
ing out for investment in infra- 
structure. Developing countries 
in East Asia must spend more than 


—. $1 trillion over the next five years on 


roads, water, communications and 
other infrastructure to cope with rapidly 


d . expanding cities, growing populations, 


and demands of the private sector. 
A joint study released this week by 


/ the Asian Development Bank, Japan 


Bank for International Co-operation, 


V _ and the World Bank estimates that the 


21 countries covered will need more 





than $200 billion per year to fund new | 


investment and maintain roads, power 
plants, communications, and water and 
sanitation systems. China is expected to 
need 80 per cent of that. A more active 
citizenry across the region is also de- 
manding better services, including rural 
roads and bridges to access markets, 
and clean water and sanitation services. 





EAST ASIAN INFRASTRUCTURE 


7^ t $1-trillion 
/$ demand 


12355675291 





State and private investment in in- 
frastructure has been vital for growth in 
East Asia, providing the regional and in- 
ternational links for trade, and connect- 
ing rural and urban areas to help share 


| the benefits of rapid growth. After the 


economic crisis of the late 1990s, such 
private investment fell in countries like 
Indonesia and the Philippines, causing 
a serious infrastructure 
gap after years oflittle or 
no investment. Poorer 
nations in the region, 
like Cambodia, conti- 
nueto draw little private 
funds. The constraints 
of investment, says the 
report, is the lack of enforcement of 
contracts, inconsistencies in regula- 

tions and in the courts, and corruption. 
Although the private sector will pro- 
vide a portion of the funds, and public- 
private partnerships will also be critical, 
the public sector has an important role 
to play where funds are insufficient, un- 
available, or too expensive, particularly 
in the smaller countries. The emphasis 
must be on choosing the right invest- 
ments and setting up the right institu- 
tional and policy structures to make 
them worthwhile. a 
SUPRIYA KURANE 





' LAST week, Krishan Dhawan took over as 
managing director of Oracle India. A 


/ banking industry professional, he was 


. thechief marketing officer at BPO com- 
pany EXL Service before he joined here. In 
a conversation with BW's Shelley Singh, 
Dhawan talks about Oracles India plans, 
its position, and related issues. Excerpts. 


V B Where does Oracle stand at present 
7 and what growth do you see in India? 

We have 6,900 people in India and our 
largest research centres outside the US 
[Bangalore and Hyderabad]. We also 
have our global support and shared ser- 
vices centres. Through the Oracle Acad- 
emic Initiative, we have invested $45 
million in developing curriculum and 


i technology support at 80 departments 


of 47 universities in India. 

We see banking, insurance, telecom, 
manufacturing and e-governance as the 
high-growth areas. These and areas like 
infrastructure and water supply man- 
agement will be the focus areas for us. 








INTERVIEW/KRISHAN DHAWAN 


‘BFSlisa 
focus area 


w With so much development and sup- 
port being shifted to India, does Oracle In- 
dia lead in any area? 

India is not just a market for Oracle pro- 
ducts, but a delivery centre as well. We 
can lead in areas like the cooperative 
sector. The Gujarat dairy cooperative is 
a successful model and 
so is the e-Seva initiative 
of Andhra Pradesh. Ora- 
cle is associated with 
both. We provide lear- 
nings from these pro- 
jects to such initiatives 
in emerging economies. 


TRIBHUWAN SHARMA 


m Last week Oracle bid 
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for retail software provider Retek. Are you 
planning any acquisitions in India? How 
has the PeopleSoft integration gone? How 
many were laid off? 

There will be lot of consolidation in the 
software industry. Oracle's PeopleSoft 
buyout was an indication of that. As our 
CEO [Larry Ellison] has said, the Retek 
bid is to defend Oracle's market share [in 
North America, where rival SAP is ex- 
panding]. Our acquisitions are a global 
initiative we do not comment on it ona 
countrywide basis. About 5,000 people 
were laid off following the Oracle-Peo- 
pleSoft integration. 


E What plans do you 
have for India? 

India is a very impor- 
tant market for Oracle. 
We expect the current 
growth [of India] to 
continue and, hence, it 
will remain significant 
for us. Ww 


We make the difference between 
a 


ana 







































NirmaLabs provides you 
with an opportunity, ecosystem, mentoring and 
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MAHINDRA & MAHINDRA 


- More than the sum ofthe parts 


Auto ancillaries is the next big push for the company 


HE last two years have been 
eventful for the Rs 5,046- 
crore (2003-04) Mahindra & 
Mahindra (M&M). With its 
Scorpio SUV, it has been able 


S f to pry open the personal vehicle seg- 


ment for the first time. Last year, it bid for 
Finnish tractor maker Valtra. Though it 
could not acquire the company, the bid 
itself showed M&M's growing confi- 


à dence and ambition. Early this year, 


M&M formed a joint venture with the 


j . euro 40.7-billion French automaker Re- 


nault to make passenger cars. 
At the same time, the company has 


been firming up its strategy for the auto- 


ancillary sector. It has signed a term 
sheet to acquire a German auto ancil- 
lary engineering services company for 


~~» S$5million (about Rs 22 crore). Earlier, in 


January, it bought a controlling 51 per 


_/ cent stake in Rajkot-based gearmaker 
_, Sar Auto. These are small but sure steps 


managing director 
Anand Mahindra 
is taking towards 
r^ his target of buil- 
i ding a $1-billion 
(Rs 4,500-crore) 








uy 
Vi 














auto-ancillary business by 2010. 

Sceptics had doubted the group's 
readiness to go global since its financial 
performance had been less than stellar. 
50, in December 2002, Mahindra had 
launched Project Blue-chip, which put 
in place parameters of financial perfor- 
mance for M&M and its subsidiaries. 
The project also changed the way indi- 
vidual businesses were run. The main 
lines — tractors and utility vehicles — 
functioned like separate companies 
rather than divisions. In an earlier inter- 
view, M&M's executive vice-president 
Hemant Luthra had told BW: “I think 
Anand [Mahindra] wanted someone to 
focus on extracting value through group 
synergies to ensure that the whole was 
greater than the sum of the parts.” (See 
Anand Gets Tough — Finally’, BW, 12 
January 2004). 

Now, the first pieces of M&M's auto- 
ancillary strategy are falling into place. 
Spearheading it is Mahindra Systems 
and Automotive Technology (MSAT), 
M&M's sixth division, which was set up 
in September 2004. The others are auto- 
mobile, tractor, financial services, infra- 
structure, and information technology. 
Says Mahindra: “I think auto ancillary 
will be the battering ram to prove India’s 





competitiveness in manufacturing.” 

Mahindra had the idea that auto an- 
cillaries would be M&M's next thrust 
area. What he did not have was a plan. 
M&M had a joint venture, Mahindra 
Sintered Products, with UK company 
GKN. Since it was a joint venture, M&M 
did not have full control of its future. So, 
in 2002, it sold its stake to GKN. Wharton 
Global Consulting Practicum, the busi- 
ness school’s consulting practice, was 
where Mahindra went in search of a 
plan for his auto parts business. What 
Wharton came up with forms the con- 
tours of the MSAT strategy. 

While MSAT may be a new division, 
it is not starting from scratch. The com- 
pany has shifted a number of divisions, 
as well as Musco, the group steel com- 
pany, into MSAT. The internal sourcing 
[purchase] and R&D teams from the 
auto and tractor divisions have been 
moved to MSAT. So two big cost centres 
have now become profit centres since 
the company now buys services from 
MSAT. This is in line with the group's 
plan to tap synergies within. The manu- 
facturing division that makes transmis- 
sion and gears for the company, too, has 
been moved into MSAT. Together, their 
revenues were Rs 1,000 crore. 


Mahindra Systems and Automotive Technologies 
THE ROAD AHEAD 








Strategy: M&M plans 
to tap the high-end 
engineering services 
business globally 
through the German 
acquisition. 


Strategy: The company 
makes gears and 
transmissions for internal 
use, but bought a 
majority stake in Sar 
Auto for its gear 
manufacturing capacity 





Strategy: The sourcing 
team is scouting for 
contract sourcing 
business. The same 
clients could be 
introduced to the other 
services of MSAT later. 


CHALLENGE: Breaking into the highly insular, customer-relationship-led global auto 
industry is not easy. The lack of middle-level general management talent could also 


hinder the company's global plans. 
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One of the core elements of MSAT 
and M&M's auto component strategy 
are the 400 people that have moved in 
from the various R&D teams. For the 
Scorpio, they had developed high-level 
engineering and product design skills. 
But after the launch, these were not be- 
ing utilised fully within the company. 
So, for the past two years, the engineer- 
ing services team has been working for 
clients like Renault. Moving this team to 
MSAT lets M&M use them as a source to 
get overseas engineering jobs to be im- 
plemented in India at much lower costs. 

This is where the German acquisi- 
tion fits in. Luthra, who heads MSAT, 
says M&M has strong engineering and 
R&D skills, but lacks the marketing and 
savvy to get business directly from auto 
majors. Hence the need for a front-end 
company. Says an analyst for the sector: 
"Growing inorganically is probably the 
quickest way to do this. Access to cus- 
tomers and then maintaining these re- 
lationships are very challenging issues 
in this business." 

The German acquisition comes af- 
ter a months-long search in the US and 
Europe. Japan is a far tougher market to 
crack as automakers do not break rela- 
tions with suppliers easily. MSAT did 
come upon a good buy in Detroit, but it 
had 1,500 people. To keep them busy in 
the front end, M&M would need to have 
a ratio of about 1:5 in the R&D team in 
India, or 7,500 people. That would have 
meant layoffs in the US or a quick scale- 
up in India, neither of which the MSAT 
bosses were comfortable with. The Ger- 
man firm has about 50 people and has 
Audi and Volkswagen as clients. 

The second element of this strategy 


is strategic sourcing. Even these are ex- 


isting skills since the team already han- 
dles Rs 5,000 crore ofsourcing for M&M's 
auto and tractor divisions. It is doubtful 
that the company will be able to source 
for the big automakers directly since 
these companies have been coming to 
India to set up their own sourcing outfits. 
For instance, DaimlerChrysler has seven 
component joint ventures set-up and 
sources about $80 million worth of parts 
from India. Fiat, Volvo and Ford, all have 
a growing presence in India. But clearly 
India’s advantage as a low-cost sourcing 
base is established. So M&M's best bet is 
to source for Tier I or Tier II global suppli- 
ers that would be open to the idea of de- 
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: Banking on inorganic growth 


veloping India as a supply base. 

The third element of the strategy is 
contract manufacturing. Once again 
thisis an internal skill being utilised. The 
group already has low-cost manufac- 
turing skills in forging, gears, axles and 
engines, but most ofthe capacity is used 
by itself. Expanding capacity at its high- 
cost plant in Mumbai would have been 
expensive. It's precisely for this reason 
that M&M picked up Sar Auto. 

So, can Mahindra pull off this rather 
ambitious strategy? Right off, one of the 
key gaps that analysts point out about 
the group is organisational weakness. 
Although it is strong in engineering and 


| manufacturing skills, M&M lacks orga- 


nisational depth in general manage- 
ment. Besides, it will be up against an 
entire burgeoning industry in design 
engineering services. Companies like 
Satyam Computer and Wipro Systems 
have been trying for some time to break 
into this insular world of global auto for 
this kind of high-end design work (fa- 
tigue analysis and planning the interiors 
of the car to make sure that the radiator 
does not block the air-conditioner), but 
progress has been painfully slow (See 
"The Moving Design Line, BW, 14 Feb- 
ruary 2005). But M&M feels that it has a 
sustainable competitive advantage. 
Says Mahindra: "We have the domain 
expertise and the scale." Quaintly called 
the Art-to-Part' strategy, it is clearly the 
groups next big test. Dx] 

RADHIKA DHAWAN 
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SELF HELP GROUPS 


Dark clouds overhead 


Chief minister Reddy’s soft loan scheme could hurt Andhra’s SHGs 





RECENT decision by the 
Andhra Pradesh govern- 
ment has whipped up a 
storm. The state has de- 
cided to subsidise the in- 
terest paid by the state's 4.25 lakh self- 


> help groups (SHGs) on the loans they 


take. Opinion is divided on whether this 


` isablessing ora curse. 


This idea has been gathering pace 
since the run-up to the last elections. 


. That is when the present Andhra 


Pradesh chief minister, Y.S. Rajasekhara 
Reddy, first mooted the idea. On the 
campaign trail, he had announced that 
if he became chief minister, SHGs, 


| > which were paying an interest of 9 per 


cent on their loans, would pay just 3 per 


- cent. The state would pay the rest. Not to 


be outdone, Chandrababu Naidu and 
his Telugu Desam Party countered the 


. proposal with some populism of their 


own. Naidu announced a 5 per cent 


- subsidy that, however, could not even- 


tually be made operational. Thereafter, 
his party lost the elections anyway, and 


—'. withitdiedthe5 per cent promise. 


After taking charge, the Reddy gov- 





ernment rolled out its plan. It was ini- 
tially introduced as a back-ended sub- 
sidy. SHGs had to pay the entire 9 per 
cent as interest. However, once the loan 
had been repaid, 6 per cent would be 
credited back to them. But now, the gov- 
ernment has decided to go a step fur- 
ther. It has announced that SHGs will 
have to pay only3 per cent interest from 
the word go and, as promised, the state 
will make good the difference. 

The first big question here is 
whether the SHGs will pass the lower in- 
terest on to their group members or not. 
It is important that nothing of that kind 
happens. Because of the high interest 
component, SHG members look for 
brisk, high-return businesses. They may 
buy vegetables for Rs 500, sell them for 
Rs 650, pay Rs 50 as interest, at 10 per 
cent, and thus keep Rs 100. If that is not 
observed, by the time the subsidy is re- 
voked (It will be. No state has unlimited 
funds.), the SHG members might get ac- 
customed to easy money. Or they could 
bein businesses where the rate of return 
is less than 9 per cent. 

Unlikely, thinks the state. K. Raju, the 
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Andhra has a third of 
India's SHGs. If they start 
defaulting, it will be a big 
setback for the movement 


states principal secretary 
for rural development, 
thinks most SHGs will keep 
lending to members at 
much higher rates of inter- 
est. The new, larger spread 
will beef up their corpus. 
The groups of Andhra, he 
says, are very mature in how 
they operate. Later, when 
the scheme gets revoked, 
they will be on a financially 
sounder footing. 

Vijay Mahajan, the head 
of Basixindia, a microfi- 
nance institution, agrees 
that all but a handful of 
SHGs will keep lending at 
high rates of interest. But he is con- 
cerned about other fallouts. He thinks 
we will see the rise of interest arbitrage 
— people trying to borrow cheap 
through SHGs — or, worse, setting up 
SHGs to tap cheap funds. 

Even more importantly, he adds, ar- 
tificial prices are always harmful in the 
long run. These artificially low interest 
rates will make it unattractive for the 
private sector to lend to the SHGs. The 
whole suggestion strikes at the core of 
the SHG ideal. 

It is a shame. Andhra has India's 
finest, largest SHG network. Under the 
newregime, their credit discipline could 
go haywire. The state needs to think 
more closely about the nature of incen- 
tives it should provide. Says C.S. Reddy, 
the head of Mahila Abhivruddhi Society 
of Andhra Pradesh: "If the state wanted 
to help its SHGs, it should have put its 
money elsewhere. it should have spent 
it on running training centres, creating 
better market linkages, production cen- 
tres and so on." Cheap populism works 
only in the short term. sf 
M. RAJSHEKHAR 
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OW much will it cost to 
eradicate poverty in india? 


_ Harvard University's Jeffery Sachs - 
; estimates in a new book that it will 
' take $150 billion a year to- 


eradicate global poverty. Sachs 
says that there are about a billion 
people i in the world who live in 


. Sachs has his critics, but let's 
£o with the assumption for some 
more time. India has around 200 
million people in dire poverty. To 
pull them out would require 


$30 billion or Rs 1,35,000 crore a 


year. In contrast, the National - 


=, Employment Guarantee Act is 


: expected to cost anything between — 


: Rs 10,000 crore and Rs 40,000 
» crore a year. | 
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NE of the great paradoxes of 
our times is the fact that the 


. world’s largest economy is a 

* voracious borrower of capital rather 
"*. than an investor. It shows in the 
-© huge US current account deficit. 
7 America has to borrow $2 billion a 
= day from the rest of the world to 


keep its economy growing. But 


. what we have instead of a coherent 

» response is a global blame game, 
"f with the US, Europe, Japan — 

=" and China pointing fingers at 

» each other. 


The traditional view is that the 


4 US has to blame for its own 


profligacy — its government, | 


* companies and consumers do not 
s save enough. Ben Bernanke, a 


^ governor in the US Federal Reserve, 
* has challenged this conventional _ 


wisdom in a recent speech. 

He says that the primary 
problem is not with America's 
domestic economic policy — 
including the $500-billion budget 
deficit — but with a global 


a adde "Over the past 





; dramatic increase in the ratio of 


situation is to encourage 





by Niranjan Rajadhyaksha E 


decade, a combination of diverse 
forces has created a significant 
increase in the global supply of 
savings — a global savings glut — 
which helps to explain both the 
increase in the US current account 
deficit and the relatively low level of 
long-term real interest rates in the 
world today," says Bernanke. 

One reason why the world is 
awash in excess savings is the 
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retirees to workers i in a number of 
major industrial economies. Also, a 
particularly interesting aspect of the 
global savings glut has been a 
remarkable reversal in the flows of 
credit to developing and emerging- 
market economies, a shift that has 
transformed those economies from 
borrowers on international capital 
markets to large net lenders. 

The way out of this perverse 


developing nations to come back 
into the international capital market 
as borrowers. That means more 
reform, in both the real economy 
and the financial sector. True, but 
to claim that the real problem is not 
the US but the rest of the world 
does seem an odd argument. 
AS 
NTERNATIONAL Monetary Fund 

| (IMF) managing director Rodrigo 
de Rato will be in India this week. 
Meanwhile, the latest issue of 
Finance And Development, an IMF 
publication, carries an interesting 
article by Vijay Kelkar, Praveen 
Chaudhry and Marta Vanduzer- 
Snow calling for fundamental 
reforms of the IMF, These include: 
boosting the capital base of the 
institution, increasing the voting . 
power of developing countries, and 
making the IMF more accountable. 

Perhaps the Bush doctrine 

should be extended to encourage 
democracy not just in the Middle 
East but also in the IMF! 
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INTERVIEW/DOMINIC PROCTOR 


‘I wish we had more 
market share’ 


DOMINIC Proctor heads MindShare, one | ment and the accounting kind of think- 


of the biggest media-buying companies 


in the world. As India’s largest organised | 


media-buying agency, it is revered and 
loathed in equal measure. It controls 
about Rs 2,200 crore, or over 40 per cent of 
the market in India. If that was not wor- 
rying enough for those connected with 
advertising, media and marketing, it is 
also a part of WPP one of the biggest mar- 
keting communication groups in the 
world. The £4.3-billion (2004 revenues) 
WPP owns some of Indias largest ad 
agencies (O&M, JWT, etc.), some of the 
largest research agencies, and 
dozens of other business that 
deal with the Rs 11,000 crore ad- 
vertisers spent to reach con- 
sumers in 2004. BW's Vanita 
Kohli-Khandekar met Proctor 
onarecenttrip to India. Excerpts 


from the interview: 
m On the commoditisation of 
media-buying in India. 


Yes, it does look like a commod- 
ity business now as it is imma- 
ture. But if you talk to clients 
with whom we have worked, 
they will say it is a strategic area 
[planning] and not about exe- 
cution [just buying]. Increas- 
ingly, the only value clients will 
see from media buying firms is 
as a strategic marketing partner. The In- 
dian market is young and immature. We 
need to show the client that we can 
charge premium income. After a couple 
of years we should be a premium ser- 
vice. We are currently working at devel- 
oping partnerships in several spe- 
cialised areas like Bollywood. Its scale is 
double that of the entertainment indus- 
try. So, the opportunities to use a film for 
brand-building are born out of strategy. 


SANJIT KUNDU 


m On the developed versus developing 
country perspective on buying. 


In the US or the UK, too, we are not out 


of the commodity thinking. We don't | 


have problems with return on invest- 








ing, we spend billions of dollars on re- 
search, so it is okay. But that is only part 
of what we do. I think some of our best 
and most imaginative work happens in 
the smaller markets. That is because 
there are no resources, so you are forced 
to think. Media can be a very fulfilling 
career here. We can be less bureaucratic 


| inaless developed market. We are more 


process oriented in mature markets. 


The key thing for big companies is to act 


like small ones. So, for example, the Pepsi 
team is dedicated to the Pepsi business. 





m On the difference between the two if 





both media and ad agencies become 360 
We offer 360 degree from a point of view 
of strategy and ad agencies do that from 
the point of view of how to extend the 
creative. As we look at it from a media 
perspective, we try to understand and 
decide what channels — events, PR, 
sports — we could use. The new model 
is to start from a creative and develop 
the media around it. 


|. æ On the power of MindShare and WPP 


The scale of our business in India is 
overestimated and overfeared. I wish we 
had more market share. "n 


Stay ahead | Go with the Leader 


Our earth, 
Our tomorrow 








Imagination Unlimited! 


Ricoh presents the Aficio 205 1/2060/2075 - one 
of the most versatile and complete Document 
Management Systems an organisation can have. 
It meets the most strenuous demands of 
modern business environment, offering utmost 
speed, flexibility, quality and cost effectiveness. 
So, if you can imagine it; it can do it! 


How well do you share? 


AGO} 





Image Communication 





Aficio 2051/2060/2075 


RICOH INDIA LIMITED 


www.ricohindia.com 


Se cgeoeé 





High image quality Heavy Duty Double-sided Scanning Scan to e-mail Scan to Folder Less warm-up/ Security Features Advanced Finishing Options 
True 1200 dpi 90,00,000 Prints Two side original scan Via LADP, local address Via SMB or FTP Protocol, Recovery time Windows Authentication Z-Folding, Saddle Stitch, 
Resolution in one go book or direct input up to 50 folders perjob ^ 30 Secs / 10 Secs & Data Override Booklet Finish 


Ahmedabad: Tel: 26575661/63/64, 26577763; Bangalore: Tel: 22256181, 22254386, 22252587/89; Chandigarh: Tel: 2741462, 2742723, 2743054, 2743759; Chennai: Tel: 28232457- 
58, 28271421, 28211119-20; Delhi: Tel: 51731860-65; Hyderabad: Tel: 23305968/70/84, 23324695-96; Jaipur: Tel: 2709756, 2707028, 2707744; Kolkata: Tel: 24743814, 24852056/ 57; 
Lucknow: Tel: 2239176/89, 2237381; Mumbai: Tel: 26465570-74, 22881953-55; Pune: Tel; 26133740, 26136492, 26111947. 


G3 24, 


H Ea ieee De 








——. Minister Manmohan Singh to 


“ suitable dates in March. But 


. ing to receive Musharraf in 


; rum from which to play to 


POLITICS 


It's cricket 
diplomacy again 


Musharraf is trying to play the gentleman in 
the game of one-upmanship with India 


T was inevitable that 
India would have no 
choice but to host Pak- 
istani president Pervez 
Musharraf at one of 
the matches in the ongoing 
cricket series. For the past 
three months, Pakistan has 
been pressing hard for Prime 


visit Islamabad. Officials in Is- 
lamabad had even suggested 


with the important assembly 
elections due in February, fol- 
lowed by the Budget session 
of Parliament, the Indian side 
has been prevaricating. 

Now it finds itself prepar- 


New Delhi instead. Although 
. its being billed as a non-offi- 
cial visit, there will almost 
/ certainly be an official meet- 

. ing between Musharraf and 
Singh, giving Pakistan a fo- 


REUTERS 


.. western galleries. 
The precedent was set when cricket 


— was first used as a tool of diplomacy in 


the India-Pakistan context. The year 
was 1987, the month February. The then 
military ruler of Pakistan, General Zia- 
ul-Haq, shrewdly utilised the opportu- 
nity ofan India-Pakistan cricket series to 
visit New Delhi and meet the then Prime 
Minister Rajiv Gandhi. It was a private 


Y . visit, yet Zia forced a formal meeting 


amid much fanfare and publicity at Hy- 
derabad House in the Capital. The sig- 
nals were clear. There's no such thing as 
private or unofficial in the India-Pak- 
istan context. 
| Not much came of president Zia's 
famous cricket diplomacy. And the cyn- 
ics do not expect much out of Mushar- 








= 








With both sides adamant on fundamental issues, the 
General’s visit doesn’t seem to hold much promise 


raf's ploy to use the same tool. Former 
Indian ambassador to Islamabad, G. 
Parthasarthy, insisted: “Musharrafis just 
doing a public relations exercise. Pak- 
istani military rulers believe that the In- 
dian public and the Indian media are 
gullible and they can use them for their 
own ends.” 

Certainly, Musharraf has timed him- 
self well. Early this week, newly ap- 
pointed US secretary of state Con- 
doleezza Rice was in New Delhi and 
Islamabad on her first trip to the region. 
If Musharraf wanted to send her, and 
through her to president George Bush, a 
message that he's doing his best to keep 
peace in South Asia, he could not have 
chosen a better method. By implication, 
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he’s trying to put the onus on India to 
show greater application in the dialogue 


I process. 
Hardliners feel that Singh should use 


the Musharraf visit to sound a stern 
warning to Pakistan. According to 
Parthasarthy, India-Pakistan talks have 
reached a virtual impasse. He says that 
despite the hype surrounding the Sri- 
nagar-Muzaffarabad bus, it is clear that 
Pakistan is determined to try for a divi- 
sion of Jammu and Kashmir along com- 
munal lines. Musharraf 
floated the trifurcation bal- 
loon shortly before Pak- 
istani prime minister 
Shaukat Aziz came on a visit 
to New Delhi last year and, 
thereafter, hastily down- 
played the idea after India 
protested. 

Parthasarthy feels that 
Musharraf will try once 
again and India must not 
mince words in rejecting 
this alternative outright. At 
the same time, he says, New 
Delhi must press strongly 
for action against the ex- 
tremist Lashkar-e-Toiba, 
which continues to receive 
patronage from the Pak- 
istan's intelligence service, 
ISI. India should also regis- 
ter its protest about the IST's 
hand in insurgency in the 
North-east. 

What is worrying India- 
Pakistan relations watchers 
more than the substance of 
any talks Singh and Mushar- 
raf may have (after all, the agenda is 
pretty obvious and remains much the 
same always) is whether the suave Pak- 
istani president can repeat his Agra 
coup. He totally outwitted Vajpayee in 
the summit held against the backdrop 
of the Taj Mahal in 2001 and walked 
away with the media honours. 

India is, of course, on its guard after 
Agra. It also has an understanding 
friend in Rice who is perceived here as 
being more pro-India than her prede- 
cessor, Colin Powell. It will have to be 
seen whether she has carried India's 
message to Musharraf to be on his best 
behaviour when he comes to watch In- 
dia and Pakistan play cricket. i) 

ARATI R. JERATH 
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Delhi is 

a city that 
increas- 
ingly 
subscribes 
to the 
adage: 
“He who 
has the 
stick 

has the 
buffalo” 
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Delhi: India’s 








N the Ides of March, as I was pre- 
paring for another day at office, 
my mind was a total blank about 
what I should write for this col- 
umn. There was enough on the 
Budget; I didn’t want to write on the economy; 
and despite the shenanigans of Mr Syed Sibte 
Razi, I just couldn't find a topical ‘hook’ to write 
on. The theme came in a trice as I manoeuvred 
the car out of the parking lot and into my lane. 

Barring possibly Golf Links and Sundar Na- 
gar, every South Delhi colony is now prey to 
builder-developers. Many of today’s widows 
and pensioners belonging to the softer Delhi of 
the 1970s, who built wonderful houses with 
gardens, are now forced to sell their houses. The 
builders offer them money and one flat, and 
then proceed to break all zoning laws to con- 
struct three- or four-storeyed multi-apartment 
monsters that cover every square yard of the 
plot. As if that were not all, they build huge 
basements which eventually house outsourced 
call centre operators or direct sales agents. 

The immediate upshot of such growth in 
construction is the clogging up of South Delhi's 
lanes. A house that originally had two cars now 
becomes a multi-storeyed block that has to ac- 
commodate eight to ten. Parking spaces that 
were traditionally reserved for each house soon 
become the battleground for irate drivers. And 
while such monsters are being constructed, the 
lane gets choked by stone chips, bricks, sand, 
marble, and never-ending rods of Tor steel. The 
sound of construction is all pervasive — even at 
7.30 on a Sunday morning, when the only thing 
you want is to drink your tea, read the papers 
and perhaps listen to music. 

I faced one such builder that day. Between 
the bricks, steel rods and a water tanker, there 
was hardly any place for my car to squeeze 
through. When I asked him to make space, he 
looked at me as if I was an alien creature mak- 
ing absurd demands. After several minutes of 
an unpleasant argument, he reluctantly in- 
structed his contractor to move the steel rods 
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belligerent metro 


just enough for the car to barely pass — but did 
so with the belligerence that epitomises the 
new Delhi. As far as he was concerned, the 
building site was his; therefore the road in front 
was also his; and who was I to ask him to be 
more civic-minded? 

Soon after, I started thinking about Delhi's 
increasingly fierce assertiveness, and could 
think of two explanations. First, there has been 
a phenomenal growth in the income and 
wealth of Delhi and its environs over the last 
two decades, coupled with an unparalleled 
influx of people. And second, with this increase 
in incomes, the wonderful North Indian entre- 
preneurial attitude of ‘Everything is attainable’ 
has rapidly morphed to ‘Anything is possible’. A 
positive entrepreneurial force has been substi- 
tuted by the negative force of power — best des- 
cribed by an idiom: “Jiski lathi uski bha- 
ins” (“He who has the stick has the buffalo’). 

Therefore, every infringement and law 
breaking is par for course since everything can 
be fixed. That's why TV cameras catching sales 
tax employees wantonly taking bribes makes 
no difference to corruption; why contracts bet- 
ween individuals can be reneged and pay- 
ments refused if one is more powerful than the 
other; why builders demand over 60 per cent of 
the value ofa flat in cash; why stealing water by 
drilling extra-deep illegal bore wells is consid- 
ered clever; why no queue is worth standing in; 
why car, buses, trucks, two- and three-wheelers 
jump red lights, as if the colour meant nothing; 
why rigging auto rickshaw meters is accept- 
able; why underage kids are encouraged to race 
their father's cars with boom boxes at full blast; 
why women still have to tolerate lewd remarks 
of sundry men; why the city's language has the 
highest rate of verbal abuse for every sentence 
uttered; and why every wrong action is but- 
tressed by extreme, often violent, aggression. 

Noother metropolis in Indiais as constantly 
confrontational as Delhi. Is it the money? Or 
the people? Or the North Indian ethos? Or 
all three? Ka 
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UNIL Duggal believes 
that Dabur India’s 
acquisition of Balsara 
happened in record 
time. In December 
last year, Ashok Wad- 
hwa of Ambit Corporate Finance 
first indicated to Mohit Burman, 
one of the fifth-generation owners 
of Dabur, that Balsara was up for 
sale. Burman roped in Dabur's 
CEO Duggal and group director, 
corporate affairs, P.D. Narang, to 
form a three-member team. With- 
in a day, they told Wadhwa that 
Dabur was interested in Balsara. It 
then brought consultancies Ac- 
centure and Pricewaterhouse- 
Coopers and Delhi-based legal 
firm AZB & Partners on board to 
do the due diligence. 

The exercise was code-named 
‘Project Balm’. After some hectic 
negotiations over price, Dabur 
picked up Balsara in a Rs 143- 
crore, all-cash deal funded largely 
out of internal accruals. It took Da- 
bur barely a month to wrap the 
whole thing up. The markets gave 
a thumbs-up to the deal. Since the 
merger was announced on 27 Jan- 
uary, the share price of Dabur has 
gone up by nearly 25 per cent. 

Duggal's point: how aggressive 
and confident Dabur is these days. 
"We did the deal without breaking 
into sweat. Three years back, we 
would not have had the appetite 
for it, nor would we have been will- 
ing to get out of our comfort zone." 
Dabur insiders say that the com- 
pany is now looking at an acquisi- 


Dabur on 
Chyawanprash 
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tion overseas in one of the developed 
markets. There's a high likelihood that 
the acquisition will happen in the US, 
and that too ofa distribution company. 
It's been a pretty eventful 10-year 
stint for Duggal, three years of it as CEO. 


Dabur IS 
looking fitter 
and hungrier 
than before — 
with an eye 
for growth 

in developed 
markets. 


1995, Dabur appointed McKinsey & Co., 


famous for its Chyawanprash. As was 
the standard McKinsey counsel in the 


owned businesses, Dabur was asked to 
hire professional managers and reduce 
the operational role of the family. 


By Nandini Vaish 
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handed over to a non-family member, 
Ninu Khanna who came from FMCG gi- 
ant Procter & Gamble. The family with- 
drew almost entirely, retaining four 
board positions. This despite their 78.16 
per cent shareholding in the company 
— a figure that remains largely un- 
changed today. 

The management under Khanna 
didn't live up to its promise. When he 
was at the helm, the company’s sales 
plateaued. Worse, profits fell by 17 per 


fessionals who had joined began quit- 
ting, morale fell, and Dabur began to 
show the signs of a company 


Khanna quit. & \ > Y 
Duggal, who had X k a 
stayedondespite © 

some misgivings = R 

at one stage, be- 


CEO of Dabur, Sunil Duggal, 
believes the company is now 
more confident and aggressive 


Photographs: DINESH KRISHNAN 





Balsara’s bouquet of brands 


Soon after he joined from Pepsi Foodsin | 
a consultancy to devise a way ahead | 


for the company. Back then, Dabur was | 
just a Rs 500-crore public company — | 


mid-1990s, especially to all family- | 





Dabur recruited with the passion of 
a convert. In 1998, even the top job was | 


cent between 2001 and 2002. Many pro- | 


DABUR 


came CEO in June 2002. Somewhere in 
all this, the family had resumed an exec- 
utive role for a while and then stepped 


| backonce again. 


In many ways, therefore, the Balsara 
acquisition was the coming out ball 
for Duggal and his team. But not before 
they made Dabur more valuable, and 
almost trebled the value of the family 
holding in roughly three years. 

Balsara fits nicely into Dabur' plans. 
“Balsara was on our radar for two years," 
says Narang. "But somehow they were 
not selling. The company was not doing 
well.... After the acquisition, we are pre- 
sent in all the segments — economy, 


| medium and premium." As per the deal, 


Dabur has acquired 99.4 per cent stake 
in Balsara Hygiene Products, 100 per 
cent in Balsara Home Products, and 97.9 


| per centin Besta Cosmetics. 


Before the Balsara acquisition, this is 
what Daburs portfolio looked like. The 
company had created a consumer care 
division (CCD) in April 2004 by integrat- 
ing the family and healthcare products 
divisions. CCD (consisting of hair care, 
oral care, digestives, baby and skin care) 
contributes to 77 per cent of Dabur's 
Rs 1,300-crore turnover. The rest comes 
from consumer health — mainly OTC 
products — that contributes 6 per cent, 
foods (6 per cent) and the international 
business (10 per cent). 

For one, Balsara adds heft to 
J Dabur’s oral care business. 
Within CCD, oral care ac- 


( í 4 76 counts for about Rs 180 


m fe crore. A bulk of this 
( comes from Dabur's 


-— 
, $4 w € red toothpowder, 
R \ Dabur Lal Dantman- 
jan, a Rs 125-crore brand. 


The Balsara acquisition: 


benefits to Dabur 


> Size Rs 23 crore 


Market share (MS) 1% | - 


` Size Rs 57 crore 


MS 5% 


PC ud af 


b Size Rs 28 crore 


MS 78% i 
e In an industry where size matters, Balsara 


will add Rs 200 crore to Dabur's topline 


LO. p Size Rs 14 crore 
"mop MS 25%* 

Size Rs 20 crore 
MS 196 


Size Rs 27 crore 
MS 96% 


Size Rs 11 crore 
MS 12% 





*in Mumbai market only Source: Company 
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e Stronger position in oral care with Babool 
in the value segment and Meswak in the 
premium segment 


@ Entry into a new segment: household care 


@ Expansion of its distribution network: Bal- 
sara is strong in the west and south 
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. this label is under pressure. In 2004, al- 
| though Lal Dantmanjan increased mar- 
__ ket share to 30-32 per cent of the tooth- | 
powder market, the overall category 
remained stagnant. 
.. Meanwhile in April 2003, Dabur had - 
: launched Dabur Red Toothpaste. The 
idea was to have a product in the econ- 
. omy segment that would harvestlarge | 
< volumes and also capture some of the 
customers shifting from powder to 
paste. The Dabur Red Toothpaste has 
been a moderate success, and is today a 
Rs. 50-crore brand. It's also two-fifth 
Dantmanjans size. 
-. That's where Balsara’s oral care port- 
s folio comes handy. The acquisition 
. gives Dabur three brands — Promise, 
. Babool and Meswak. Together, they do 
—. business worth Rs 100 crore. Of this, a 
^; hefty Rs 57 crore comes from Babool. 
^. Again, Babool is positioned for the 
2, economy segment of the market — 
where Dabur Red Toothpaste is placed. 
- So Dabur is betting that between these 
~ two labels, it will dominate that seg- 
ment. Incidentally, the segment itself is 
growing at 25 per cent — far higher than 
the 2 per cent growth in the overall 
<> toothpaste market. Add Promise and 
. Meswak to this portfolio, and Dabur will 
| now be able to straddle all segments in 
-... theoralcare business. 
DEC The other big addition to its 
^* basket of offerings will come 
from Balsaras household care 


: But since the M itself is siiis pany’s ability to utilise the Balsara ac- 
| quisition will depend on how soon it 


fixes some of the latter's problems. In 
fiscal 2004, Balsara incurred a loss of ap- 
proximately Rs 10 crore on a turnover of 
Rs 200 crore. The main reason for this 
seems to be that its supply chain 
processes are inefficient and that its 
brands aren't growing any more. Says an 
ex-Balsara employee: “If I were in Bal- 
sara's shoes, I would have looked at sell- 
ing out in the last three years." 

Adds an analyst: "Balsara would 
spend its energies on one brand at a 
time, at the cost of the other. Also, their 
brand positioning was not consistent. 
For example, in the case of Promise, the 


company changed the brand’s position- - 


ing platforms too rapidly and the cus- 
tomer got totally confused." ! 
Duggal, while unwilling to comment 
on the specifics, says Balsara's blunders 
were more operational than strategic. 
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cent was used for below- the-lir ine drives. . 


Duggal adds that Balsara’s procurement _ oj 


and manufacturing was: at least 5- 10 per D 
centmoreexpensive, -= = sas 


The Balsara revamp: a INN. e 
ing costs with: suppliers, revamping | 
media buys, etc. — has already begun. 


Duggal hopes to break: even at post-tax 
| levels by « end of this year. "That's our in- 
tent,” he says matter-of-factly. "Balsara 
did not have the resources and the size - 


ofthe business was not commensurate .. | 





with profitable growth. That is why the ~ 
integration and synergies, bothinterms — 


of revenues and costs, which this acqui- as 





sition would release "d M | 


quick turnaround. 
D ABUR’ $ finger for. M&A döésni 
of course, end with Balsara. Expect 
a few more in the near future. For one, . 
the. company believes that size will bea 
key to success in FMCG. So even though . 
Dabur i is India's fourth- -largest FMCG 
company after Hindustan Lever, ITC 


make for a avery " 





is 1e emphasis on expanding 
the topline will continue. (Of course, as 
an offshoot of the Balsara deal, Dabur 
. believes it is today the. natural 
] choice for others looking to sell.) 
| But while such deals could keep 
p happeningi in India, it's very likely 





ze, 1E dtoomuchonbe- ^. 
low-the-line activities (includingone- = 
for-one offers) to push volumes rather P 
than above the line. Of Balsara’s Rs40 — 
crore advertising budget, ahefty75per 


~~ portfolio, mainly Odomos, Odo- 
| nil, Sani Fresh and Odopic. 
-- Together, these tot up to almost 
Rs 80 crore in sales. Dabur is ab- 
vv. sent from this category, which is 
*' estimated at Rs 2,000 crore, grow- 
^. ing at 15-20 per cent annually. 
The market is dominated by 
multinationals Hindustan Lever 

and Reckitt Benckiser. 
ux Besides all this, Dabur hopes 
©; tocapitalise on Balsaras distribu- 
.. tion muscle in regions where it 
does not have a worthy presence. 
For instance, the south and west 
Indian markets contribute to 35 


per cent of Dabur's sales, in com- - 


—  parisonto 45 per cent for Balsara. 

. Again, Dabur can leverage Bal- 

sara's plant at Baddi (Himachal 
Pradesh), an excise-free zone. 

Of course, much of the com- 


€ Acquisition in the developed markets: high - 
likelihood of it being a distribution company 






€ Contract manufacturi ng for private 
labels abroad: talks underway with 
prospective partners | 











@ Dubai to be made manufacturing hub for 
feeding developed markets, primarily through 
recent acquisition of Redrock's and 

Weikfield's facilities 










@ Double capacity in India in four years by 
adding to existing plants. A new manufactur- 
ing unit in Sikkim to come up. Focus on M&A 

to continue 










@ Foray into services within the "S of 
herbal products and services. It has recently 
set up Dhanwantry, a hospital in Chandigarh 









@ Herbal parks to grow endangered plant 
species which may be used in its products 





BUSINESSWORLD 34 28 MARCH 2005 


[| that the management’ s attention 
E will shift overseas now, where they | 


are actively scouting around fora 


buy. And chancesare that it willbe 


a distribution company. (Dabur' S 


. relatively debt-free balance sheet - 


and the fact that it's currently 
churning out close to Rs 200 crore 
annually in cash flows makes it 
well positioned to do M&A.) 

"| see Dabur as more of a 
global FMCG player with a herbal 
orientation, than just an Indian 
herbal company with a herbal ori- 
entation,” says Duggal somewhat 
grandly. He i is hoping that in three 


years, 15-20 per cent. of the 


turnover will come from abroad, 


of which half will be from the de- 
veloped markets. At Dabur’ S cur- 


rent turnover levels, it means 


Rs 200 crore-260 crore coming 


SE 
AUN 
IAN 
S 


SAN. 
RNV. 
TENER 


QE 
DATE 


AR 
ME 


PERS 


Get 


WONG 


5 


xe 


Neel Ceo 
Paar 
PAS P 


EREI 
AA 


ARYA 
RIA 


xm 


SEED 


BNR 


SALES OFFICE: SUN MICROSYSTEMS INDIA PVT. LTD., 6TH FLOOR, PRESTIGE OBELISK, 3 KASTURBA ROAD, BANGALORE 560 001, INDIA. TEL: (81) 80 5693 0600, FAX: (91) 80 5693 0655, 
REGD. OFFICE: 6TH FLOOR, DIVYASHREE CHAMBERS, OFF LANGFORD ROAD, BANGALORE 560 027, INDIA. TEL: (91) 80 2229 8989, FAX: (91) 80 2223 1794. 


$2005 SUN MICROSYSTEMS, INC. ALL RIGHTS RESERVED. SUN, SUN MICROSYSTEMS, THE SUN LOGO, JAVA, THE JAVA LOGO AND THE NETWORK IS THE COMPUTER TAGLINE ARE TRADEMARKS OR REGISTERED TRADEMARKS OF SUN 
MICROSYSTEMS. INC. IN THE UNITED STATES AND OTHER COUNTRIES, AMD, THE AMO ARROW LOGO, AMD OPTERON AND COMBINATIONS THEREOF, ARE TRADEMARKS OF ADVANCED MICRO DEVICES, INC. 


:5 based on the IGM eServer xSenes 385 (Ax 3.0 GHz Int on MP} result of 2616 contormin M f sult of 4608 c an SPECweb99 SSL benchmark, as of 


wane SPECwab89 SAL are restère emarks ol the Standard Performances Evaluation Ger 











E "nest 


JON THE BESTSELLER LIST 


~ Ranked No. 2 in Business Standard's 


listing of "Top 10 management books’ 
(Courtesy: CROSSWORD) 
~ 4.5/5 rating by www.indiatimes.com 


On stands, Rs. 350/- 


You can also order your Businessworld Marketing 


| City: 


| Please tick the desired option: 





C. V.V. No. (last 3 digits on the signature panel of Card) nae 

| Signature Date 

| Mai 
Contact: ie in d Ser a Biswas, Tel: 011-2370 2170-79; Mumbai: Arvind | 
Patil, Te 587; Kolkata: Ashish Das Gupta, Tel: 033-2260074 

| Ara: R. Katla, Tel: 080 25588 27; Chennai: R. Sudhakar 


| Tel: 044-2813 


Whitebook 2005 by filling this form: 
Name: Mr/Ms 
Address: 














State: Pin (essential): 


Tel.: 





e-mail; 








[]5 copies for Rs. 1575/-* [] | copy for Rs. 350/ 
DD No. (In favour of ABP Pvt. Ltd.): 
Dated: for Rs. Or 
charge the total amount " Rs. to my 
credit card. WOL) Gal. 

| Card No JL ILL] OUL Y ] LIEJEIE] EJUICIE| 





| Card member's name 








Card expiry dae LIL Sa | I LL | 








1278/9 j; Hyderabad: S 
*Offer valid till stocks last 


Dasgupta, Tel: 040-2331 714 


280305 








| 


GATES aves? 


| 


DABUR 





from abroad. Today, 10 
per cent of Dabur’s sales 
come from abroad. 

The 20 per cent statis- 
tic is significant. Those 
levels of an international 
turnover will provide the 
company with enough 
momentum to globalise 
further. "So 20 per cent is a 
liberal objective which 
would enable us to scale 
up our business globally 
without sticking our neck 
out," says Duggal. 

There are two reasons 
behind Daburs global 
thrust. One, it feels that 
there is an opportunity for a company 
like Dabur which stands on an inherent 





herbal platform. Two, geographically | 


distributed revenue lines will allow it to 

mitigate swings in the local economy. 
Dabur has manufacturing facilities 

in Nepal, Bangladesh, Dubai, Egypt and 


Nigeria. There's one coming up in Pak- | 
istan too. These are areas where Dabur | 


has a natural advantage, thanks to their 


large Indian and Asian populations with | 


similar habits. But the mandate is to 
have atleast half ofthe overseas revenue 
from the developed markets. 

So, the thinking within is to start 
with contract manufacturing for private 
labels. The idea is to scale up quickly 
and sell under its own label abroad. And 
that's where the distribution company 
could come handy. Says Duggal: "Pri- 
vate labels are an opportunity, but not 
the fulcrum of our strategy. The heart of 
our strategy is to build brands. In the de- 
veloped markets, we will progress 
through alliances and collaborations." 

For starters, Dabur has identified 
Dubai as the manufacturing hub for the 
developed markets. In 2004, it acquired 
Redrock there. Redrock has a plant, 
which was till recently manufacturing 
oils, shampoos, etc. for Dabur. This 
plant will now be upgraded to suit inter- 
national standards and feed the mar- 
kets of Europe and the US. Dabur has 
also acquired Weikfield's food facility in 
Dubai with a similar objective. 

What gives Dabur confidence to at- 
tack developed markets is its improving 
operational efficiencies. For example, 
Dabur signed up global purchase con- 
sultant Ariba for spend analysis and 


P.D. Narang, group 
director, corporate 
affairs, Dabur, was an 
important part of the 
three-member team 
that acquired Balsara 
as quickly as it did 















global e-procurement. Ariba will help 
Dabur analyse what it spends on, and 
identify the cheapest vendor globally 
from whom Dabur could buy. 

It is also working with consultancy 
Accenture on Project Garuda. This pro- 
ject is expected to increase availability of 
the right stock keeping units at the right 
place with significant reduction in 
inventory. It aims to reduce inventories 
to 26 days, from last year’s figure of 36. 

Dabur is clearly reinventing itself all 
over again, not just its businesses, but 
also the markets it operates in, its ambi- 
tions, etc. The biggest indicator is that 
internally there is a debate on creating 
another umbrella brand like Dabur to 
accommodate the changing nature of 
the portfolio — the household care 
products, the global brands when they 
come, some more acquisitions, etc. The 
pros: an umbrella brand will be able to 
unlock synergies across products. The 
cons: will the single brand be able to ac- 


| commodate distinct product offerings? 


Duggal sums up the mood: "We in- 
ternally never aimed very high till three 
years ago. Perhaps, we thought we 
couldn't do it. But there has been a per- 
ceptual shift... and there are opportuni- 
ties we should seize." 

By all accounts, the family is giving 
Duggal a free hand. During the Balsara 
acquisition, other than Mohit (and the 
standard permissions from the board), 
none of the family members were in- 


| volved. And this distance between the 


owners and the professional managers 


| isasmuch a comment on Duggal’s abil- 


ities as itis on the enlightened approach 
ofthe Burmans. e 


NOKIA 


CONNECTING PEOPLE 


Financial Statement Fashion Statement 


To: Andrews9300@nokia.co com 
| Cc: accountingdept@nokla.com 
Subject: Quarter Quarterly sales resul sales results for meeting in meeting in London 


B Hi Andrew, 


P See attached n for our quarterly sales 
233 results. Have a good tri 
Regards, Mary — 


Pb heb hbo a 

do jw fe |e fr v ju p p Jo hy 

See |j 
ey i | LUCERE T 


bg mm ee d 


New Nokia 9300 smartphone - Lead by example. 


Stylish and compact on the outside, exceedingly smart within. 
New Nokia 9300 enhances your workstyle while complementing your lifestyle. 


Email with Attachments * Office Applications * Calendar and Contacts 
e EDGE (EGPRS) for high speed data transfer e Widescreen viewing and 
full keyboard * Conference Calling * Hands-free speakerphone www.nokia.co.in 


| Always insist on original Nokia India Warranty to safeguard against buying used, refurbished or tampered phones. Nokia India Warranty is applicable qmy 


i # 
Nokia Care 30303838") for phones imported by Nokia India Pvt. Ltd. For assistance on Nokia products and services, call Nokia Care. Add STD code when dialling from a GSM connecti 
BATES & 141WW/D/NOK/468 





HP LaserJet. Because your business deserves the No.1 


’ 
i 
; 
i 
' 
i 
' 
' 
' 





Dial-a-cartridge 3030 4499. "Conditions apply, for more details please contact 1600 444 999 or 3030 4499. "Est. street price, taxes extra. "Market share as per IDC report (Q4 '04). ‘Applicable on specified transparency media. 
**Offers based on redemption. To redeem offers, customers need to register their purchase on www.hp.com/in/promotions before 10th April, 2005. Offers valid on purchases till 31st March, 2005. Special exchange offers available. 
For details, please log onto www.hp.convin/promotions.© 2005, Hewlett-Packard Development Company, L.P. 


p PUBLICIS HP-IPG 080 05 






With 73.5% market share, HP LaserJet is the undisputed leader in the Indian market. And with over 20 years of | 
experience in reliable and innovative printing solutions, HP makes printers that are the hallmark of excellence. Great print 
quality, speed, performance, reliability - HP Laserjet technology delivers it all. For instance, it comes with Instant-on 
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Break 
NEWS! 


EET Charudutt Dangat. His family has been 
selling newspapers for three generations now. 
Dangat Newspaper Agency distributes scores 
of newspapers in Mumbai and parts of Maha- 
rashtra. Dangat supplies just under a third of 
the estimated 35 lakh copies of all newspapers 
sold in the metro everyday. His reach across 70 
depots and 10,000 newspaper hawkers in and around Mum- 
bai makes him the largest of the four major newspaper distrib- 
utors in the city. 

Dangat is currently on every publisher's hotlist. Come 
August and he will become a key player in the biggest battle- 
ground of the publishing war that is about to be played across 
different cities in India. That is when Shobhana Bhartia's Hin- 
dustan Times (HT) from Delhi is expected to finally launch a 
Mumbai edition. The battle for Mumbai, India’s largest adver- 
tising market, will be fought among four major brands, each of 
them fierce warriors in their own right. There will be market 
leader The Times of India (TOI) from India's largest media 
company, Bennett, Coleman, and Company (BCCL). Then 
there is the No. 2, Mid-Day. HT and The Sun will come soon. 

The Sun is the tentative name of a national English daily 
expected very soon from the Zee Telefilms-Dainik Bhaskar 
combine. It will be one ofthe three papers the combine is re- 
ported to be launching. Each of these companies will sink 
anywhere between Rs 150 crore and Rs 400 crore over the next 
three years to hold on to a print run and sales of 2.5 lakh to 3 
lakh copies, the magic figure at which advertisers will take 
them seriously. That is roughly half of TO's Mumbai circula- 
tion. And three years is the minimum time they need to create 
a print ‘brand’. Each of these players needs Dangat and his 
network. Dangat, however, is still undecided on which brand 
he will distribute. “We will cross that bridge when we come to 
it,” he says. 

Most other Mumbai distributors, too, want to wait and 
watch what they can get out of this battle. And there is plenty. 
The first few salvos, fired from the shoulders of the 10,000-odd 
hawkers who sell newspapers at road signals, in stalls or drop 
them in Mumbai's 3.2 million-odd homes, shows that. Even as 
we write, there are rumours of HT offering hawkers Rs 5 each 
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Indian publishing: 


WHO ARE THEY? 

Bennett, Coleman, and Company (BCCL) 1,808 
Jagran Prakashan 500 
The Hindu 453 
Eenadu 418° 
HT Media 418 
Living Media India 324" 
Malayala Manorama 305 
Dainik Bhaskar 300 
Indian Express Publications (Bombay) 250 
Mathrubhumi 152" 
Express Publications (Madurai) 121 
Sakal Group 120 
Deccan Chronicle 116 
Mid-Day Multimedia 93 


*Year ending March 2003, year ending June 2003 for 
Express Madurai. All other figures are for the year ending 
March 2004. BCCL for year ending July 2004. 

Figures for Eenadu include TV and print 

Figures for Living Media include Thomson Press 


Source: CMIE Prowess and companies 


for the address of a TOI home (Both HT and TOI did not re- 
spond to BW's repeated requests for a meeting). TOI has also 
started offering insurance to hawkers to win their loyalty. 

Go down south to Chennai, the third largest ad market 
after Mumbai and Delhi, where a similar battle is about to start 
next month. T. Venkattaram Reddy's Deccan Chronicle from 
Hyderabad, fresh from a successful initial public offer (IPO), 
will be there in the first week of April with a print run of 1.5 
lakh-2 lakh copies — very close to market leader The Hindu's 
circulation in Chennai. So will TOI, may be on 14 April, the 
Tamil New Year Day. About a month ago, it started collecting 
details on birthdays, wedding anniversaries and even pho- 
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launching 2nd | E r 





flowing. into the sector, 


HOW THEY WILL SPEND IT M 
e Malayala Manorama Rs 80 crore pus ] 
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sion and modernisation of presses 


@ Deccan Chronicle Rs 50 crore Launch in Chennai i in April, and in Tirunelveli | 
€ BCCL Rs 150 crore Flanking TOI, Mumbai, with Times Independent; going to Chennai 

e HT Media Rs 176 crore Going to Mumbai this August 
€ Zee-Bhaskar Rs 300 crore Three. ews 





pa jets (probably) one national English daily ; * : 


e indian Express Rs 200 crore Launch i in Kolkata, mu Jaipur; consolidating 
Loksatta and Financial Express ce 


HOW THEY RAISED/WILL RAISE THE MONEY 


Chae . phg p orore 
HT-Henderson-Citigroup 176 
Business Standard-FT 14 
Jagran-Independent 150 
. Deccan Chronicle IPO 149 WHO'S NEXT? 
TOI-Asian Wall Street Journal NA | 
TOI-BBC Worldwide NA 
Zee-Bhaskar (Pvt Placement) | 300 
Express IPO 200 
Cyber Media IPO 14-17 





` tographs to build up a database of the city's 2,000-odd news- 
paper hawkers. It is now making identity cards for each of 
them. "When they launch, there will be a lot of schemes for 
hawkers. So the ID card is useful,” explains P.R. Narayanan, 
owner of Shri Media, a newspaper agency in Chennai. The 
Hindu, which is frantically redesigning itself for a relaunch 
two months later, quickly followed suit. 

That is not all. Publishers from across the country are join- 
ing in what is beginning to look like an orgy of expansion. 
Vivek Goenka's The Indian Express Newspapers (Bombay) is 
taking the eponymous paper to Kolkata this month, and 


Bhopal and Jaipur soon afterwards. Goenka has also picked | 


€ TOI-BBC Worldwide NA Transfer of ?9 magazine tities to N Worldwide Media Joint 
events on Filmfare and Femina 


€ TOI-Dow Jones NA Launching Asian Wall Street Journal 
e Cyber Media Rs 14 crore-17crore Launching BusinessWeek, among others 
e Shapoorji Pallonji Rs 3 crore: e Launching Smart Photography and FHM 


€ NDTV ls researching the print, business l 

@ The Sun Network Could launch an English or Tamil daily 
€ Vikatan Could launch a Tamil personal finance magazine 
€ The Outlook Group Three new magazine titles this year 


up a 10 percent stake in Tariq Ansari 5 Mid- -Day Multimedia in 
March 2005 for Rs 25-odd crore. Since the Ansaris have sold a 
portion of their personal stake, the money will not be re-in- 
vested in the Mid-Day. However, it will make a nicelittle addi- 


tion on the Indian Express prospectus and might evenbringa 


better valuation when the Express hits the markets for an IPO |. 
later this year. No foreign partners for it though. “Our edit per + 


_ sonality is such that we are not sure if a foreign partner can - 
cope with this traditión,” says CEO Shekhar Gupta; Also, there ` 


is Pradeep Gupta’s Cyber Media, which will be launching Busi- o 
ness Week in India, as soon as its IPO and permissions are _ 
through. Srinivasan B.'s Vikatan Group from Chennai is look- 
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ing at launching a Tamil personal finance magazine by Diwali. 
Then there are all the magazines that Worldwide Media, a 


BCCL-BBC Worldwide joint venture will be launching this | 
year. There is Asian Wall Street Journal, which should be out | 





any time now, thanks to its tie-up with BCCL. There is Jagran | 


Prakashan, with Rs 150 crore in its pocket from Ireland-based 
Independent News and Media. It is taking its flagship Dainik 
Jagran to Jammu and Kashmir — its 27th edition after it 
launches the Muzzarfarpur (Bihar) one this month. 

Kalanithi Maran's Sun Network has already stated that it 
will get into print, either with an English paper or a language 
one — read Tamil. Even the conservative Shapoorji Pallonji 
Mistry Group has got into publishing with its Forbes sub- 
sidiary, Next Gen Publishing. It will be launching FHM, a men's 
magazine, and Smart Photography soon. There is also some 
talk of The Telegraph (TT, owned by BW's publisher ABP) going 
to Mumbai. ABP’s managing director Aniruddha Lahiri denies 
it. “Unlike Ananda Bazaar Patrika [the groups flagship Ben- 
gali paper], TT is a national paper, so Bombay is always a pos- 
sibility. But the water is very muddy right now. We will wait for 
things to settle," he says. 

And there are the rumours. There is talk of Prannoy Roy's 
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NDTV attempting to get into print. Its managers have been 
sniffing around print company balance sheets and trying to 
understand them for some months. There is also talk of Abhi- 
jit Pawar's Sakal Group, which acquired Maharashtra Herald 
in 2003, going for an IPO soon. Pawar denies it, though. The Rs 
120-crore Sakal operates in the hot Pune market, which will 
soon see aggressive action from everyone who enters Mum- 
bai. Already space seller salaries in the city have doubled. 
Publishing is, finally, rocking. “The myth in publishing has 
been broken. Earlier, all newspaper owners thought opportu- 
nity was within their own geographical area. That has 
changed, suddenly the opportunities have increased and the 
dos and don'ts have changed,” says Girish Agarwal, director 
(marketing), Dainik Bhaskar. After decades of inaction, there 
is a buzz about the almost moribund Rs 9,000-crore (ad plus 
subscription) publishing business. Fuelled by competitive 


pressures from TV and en- 
Charudutt Dangat 


couraged by a year when print 
actually stood its ground on 

Distributors ad revenues while TV lost, al- 

. most every publisher is ex- 

like Dangat 

will become 

the first 


panding. India’s top 10 news- 
pawns in the 





papers added over 2.3 million 
copies to their total circula- 
tion and under 5 million read- 
ers over the last two years ac- 


newspaper cording to numbers compiled 
battles to by Group M. “There is now a 
follow stronger argument for invest- 


ing in circulation in order to 
take a larger share of the ad- 
vertising pie,” thinks Ansari. 
That explains why over Rs 1,000 crore of capital has come 
into the sector over the last year or so. There is, think investors 
sated with telecom and broadcasting deals, something to be 
said for steady old newspapers with their steady circulation 
and revenue numbers. There is a lot more to be said ifyou look 
at publishing companies as ‘content creators’ for the new 
market that 49 million mobile users or 33-odd million Web 
surfers are creating. For investors, publishing, a closely held 
secretive business, was the last frontier left to explore in me- 
dia. Well, the exploration has just started (See “The Publisher’s 
Guide To The Investor’s Mind’). “The risk-return profile [for 
print] is [now] good,” thinks Bala Deshpande, director (invest- 
ments), ICICI Venture Funds. 


What Will It All Mean? 


Well, when over Rs 1,000 crore of capital flows into a sector 
which has hardly seen Rs 100 crore worth ofaction in decades, 
it usually means lots of life and lots of deaths. More advertising 
revenue will flow to print, and margins — in the long term — 
should improve. In the short term, there will be many more 
editions and brands, price cuts and growing markets. Re- 
member, the circulation of English newspapers in Delhi more 
than doubled after TO/ started getting aggressive and slashed 
prices. “TOTs price cuts helped the circulation of all newspa- 
pers,” thinks Mahendra Mohan Gupta, managing editor, Ja- 
gran Prakashan. Ditto for Chandigarh, where Bhaskar did a 
great job of capturing Hindi readers in what was called an 
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English city; add HT's Chandigarh edition 
and the market did expand. Ditto for Hy- 
derabad, Kolkata and other cozy one- 
newspaper-leads-by-a-very-large-margin 
markets. In each of these markets, the ad 
pie expanded too. “There is definitely place 
for two players in every market, especially 
the ones where there is a distance between 
the No. 1 and No. 2,” says Deshpande. 

As brands try to get into that space, “this 
action could create the pressure for M&As,” 
says C. Venkat Subramanyam, director, 
Veda Corporate Advisors, a Chennai-based 
investment banking firm. That means 
brands which are small and inward-look- 
ing and strapped for cash — something 
that could define about 60 per cent of the 
print brands today — will sell out to bigger 
players. Agrees another Mumbai-based 
private equity investor: "The current state 
of affairs in the publishing industry makes 
it an ideal hunting ground for buyout deals. 
There are several brands which still have 
strong recall, but can easily be classified as 
distressed assets.” 

Look out, then, for large consolidated 
print and even multimedia players emerg- 
ing from the chaos that the coming two 
years are bound to bring. Wait to welcome 
Dainik Bhaskar as a truly national player 
with newspapers in Hindi, Gujarati, Eng- 
lish and may be other languages. Or Dec- 
can Chronicle as the only pan-South-In- 
dian player, and so on. 

The shape and contours of the battles 
in each town, city and region will be differ- 
ent; so will the faces of the two or three re- 
ally large national players who emerge 
from it. But there is no doubt that publish- 
ings moment of reckoning has come. If it 
fails to deliver on the promise of reaching 
into a prosperous, happening India, it will 
be years before investors look at it again. 


Mumbai 


The Past 


That will be sad. All the action in media in the last decade has 
been about television, cable, or cinema. And justifiably so. In 
thelast 10 years, print actually saw its share ofthe ad pie shrink 
from about 70 per cent to a little under 50 per cent or under 
Rs 5,000 crore currently. The television business, on the other 
hand, grew from almost nothing in 1992 to over Rs 12,000 
crore (ad plus subscription) last year. Nobody — not investors, 
not advertisers and not media buyers — have shown the kind 
of interest in print that they have shown in television. 

There was little reason to. As far as anyone can remember, 
print has been stagnant over the last five decades. One reason, 
of course, was the ban on foreign investment in print. The 
other has been the singular lack of ambition shown by pub- 
lishers. "When I went into Rajasthan, all the old daddies kept 
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telling us why are you going into their territory. Everybody was 
apprehensive and everybody was praying that it shouldn't 
happen. Ifit did, then every one would start moving into each 
others territories," remembers Agarwal. So if Dainik Bhaskar 
was from Madhya Pradesh, it remained there and ditto for The 
Hindu from Chennai. None ofthe laws of business — growing, 
expanding and making more money — seemed to apply to 
publishing in India. 

This changed somewhat with the entry of Samir Jain in 
1986, who used some very basic business rules to cut costs 
and reorganise the BCCL portfolio. Somewhere in the mid- 
1990s, BCCL started cutting prices and trying to grab market 
share in Delhi. (It had been around in Delhi long before that). 
Later, in the 1990s, BCCL took TOI to Hyderabad, Kolkata and 
Bangalore and now offers it as a national paper to advertisers. 
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Similarly, in December 1996, Dainik Bhaskar went into Jaipur, 
where it quickly went on to unseat leader Rajasthan Patrika 
(Patrika has since regained its No.1 position). Bhaskar then 
used very TOI-like tactics — price cuts, trade push — to ex- 
pand into Haryana, Chandigarh, parts of Madhya Pradesh 
and, finally, into Gujarat (with a Gujarati paper) in 2003. 
Dainik Jagran, too, started expanding into Haryana, Punjab, 
Uttaranchal and Bihar. By the early part of this millennium, 
many language newspapers started moving in wherever there 
was a sleepy No. 1 or a weak No. 2. "Sabki himmat khul gayi,” 
remembers Agarwal. Advertisers looking for reach in growing 
towns and regions happily followed. 

By the time foreign direct investment (FDI) was allowed in 
print in 2002, BCCL, Jagran, Bhaskar, Mid-Day, Hathway, 
Malayala Manorama and Living Media had shown some ap- 
petite for growth. Even then, most publishing companies 
(except BCCL) ranged between Rs 300 crore and Rs 500 crore 
in revenues, were regional dadas and national nobodies. 
“From a private equity investor's point of view, only an invest- 
ment of $80 million-100 million or more, not less, would make 
sense. Only then can they ensure that the return on invest- 
ment at the time of exit is profitable," says one investor. But 





| 
| 
| 
| 


not many publishing firms available in the market today offer | 


valuations that justify such an investment. Neither are there 
many players whose books are strong enough to go in for a 
listing and give a return of 3-4 times the investment. 

And FDI hardly threw the gates open. It came with dozens 
of conditions. The biggest irritant is that the 26 per cent foreign 


investment allowed has to be a direct strategic investment. It | 


cannot be a foreign institutional investor (FII) or any other 
portfolio investor. That means that the number of people who 
can invest in a Mid-Day or a Deccan Chronicle is much lower 
than the ones who can in NDTV or TV Today. Why would any- 
one wantto invest with at least a dozen conditions attached in 





a fragmented, slow-growth, low-return, caught-in-a-time- | 
warp business, when there was the sizzling TV, telecom or | 


BPO businesses, among scores of other options? 
That explains why nothing happened for almost two years 
after foreign investment was allowed. The first deal came 
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The publisher’s guide to 





HESE days, when a private equity top boss picks up a 
T newspaper, chances are he has got an eye on more than 

the headlines. He could well be reading the fine print on a 
potential investment. 

Take a look at who has been taking more than a passing 
interest in the newspaper publishing business in India. Delhi- 
based ChrysCapital started doing its homework on the business 
in January this year. The firm’s new $200-million fund has the 
mandate to invest in non-tech sectors. Sources say the new fund 
may consider publishing brands with the potential to extend their 
franchise to areas like broadcasting and the Internet. In Mumbai, 
Warburg Pincus and Temasek Holdings have selectively looked 
at deals. Last October, Citigroup Ventures came in as a co- 
investor, along with Henderson, in HT Media. The transaction, 
according to Henderson partner Vishal Marwaha, is still in 
progress and the two investors will bring in a total of over Rs 176 
crore. Delhi-based Actis (formerly CDC), say industry sources, is 
scouting for buyout opportunities. Going by the talk on the street, 
it is not just firms with operations in India who are circling the 
space. A $10-billion Boston-based investor who specialises in 
media investments has been sniffing around for deals in 
Mumbai and Delhi. Investment banking sources say several 





| European buyout funds have also been sizing up the market. 


What is driving this sudden flurry of interest? First, the 
expansions planned by various newspaper groups will fuel a 
need for capital. Private equity firms pumped in $1.1 billion into 
India in 2004 and the figure is expected to double this year. 
Media, along with sectors like BPO, telecom and manufacturing, 
is one the key target sectors for investment. Though valuations 
in the newspaper business (rough industry estimates peg 
average valuation expectations at two times revenues and eight 
to 10 times profits) haven't hit rock bottom, investors expect that 
to change soon. The lower they are, the more money the equity 


| investor makes. As one Mumbai-based pan-Asian equity fund 
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about in 2003, when Henderson Asia-Pacific Equity picked up 
a 15 per cent stake in HT Media for Rs 100 crore, (See The New 
Word Order) Others like Business Standard-Financial Times 
and Dainik Jagran-Independent followed. The final trigger for 
the industry, however, was the Deccan Chronicle public issue. 
It had a target of Rs 130 crore-150 crore; it ended up with over 
Rs 149 crore and was oversubscribed 9.5 times: That gave 
many publishers like Bhaskar and: Jagran the courage to 
dream bigger. “Everybody felt that ifr C an raise money, I can 
do it too,” says Agarwal. | : 
The markets, the money and the will, all coalesced. 


The Mumbai Story 





A second, strong newspaper in Mumbai has been discussed | 


ad nauseam, as has TOI's dominance of the market with over 
5.6lakh copies. The reason a Mumbai edition of any paper ex- 
cites publishers is because a nice chunk — about Rs 1,500 
crore — of the total advertising (Rs 11, 000- odd crore) money 
spent on reaching Indians is spent on media targeting Mum- 


the investor's mi 


manager puts it: “With the demand for capital set to increase 
over the coming months, valuations will be under pressure.” 

Unlike venture capital funds or the primary markets (IPO), 
private equity firms are the right fit for newspaper publishers, at 
their current levels. That is because, at this stage, foreign media 
companies do not want to take stakes in Indian media 
companies. Notice that over two years after foreign direct 
investment was allowed, only two such deals have happened. 
The 26 per cent FDI cap is a real deterrent. “A foreign publication 
or media house would want a controlling stake,” says a Mumbai- 
based media analyst. Add to it the fact that private equity 
investors do not have a problem in being minority shareholders. 
in fact, it works to their advantage. Typically, private equity firms 
prefer to retain minority stakes in investee companies and would 
have a six-to-seven-year investment horizon. “A smaller stake is a 
safer bet in terms of liquidity,” says.an. industry analyst. Of 
course, publishers could tap the capital markets to raise money, 
but very few, like Bennett, Coleman (publishers of The Times of 
India), or Kasturi & Sons (publishers of The Hindu) have strong 
enough balance sheets to do that. — 

_ Yet, publishers need money to grow, to acquire brands (see 
main story). Therefore private equity. However, translating the 
potential in publishing to actual growth for an exit is the 
challenge. "As an investor, | need an exit. And for that there has 
to be a growth path steep enough to make 3-4 times the money 
| put in,” says Bala Deshpande, director (investments), ICICI 
Venture. At one level, the aggressive growth plans spelled out by 
some of the leading publishers make future exit valuations look 
fairly favourable. “The fact that foreign media will eventually 
move into the market and buy into companies here is what 
private equity firms are banking on,” says a Delhi-based private 
equity head honcho. However, private equity investors are 
unlikely to be passive interim, minority investors. “Better 
financial management and business efficiencies are some 
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| areas a private equity investor could bring value to," adds the | 


honcho. Take the BPO sector, Private equity has been the driving 
force behind its transformation from a captive stronghold to one 
dominated by third-party players — and exit multiples have risen . 


| as high as two times revenues and 10 times profits. 


Two or three dominant deal strategies are likely to emerge in 
the newspaper business. Some, like Henderson and Citigroup, 
will opt for a strategic minority stake. Others, like Actis, or 
Warburg, may prefer the buyout option, where they may choose 
to team up with a domestic investor. This could be a large Indian 
private equity fund like ChrysCapital or ICICI Venture or a local 
media company. The domestic funds themselves may team up 
with a foreign media partner and drive buyouts. 

But publishing firms will have to be cautious about the kind 
of investors they bring on board. The Indian market doesn't have 
seasoned media investors like Providence Equity Partners in the 
US and Apax Partners in. Europe. Take the US market, for 
instance, where mergers & acquisitions-led consolidation is 
being driven by private equity money. According to reports, 44 
daily newspapers were sold in 23 separate transactions totaling 


| $918.1 million in 2004 in the country. Since 2002, valuations in 


the US market have also averaged at manageable levels — 
multiples of three on revenues and 10 on profits. 

The numbers in India are nowhere near that. Nor is investor's - 
understanding of the market. Warburg Pincus, which has $2 
billion invested globally in the media business, started studying 
the Indian market nearly three years ago. According to sources, — 
a year ago it came close to investing in an English language daily — 


| in the South but changed its mind later. Warburg’s India office 


did not respond to our emails. 

There will be many such missed opportunities, for both 
investors and publishers, before they get to the pot of gold. 
SNIGDHA SENGUPTA 
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baikars. So any publisher, especially an 
English one with national ambitions, 
has to have a presence in the city. TOTs 
Mumbai edition reportedly spews rev- 
enues of close to Rs 750 crore and is the 
most profitable brand in the BCCL port- 
folio. It is also the edition that TOI uses 
to get advertisers for weaker editions by 
bunging them in cheap with Mumbai. It 
rules this market as absolutely and thor- 
oughly as Star Plus rules the one for TV 
and everybody is afraid of it. “TOI has 
never beaten anybody, yet the fear of 
TOLis so big that no one has attempted 
this market," says Agarwal. 

But everybody agrees that "some- 
body needs to engage TOI in Mumbai’, 
as N. Murali, joint managing director, 
The Hindu, puts it. Even if you ignore 
this argument, the fact remains that cir- 
culation in Mumbai remains artificially depressed as there is 
only one strong brand. At a smaller ad revenue size of Rs 1,000 
crore, Delhi sells 50 per cent more copies of English newspa- 
pers than Mumbai. 

There are several ways of tackling a Mumbai launch. One 
could have been a strategic stake in Mid-Day. This will give 
any new entrant an immediate position of No. 2 in the market. 
Ansari says that since Mid-Dayis not a broadsheet, it does not 
fight in the same market as TOI and the others. The fact is, with 
the launch of its entertainment pull-out ‘Hitlist’, Mid-Day is 
now inching towards a circulation of 2 lakh copies. “A 2.5 lakh 
to 3 lakh circulation is serious, anything else will be an also 
ran,” thinks Ashutosh Srivastava, CEO, Group M. 

However, neither HT, nor Bhaskar could agree on a valua- 


tion with Mid-Day. Finally, Express bought a 10 per cent stake, | 


hitching its Mumbai horse firmly with Mid-Days. If the two 





The Top 10 Dailies 


lame Circulation* Readership# 
Dainik Jagran 1,910,562 16,403,000 
Dainik Bhaskar 1,404,794 13,422,000 
Malayala Manorama 1,309,052 9,207,000 
Anand Bazaar Patrika 1,035,703 5,118,000 
Times of India 1,881,943 7,098,000 
Lokmat 884,411 7,284,000 
Hindustan Times 1,107,390 3,154,000 
The Hindu 989,157 2,743,000 
Eenadu 1,039,276 8,111,000 
Rajasthan Patrika 804,043 5,912,000 


*ABC Jan-Jun 2004 # IRS R2 2003 Source: Group M 
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Tariq Ansari (Mid-Day) 


If Mid-Day 
and Express 
are sold jointly 
to advertisers, 





newspapers start selling their 
Mumbai editions jointly to ad- 
vertisers, they will be a force to 
reckon with. Their aggregate 


circulation is between 2.5 lakh i 
and 3 lakh copies, making it they will be a 
difficult for advertisers to hard -to-Ignore 
ignore them. The thing to force in 
watch is how this will work out Mumbai 
operationally. 

Then there is HT. “HT Ts 
should have gone to Mumbai 


five years back, par der aaye dooroost aaye (better late than 
never),” says Alok Sanwal, investments director, CTG, the buy- 
ing arm of Group M, India’s largest media buying agency. That 
apart, as Dangat points out, the fact remains that “HT has the 
experience of fighting TOI, they know how to do it". 

He is right. HT and Mid-Day are the only brands which 
know what a full-scale battle with TOT is. HT has fought with 
TOI on its home turf, Delhi, and come out bloody, but tougher, 
while Mid-Day has survived as the No. 2 in Mumbai. Most 
distributors reckon 2 lakh to 2.5 lakh copies should not be a 
problem for HT. 

However, the Zee -Bhaskar combos chances ofhitting that 
number, and maybe more, are rated a little better by analysts 
and buyers for three reasons. One, both are extremely aggres- 
sive companies. Two, the multimedia effect which TO/ uses 
with great effect nationally works even better for a Zee- 
Bhaskar combine, which can use all its brands — Zee’s 23 
channels, its DTH platform and Dainik Bhaskar's 26 editions 
— to create awareness and pull for their daily. It is an advan- 
tage that HT and Mid-Day don't have in quite the same way. 
Three, their deep pockets. There is talk of raising Rs 300 crore 
through private equity later this year. Remember that HT's 
capital came in last year so the pressure to deliver with be far 
higher. That doesn't apply to either Zee-Bhaskar, or BCCL, 
which sits on the biggest cash pile in the business. Zee also has 
Pradeep Guha, the former TOI president and Jain's former 
man in Mumbai. 


j 
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infinite.possibilities@fco.gov.uk today. 
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However TOI is an old hand at these battles. It has fought 
them in Mumbai, in Bangalore, Delhi and come out, at least 
hurting competitors, if not making them bleed. It will do 


can already see the rate gap narrowing as media owners sell 
small town prosperity and buying power to advertisers. 
So there is always the possibility of English eating into lan- 


everything it can to protect Mumbai. Already, there are reports | guage daily shares or vice versa, a la Chandigarh. "We will wait 


of the impending launch of Times Indepen- 
dent. This is bound to create confusion among 
advertisers and readers. These are classic TOI 
tactics. Expect more to follow. 

Whatever happens, the market is bound to 
grow. Each of the new brands will be blowing 


Will be 


N. Murali (The Hindu) 


defending his 


and see,” says B. Sivanthi Adityan, director, 
Daily Thanthi. 

However, the Chennai battle will be less 
about price cuts or rates or numbers and 
more about connecting with readers, some- 
thing that The Hindu does well, think ob- 


up between Rs 150 crore and 400 crore, cutting bastion in servers. It reflects Chennai far better than the 
prices (and bleeding on circulation) and offer- Chennai. Both Page 3 brand of journalism might, ifit came to 
ing freebies to hawkers and readers. Eventu- Deccan the city. That means “Page 3 concept will not 
ally, the market for English newspapers in ; work in Chennai’, says K. Satyanarayana, me- 
Mumbai should double to at least 2 million Chronicle and dia director, Media Direction. "Chennai is a 
copies, if not more, simply because the poten- Tol will be much tougher market to crack, it is more tra- 


tial exists. "Forty per cent of Mumbai's popula- 
tion speaks English, [and] only 20 per cent 
read it, so the potential is huge," says Himan- 








shu Shekhar, investment director, MindShare Fulcrum. It 
will also mean advertising should grow, either at the cost of 
outdoor or local TV, or with more advertisers, to way over 
Rs 2,000 crore if the market has to absorb at least three major 
English dailies. 


The Chennai Story 


Just like Mumbai, the possibility of a strong No. 2 in the 
Rs 500-odd crore Chennai market has been discussed for a 
long time. The Hindu's Chennai edition is at about 2.41 lakh 
circulation. The New Indian Express, with about 34,000 copies 
(according to the last ABC), is a distant No. 2. Deccan Chroni- 
cle will be the first English paper to come into the market next 
month, followed by TOI. The contest, therefore, will be be- 
tween TOI, The Hindu and, to some extent, Daily Thanthi. 
That is because, unlike Mumbai, Chennai (like Hyderabad) 
has strong language dailies. Daily Thanthi, for example,is al- 
most as big as The Hindu in the city. 

You could argue that English and language dailies talk to 
different audiences. Not always. In Hindi and Gujarati, you 


there by April 
EAR Qi 





ditional in household habits and readership," 
thinks Srivastava. 

The city, as almost every buyer says, is not 
a cosmopolitan market. "The Chennai reader 
wants to feel respected; this is not a market 
where a revolution will take place," says 
Manoj Kumar Sonthalia, chairman, Express 
Publications (Madurai), the publisher of The 
New Indian Express. 

Agreed, but what almost every publisher 
and media buyer ignores is that Chennai, like 
other markets in the country, is also a young 
one. And if newspapers want to hang on to the 
youth, they have to redefine themselves. 
Something that The Hindu is now attempting 
with various supplements on education, on 
thecity, and soon, abitlike what TO/has done 
in other markets. While The Hindu is not ex- 
actly what many analysts call'a sitting duck, it 
is a fair target considering the rise in incomes, 
population and the changing demographics 
of the city. Add to that the fact that it is a con- 
servative company and has not been adver- 
tiser-friendly for decades. "It is a myth that we are conserva- 
tive, we are just not flashy and trivial," counters Murali. 

However, media buyers disagree. Most are happy about 
the coming competition. Some talk about improved response 
times from The Hindu. Others talk of more flexibility. From not 
being available after 5 p.m., it is now not unusual to find The 
Hindu's ad managers yapping business with buyers late at 
night. Discounts, a taboo for long, are openly discussed. The 
paper has even organised events for advertisers. Such aggres- 
sion would have amounted to blasphemy at its Anna Salai 
headquarters just three years back. 

Then there is the incredibly confident Deccan Chronicle. 
“If in a market like Hyderabad, which has a large Urdu-speak- 
ing population, we could do 3.5 lakh copies, then Chennai is a 
larger market," says PK. Iyer, executive director, Deccan 
Chronicle Holdings. You can see where the battle lines are 
drawn. This three-way competition will expand the market, 
though not as rapidly as in Mumbai. It will, however, be a far 
more interesting market to watch than Mumbai. And in case 
you can, buy the Chennai dailies. They will only get better. 


R.A. CHANDROO 
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Get Real, Babes 


Then there are other stories that will play out, in Kolkata, Pune, 
in the Hindi belt and in the entire South, before we see a few 
seriously large players emerge. Not everyone agrees, though, 


that this boom is for real. Sure, it has been a good year for ad- | 


vertising and many mainline papers are doing well, but The 
Hindu's Murali thinks it is a “bubble”. “A shakeout or churn is 
bound to happen,” he thinks. “All this growth has come on the 
back of very low pricing.” 

What he means is that it is not economically sensible for 
publishers to sell newspapers for Rs 1-1.50 a copy, when the 
printing costs alone are anywhere between Rs 4-7 a copy (This 
does not include fixed costs). He points out that the only big 
difference in the cost ofa newspaper in the US and India is the 
cost of people. Otherwise, publishers pay the same price for 
newsprint, the biggest cost of running a newspaper. However, 


the "labour advantage does not explain the distortion in | 


prices," he points out. 

This puts newspapers in India at the mercy of advertisers. 
It means that the focus is more on the trade, the advertiser and 
the media buyer and less on the main currency of publishing 
— the reader. Now, add price cuts to an already reduced cover 
price. “Price cuts are usually short term if you look at the UK 
market. In India, TOI started using price cuts in 1994 and 
worked at it for 10 years in Delhi," says Murali. 

That is bad for everyone, TOI burnt cash by bleeding on 
circulation revenues, and so did HT in trying to match it. "We 
are just chasing numbers which have become a surrogate 
yardstick for success. How many of these papers are making 
money?" asks Murali. What he says is not new, but when 
dozens of brands start doing that, the value they sometimes 
erode could be greater than the one they create. So, if all that 
investor money simply goes in price cuts and circulation 
losses, and not in creatir 
slump years, it will bring publishing back to where it started. 
Instead of unlocking value, all that Rs 1,000 crore will go into 
destroying it. 

The second point he makes, however, doesn't hold as 
strongly as the first one. Even if all markets grow and one- 
newspaper homes start buying 3-4 newspapers, the fact re- 
mains that advertisers will be loathe to deal with this fragmen- 
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The Guptas (Jagran) 





Dainik Jagran, 
having com- 
fortably sewn 
up the Hindi 
heartland, will 
be in Jammu 
& Kashmir 
soon 


TRIBHUWAN SHARMA 


tation. They will instinctively, still, go with the top two, like 


_ they do now, he thinks. 


That is not necessarily true if we take what happened in 
television. The advertising market for television has expanded 
to absorb all the variety that TV channels offer. More impor- 
tantly, for regional and local channels, a local advertising pie 
has evolved out of nowhere, and is now almost half the na- 
tional one at over Rs 4,000 crore. The success of brands like Aaj 
Takis evidence that local advertisers like PP Jewellers or Amba 
Sariya are important. In print, Chennai is a great example of 
that, with almost a dozen suburban newspapers like Anna Na- 
gar Times or Mylapore Times giving The Hindu and others a 
tough time by taking away classified advertising. "Advertisers 
are moving to print for the multimedia effect in metros and for 
reach in upcountry markets," says Shekhar of MindShare. 

Increasingly, many of the new style advertisers are sales- 
driven companies which pooh-pooh gross national numbers 
on readership and circulation. A Samsung or an LG relies on 
its sales and dealer networks to pitch with ideas on where the 
brands should advertise, explains Srivastava. And increas- 
ingly, their ground network points to regional or local papers 
and channels, orto papers with good editorial fits, like Sakalin 
Pune or Daily Thanthi in Tamil Nadu. Advertisers like HLL, 
who are very nominal users of print, too, have started using it 
more. HLL, for example, launched Ayush Hair oil in 2003. It did 
that without using TV. It used Navbharat Times, Amar Ujala 
(Uttar Pradesh) and Hindustan (Bihar) among other brands, 
to meet its reach and awareness targets. 

Anyway, the battles in print will show results in the coming 
years, not months. Print brands take years to take root. The 
first part of the action will be on the ground with the trade. 
And the hawkers and agents, fast becoming a pampered lot, 
know that. Many now demand their share of flesh for pushing 
a newspaper. 

Wait then for Dangat to make up his mind before readers 
and advertisers can. E 








With reports from Snigdha Sengupta 
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HP BladeSystem — Because the building blocks of your 
DataCentre shouldn't become stumbling blocks tomorrow. 





Save more than just time, space and money. Dramatically improve your DataCentre efficiency and adaptability. 

HP BladeSystem is the most powerful and flexible industry-standard blade architecture. A revolutionary step in server management, 
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servers, switches, and storage 





* Never-before levels of manageability: With tools such as the Integrated Light Out (iLO), you can manage your 
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* Rapid deployment: With the HP Rapid Deployment Pack, you can dramatically reduce your deployment and configuration time | 

from hours to minutes — and further maximise your DataCentre productivity 

* Lower cost of ownership than comparable rack mounted servers 

* Power savings: HP BladeSystem uses up to 2796 less electrical power than traditional servers 

* Space savings: HP BladeSystem reduces the amount of space required by up to 2496 

* Cable reduction: HP BladeSystem cuts down cables by up to 93%, reducing cable failures, o prime cause of downtime 


And once you consider the fact that HP BladeSystem servers run at an astounding average of 80% capacity, you'll see why they 
provide the best return on IT investment. 
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Over- 
fishing is 
a tragedy 
caused by 
public or 
collective 
ownership. 
The 
effective 
remedy 

is to 
convert 

it into 
private 


| 





property 





HE most severe impact of the 
tsunami in India has been on fami- 
lies dependent on fishing. The 
massive rehabilitation efforts meet 
the immediate needs of the affect- 
ed people. But they do not address the basic 
problem ofthe fishing industry: overfishing. 


| Overfishing occurs because the fish or fish | 
| habitat (water) is a public resource. Anyone 


can use it — free access — but none has any 
incentive to maintain the fish population. 
When a fisherman catches a small fish, he does 
not throw it back into water for it to grow be- 
cause, if he does, there is no guarantee that the 
next person who catches it will throw it back 








too. He, therefore, keeps the small fish; so does | 


everyone else. And fish populations decline. 
We have to change this behaviour to protect the 
fish and the people dependent on fishing. 

The common approaches to address this 
problem of overfishing have been to limit the 


| fishing season (sometimes to only four months 


a year); require fishing nets to be larger, so that 
small fish can escape; allow only small boats or 
vessels with small motors; and ban trawlers or 
‘commercial fishing. This maze of regulations 


is quite difficult to enforce along a coastline of | 


several thousand kilometres. The result has 
been more corruption and harassment with- 
out any significant impact on fish depletion. 

A relatively new approach is to let fishing 
communities manage fish populations and 
grant them fishing rights that are properly defi- 
ned and legally enforceable. Each family gets a 
legal quota that permits it to catch exactly that 
much fish from the area. The quota is gene- 


| rally referred to as individual tradable quota 


(ITQ). The system has been implemented in 
Iceland, New Zealand, Australia, Norway, Fin- 
land, and parts of Italy, Spain, the UK and the 
US. It has been an overwhelming success. 

In 1979, Iceland introduced the ITQ system 
for herring. Given the success, it was intro- 


| duced for capelin and demerol fisheries in 1980 
| and 1984. Finally, in 1990, the government cre- 
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ated a uniform system of ITQ for all Icelandic 
fisheries. It first calculated the average amount 
of fish caught by each fishing family over sev- 
eralyears. Then it gave the family a legal title to 
catch that amount of fish from the area every 
year. These quotas or legal entitlements were 
also made tradable. The quota owners then 
formed their own system to monitor and en- 
force the legal quotas. Every year, the associa- 
tion of fishermen hires experts to estimate the 
‘maximum sustainable yield’ or ‘total allowable 
catch’. From that, it allocates how much fish 
each family can catch that year. 

Our fisherman in Orissa would not throw 
small fish backin the water. But he would if put 
in Iceland with the ITQ system! Why? Not be- 
cause he becomes a different person or has 
higher awareness or consciousness. Simply be- 
cause he has the right to catch the amount of 
fish defined by the legal title, he chooses to 
catch the biggest fish that fetch the highest 
price in the market. He voluntarily decides not 
to use up his quota by catching small fish. The 
change in the legal structure of property rights 
in fish changes the incentives. 

Overfishing is caused by public or collective 
ownership. The effective remedy is to convert it 
into community or private property. The fami- 
lies with legal quotas to fish find itin their inter- 
est to take up activities to increase fish popula- 
tion since the benefits accrue to them directly. 
They themselves develop and enforce rules 
that increase the maximum sustainable yield. 

ITQ would require modifications before it is 
adopted in India. Here, the majority of fisher- 
men engage in subsistence and not commer- 
cial fishing, making allocation on quota on the 
basis of historical catch more difficult. The long 
coastline makes monitoring and enforcement 
more challenging. Compared to temperate wa- 


| ters, the tropical waters of India have many fish 


species. These differences demand innovative 
thinking, and a flexible and pluralistic appro- 
ach. Nonetheless, ITQ points to a sustainable 
way to protect the fish and the fisherfolk. — 
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THEentry of Fidelity Investments, the 
largest fund management house in the 
world, into India is sure to change the 
dynamics ofthe Indian fund industry. 
If nothing else, its sheer size can affect 
the existing equations. With $1.2 tril- 
lion in assets globally, it is thrice the to- 
tal deposits of Indian banks, and more 
than 30 times the assets of the entire In- 
dian fund industry. 

It's notreally new to Indian mar- 
kets.As a foreign institutional investor; 
it has been investing since 1995 and 
currently has an exposure of $1.5 bil- 
lion. InAugust 2004, it launched an on- 
shore fund dedicated to India for UK 
investors. The India Focus fund man- 
ages around $166 million and has 
given a return of 41 per cent since in- 
ception, against 37 per cent by the 
benchmark MSCI India Index. 

Most of its global peers like 
Franklin Templeton, Alliance Capital 
and Zurich entered India during the 
post-liberalisation rush of 1994-95. 
Fidelity's entry comes at a time when 
the Indian stockmarkets are on their 
longest bull run ever, which has taken 
the markets to all-time highs. But en- 
tering now, it willface a strong contest 
from some its global competitors 


(Alliance and Zurich have since moved 


out ofthe country) and established 
homegrown majors, who have proven 
track records and a strong grip on 

the market. 

One of Fidelity's strengths is its re- 
search. Its 480-strong research team 
helps itadopt a bottom-up approach 
in picking stocks. It picks stocks on the 
merit of its fundamentals and not its 
market capitalisation. 

So how does it plan to go about do- 
ing things in India? Just a week before 
its launch in Mumbai, Businessworld 

! | and met 
Fidelity's top team —Ashu Suyash, 
head of the business in India, who 
brings with her a decade's experience 
at Citibank, and Arun Mehra, fund 
manager, who has nine years of invest- 
ment experience in the markets in In- 
dia, Hong Kong and the UK. Excerpts. 
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ASHU SUYASH, head of India business, 


and ARUN MEHRA, fund manager, 


Fidelity Fund Management 


»— t 


nosset 


"Fund business 
in India is 
at an inflection’ 


|, Bi New mutual funds usually get 


approval in 4-5 months. Why did Sebi 
take so long to clear your application? 
Ashu Suyash: We would like to dispel 


| this myth that new players get approval | 
| will deliver, and then enter. 


in just a few months. It actually took 


| them 15-18 months. Ours happened in 


almost a year's time. Every regulator 


| Sticks to a process and this gives us the 
| comfort level. Getting a licence is a | 
| three-phase process... and any such | 


process takes time. 


E Why are you entering India now? 


| Suyash: We took the decision to set up 
| shop in 2003, because at that time we felt | 


the operating risk of doing business do- 
mestically in India was in line with the 
way we evaluated markets. Its the com- 
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fort with the regulatory framework that 
allows us to set up shop. We don't look at 


| any country with a 2-3-year perspective. 


You do your homework for a market and 
figure out that 10 years down the line it 


Arun Mehra: Till 5-6 years ago, one 
couldn't have said the Indian trading 
system was at par with the rest of the 
world. But today it is. Sebi has done a 
wonderful job of setting up a word-class 
settlement system. 


| Wi Do factors like a robust industry and 


a good investment climate weigh in? 

Mehra: In the Indian context, these 
trends have played an important role... 
With more than 5,000 listed companies, 
it's a stock-pickers market. But most of 
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them didn't have clear focus and weren't 
Worth investing. Now they have evolved 
. to become more competitive and un- 


. derstand that they will either survive or 
-be taken over. The success we had with 
 export-oriented sectors like pharma 


and services will replicate in manufac- 
turing. We clearly think that manufac- 
turing will bea big area for India. - 





| What has been your Asia strategy? 

Mehra: Our Asian strategy is evolving. 
Fidelity entered Japan, its first Asian 
foray, in 1969. Over the years we have be- 


come the largest player in Japan. In the - 
Asia-Pacific market excluding Japan, | 
Hong Kong was always the hub. We are | 


now setting up asset management com- 
panies in Korea, while in Taiwan and 
Australia we have been up and running 
fora while. In India, several things are yet 
to happen. The markets are currently at 
an inflection point. We will see more 
household savings moving into equities. 


| How would you differentiate yourself 
among the 30-odd players in India? 
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relative to the size of the country. We 
have a savings rate of 26 per cent (of 
GDP), butinvestmentin capital markets 
is 3 per cent. We dont look at the indus- 
try in its current form. We believe that 
the fund management business is small 
and is perhaps is at an inflection point. 
So there is long-term potential. Compe- 
tition brings out the best in everybody. 


There is possibly room for 
improvement in the fund distribution 


system in India. How will you do things 


differently on that front? 


communication with distributors. This 


is important because we plan to followa 
wholesale distributor model, wherein 
. our products would be sold through 


banks, agents certified by the Associa- 
tion of Mutual Funds in India (AMFD, 
and pan-national distributors. Over the 
past year, we have been covering more 
than 18 cities, conducting marketing 
orientation programmes with more 


| than 6,000 relationship managers of dis- 
Suyash: The size of the industry is small |. 


tributors. All our communications state 


SW. DUS 


Suyash: Our business platform is based 
oninvestor education. It ensures proper 





| trading, because we won't compromise 








| our systems flag them off. We will have 
! similar checks in India, too. 





INTERVIE\ 
that short-term investors shouldn't buy _ 
this product. We have alsostarted reach- © 
ing out to investors through a combina- 
tion of seminars and investment guides. 

AMFI has done the good job of insist- 


ingon certification, But thereisscopefor | — 
upskilling awareness and knowledge. |. 


The training of our marketing people - i 


goes beyond AMFI certification — they 
have to go through a mandatory market- ~ 
ing orientation programme also. 


investor from investing in your fund? | 
Suyash: We will discourage active trad- 

ing very consciously. First, we have puta 
6-month exit load on our equity fund. OF 
course, exit load alone doesnt help. We. 
have been making our distributors - 
aware about our policy towards active 


on this front. We have reserved the right 


to refuse applications if we seeashort- = 


term trading pattern. 
Mehra: In places like Hong Kong, ifthere 
are investors who are actively trading, 
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How do you preventa short-term — 





Enterprise IP 
telephony is 
zipping ahead 
from its early 
adoption phase in 
India. As it grows, 
it is facing its first 
big challenge — 
falling long- 
distance call rates. 
By Radhika Dhawan 


T'S a technology that has helped | 


slash your long-distance call 

charges in recent times. Yet, it now 

finds its own growth hampered by 

the same low charges. It's a tech- 

nology for which India is expected 
to be one of the largest emerging mar- 
kets in the world. Yet, a government reg- 
ulation that restricts its usage has kept it 
from attaining its potential in full mea- 
sure. In the jargon-friendly world of 
technology, this paradox is called voice 
over Internet protocol, or VoIP. 

Simply put, VoIP is a method of car- 
rying voice over a network that carries 
data, too. By doing this, the technology 
lowers calling costs and eliminates the 
need for managing separate networks 
for voice and data. That is the basic 
promise of IP-based telephony. The 
technology also makes possible other 
value-added applications like video- 
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conferencing, directory integration, pri- 
oritising of calls received, and extension 
mobility. (For more, see 'Vox Populi' on 
page 63.) 

It's this promise that has spurred the 
market for this technology. "The market 
has been on fire for the past year and a 
half," says Dinesh Sehgal, national mar- 
keting manager of Avaya Global Con- 
nect, one of the largest VoIP hardware 
players in India. The segment is still 
small, but its growth has been scorch- 
ing and it's expected to do much better 
in the coming years. Sales of IP-based 
private telephone exchanges (PBXs) 
trebled in 2003 over the 2002 level to 
more than Rs 138 crore. Global research 
firm Frost & Sullivan expects the Indian 
market to be worth more than Rs 1,100 
crore by 2010. 

Says Dananjay Ganjoo, director, en- 
terprise sales (India and Saarc), Nortel 


BUSINESSWORLD 60 28 MARCH 2005 








Networks: "Enterprise IP telephony is 
here to stay in India. We consider India 
to beoneofthetop three emerging mar- 
kets in the world for this technology." 

The momentum in the Indian mar- 
ketplace is real and not just vendor 
hype. Even if one were to ignore the 
triple-digit growth in sales (since the 
base was small), there are other signs of 
hyperactivity. The competition is al- 
ready so hot that price undercutting 
has taken the floor away from the mar- 
ket. The lowest-cost equipment in the 
market was selling at about $380 two 
years back; now, the entry-level prices 
are ruling below $100. This dip has, of 
course, gone some way in popularising 
the technology. 

In this maturing market, the four 
largest players — Avaya (formerly Tata 
Telecom), Cisco, Nortel and Siemens — 
still command more than 90 per cent of 





Prakash Gurbaxani of Transworks: “IP 
is changing paradigms. We want to be 
part of whatever the future brings up.” 
the market among themselves. This 
concentration at the top is already being 
diluted. World No. 1 Alcatel, a late starter 


| Ventures. These companies are gradu- 


in the Indian market, is putting enough | 


pricing pressure to ensure that the mar- 
ket leaders don't sit on their haunches. 
And they definitely aren't sitting 


back. This is evident from the height- | 


ened channel activity the industry play- 
ers are committing themselves to. To 
counter a slew of product launches 
from Avaya, Cisco is trying to expand its 
presence in non-metro India — beyond 
the 1,500 resellers it already has in 100- 
odd cities. Last June, Nortel launched 
its first-ever country-specific scheme 
for channel partners in India. The 
scheme, called Nortel Networks Over- 
Drive, aims to take the number of its 
partners up from 40 to 100. 

Buteven this heightened activity has 
yielded only a puny 4 per cent in terms 
of market saturation — that is, current 
users as a share of the potential. One of 
the reasons for that could be the govern- 
ment's stricture that VoIP be used only 
within a closed user group. So this tech- 
nology, which is still priced higher than 
theolderone, is finding acceptance only 
among large, widely flung companies, 
or among those that have to field and 
manage a lot of calls internally. 

But thankfully for itself, the technol- 
ogy has started cutting a wider swathe of 


its potential market even within thatlow 
level of penetration. Thanks to the norm 
of having to use it only within closed 


groups, early adoption in India was 
mostly restricted to business process | 
outsourcing companies like vMoksha 
and Nirvana. The government, one of 
the largest client segments in the Asia- 


. Pacific, was largely oblivious to itin In- 


. dia. That is seemingly changing. This 
. year, the National Highway Authority of 
India became the first Central govern- 
ment organisation to go for VoIP Its pro- 
. ject would link up the Authority s offices 
. allalongthe Golden Quadrilateral. The 
state-owned SBI already has the largest 
VoIP installation in the country. 

But such efforts are hobbled by the 
other large speed-breaker on the indus- 


try's growth path — falling long-dis- | 


tance telephony rates. 
| Interestingly enough, VoIP itself is 


| 
i 
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. No of users: 1, 250 


Why: The BPO company decided to go for VoIP while setting up its new v call E 
centre in Bangalore. Its Mumbai set-up runs on traditional telephony. The — 
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traditional networks and carry voice 


technology adopters like to experiment. | 
with new things like VoIP They have led | 
the initial surge in demand in India.” p 


THE NEW 
Company: STATE BANK OF INDIA 


Company: TATA MOTOR 


But unlike SBI, it remains cautious about the technology, mainly bacause of 


first call centre in Mumbai in 2001. But 
by the time it thought about expanding . 
to Bangalore a couple of years later, 
VoIP was already creating a buzz in the 
country. “We evaluated traditional tele- 
phony versus VoIP, and decided that 
since we were setting up a greenfield (a. . 
brand new outfit), we should go in for 
the latest technology,” says Gurbaxani. . 
The vendors were giving out steep dis- - 
counts and Transworks managed to _ 
swing a deal that was almost on par 
with the costs of the traditional tech- 
nology. Even though the Bangalore cen- 
tre does not use all the functions IP- 
technology has to offer — for instance, 
it doesn't use the network to transfer 
video — Gurbaxani figures that the set- 
up is better prepared than many of his .. 
peers to implement any future apple d 
tions that may come up. | i 
The argument of higher returns on. 
investments (Rol) is strong even for. 
Transworks' peers like vMoksha and . =- 
Nirvana, who have served as anchor 
customers by adopting VoIP in the early 
stages. That's because these, too, are 
greenfield ventures with no legacy sys- 
tems, and therefore there is no costas- . ^. 
sociated with junking them. And that | 
| has helped the technology take off."The — . 
 successthatthese companies havehad 
haveenthusedotherstotakealookat ^ - 
the technology,” says Agarwal. GT 
ThisnextwaveofcustomersinIndia —— 
is coming from the cee andfinan- = 


one of the reasons for the lowering of 
the charges. Along with BPO compa- 
nies, among the early adopters were 
telecommunication carriers like BSNL, 
Reliance Infocomm, and Bharti Tele- 


ally moving all of their infrastructure 
backbone to IP-based networks. As a re- 
sult, carriers are reducing their long- 
distance call carriage costs, thereby 
affording steep falls in long-distance 
tariffs as well. 

But for carriers, too, the cost effect of. 
VoIP cuts both ways in the global mar- | 
kets. While it enables long-distance car- | 
riers to cut their costs, it also weans | 
some traffic away from them. Using 
VoIP companies can now bypass the 


and data through their own IP networks. 

It is with this in mind that Prakash 
Gurbaxani, CEO of Transworks, the A.V. | 
Birla groups BPO company, says: "IP is | 
already changing a lot of paradigms | 
about how we communicate and we | 
thought we should bea part of whatever 
the future brings up." 

It's partly for this imperative to be 
seen at the forefront of emerging tech- 
nologies that call centres have taken to 
VoIP with such fervour. Says Amit Agar- 
wal, analyst at Frost & Sullivan: "Early | 






Let's look at Transworks. It put up its 





Company: TRANSWORKS 


imperative for Transworks v was to be at the forefront of technology. - 


THE OLD 


No of users: 6, 000 


Why: SBI already had an IP-based virtual private network connecting its offices - 
across 48 cities. As it became comfortable with the technology, the bank. . 
extended it to carry voice. The focus is on reducing costs of internal communi- - | 
cation by converting n most or the long-distance traffic into local traffic. | 


THE CAUTIOUS 


Why: The company is an old user of IP technology for data communications. 


issues over the quality of voice transmission. Also, why bother when call costs. | 
are rapidly falling? The company says VoIP is on its watch list. 
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cial sector. Banks like SBI and South In- 


dian Bank are now implementing the | 


technology across their networks. . 

In 2000, the country's largest bank, 
SBI, had isolated pools of data strewn 
across its offices all around the country. 
The company soughtto fixthat problem 
by plumping for IP-based telephony. By 


the end of 2003, it had connected over | 


1,300 branches in 49 cities with each 


other and the head office in Mumbai in | 


the first phase of the project's rollout. In 
the next phase, completed late last year, 
a total of 2,500 branches were con- 
nected. Now, the bank has countless 
bits of data flowing across the IP-based 
network and its officers use 6,000 IP 
phones installed in their offices. 
Interestingly, large-scale implemen- 
tation is becoming more ofa normin In- 
dia than the exception. “The trend we 
are seeing in India is that [VoIP] imple- 
mentations tend to be large organisa- 
tion-wide projects, unlike some other 
Asian countries, which prefer to goin for 
smaller experimentation, " says Jangoo | 


E 





& commercial), Cisco Systems. 
One ofthe sectors where implemen- 
tations, large or small, haven't really 


| taken offis manufacturing. Note that IT- 


savvy companies like Tata Motor and 
Hindustan Lever have been using IP 
networks to connect their local and 


| wide area networks since the mid- 


1990s. But they have been slow in warm- 
ing up to the concept of transferring 
voice over the same network.  . 

Even the most enthusiastic of VoIP’s 





| groups have developed standard proto- 


cols (like session initiation protocol and 
H.323) that help prioritise the voice traf- 


| fic, thereby reducing its latency. 





supporters concede that manufacturing | 


companies will remain slow adopters — 
simply because their needs to commu- 
nicate verbally all the time is much lower 
than, say, services companies. 

But there are other, more worrying 
features ofthis evolving technology. The 
quality of telephone calls is directly im- 
pacted by latency or delays. Not so long 
ago, standard international calls had 
considerable latency. But that has 
changed. Now people are used to hav- 
ing no lags in the middle of conversa- 





tions. But IP telephony still has vestiges | 
Dalal, senior vice-president (enterprise | | of that problem. To address it, industry | VoIP's returns carefully, particularly if 


But not all are convinced of the im- 
proved quality of service. Probir Mehta, 
deputy general manager (IT), Tata Mo- 
tor, has two concerns about VoIP. The 
first is that long-distance call charges 
are still falling. So it may not be cost ef- 
fective to deploy IP though it offers 
value-added features the traditional 
carriers can't. His second concern is 
over voice quality. (The ultimate voice 
quality is still dependent on the band- 
width used.) “We are not going to be in a 
big hurry to deploy VoIP. The company 
has put it on its watch list,” is all Mehta 
would wager at the moment. 

"It makes sense for a company that 
has multiple locations and is already 
running an IP network for data to run 
voice also,” says George Zacharias, CEO 
of Sify, a company that manages IP net- 
works. “But in light of current falling call 

rates, companies need to evaluate 
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VOX POPULI 


HE opening line of a popular web- 

site on VoIP (www.voip-news.com) 

reads: “They say that two heads 
are better than one. But when it comes 
to managing multiple networks — or pay- 
ing for them — most people would prob- 
ably agree that one network is more cost 
effective and productive than two or 
three.” That, in brief, is the essence of 
voice over Internet protocol (VoIP), a cat- 
egory of hardware and software that en- 
ables people to carry data and voice traf- 
fic over one network. 

To picture the difference between 
VoIP and the traditional circuit-switched 
telephone network, imagine a highway 
with an entire lane blocked for one sort of 
traffic (voice) and the rest of the heavy 
traffic (data) plodding through whatever 
else is open. In the world of IP (Internet 
protocol, something like a postal system 
that allows one to address a package 
and drop it in the network), the entire 
highway is open for voice and data. 

This is done by breaking down voice 
into transmittable packets or datagrams 


at one end, and re-assembling them in 
the correct order at the other end. This 
ensures that voice and data streams are 
prioritised in such a manner that every- 
| thing gets through without a major 
| breakdown. Since there is no segmenta- 
tion of capacity for voice and data, it 
| leads to better usage of the available ca- 
pacity and ultimately lowers costs. 

But practitioners believe that the real 
value of the technology goes beyond just 
| saving costs and is about the converged 
applications that it enables, which is still 
| some time away in India. 

IP-based technologies can possibly 
| bring voice mail, email and faxes into a 
common in-box where they can be 
sorted, deleted, answered, forwarded or 
. saved. At a call centre, it can enable for- 
| warding of calls to whichever agent is 
free, and transferring even the necessary 
| data and documents to that employee. 
Plus it makes audio teleconferencing ex- 
tremely easy. No wonder that the tech- 
| nology is gaining in popularity among en- 
| terprises worldwide. 
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they need to set up leased lines.” 

Its a point not lost on the VoIP hard- 
ware vendors. They are trying to go be- 
yond the cost angle (reduced cost of 
communicating between offices) and 
sharpening their focus on the value ad- 
ditions over the traditional technology. 
“As the technology grows in India, we 
will need to evolve our selling strategies 
to talk of the kind of applications and 
functionalities we can run on VoIP — 
and not just costs,” says Avaya’s Sehgal. 

B. Kalyan Kumar, solution architect 
manager at HCL Comnet, one of Nor- 
tels partners, agrees. "If companies 
look at VoIP from a toll bypass perspec- 
tive — to save costs — then the Rol is 
not as strong. But there are other pro- 
ductivity gains that are possible with 
VoIP and that's what they need to focus 
on,’ he says. 

But even as it shifts its spiel and 
moves beyond the initial adoption 
phase, the industry may not have a clear 
view of the path to its potential. Maybe 
the government can help by removing a 
speed-breaker or two from the path. B 
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Stealing the show 


Ajjay Bijli 


MD, PVR Cinemas 


A true Signature success icon. 
Harvard graduate. 
A man who's turned 70mm 
scale ideas into reality. 
P?" He's created India's first 
SIGNATURE SUCCESS ICON 
and largest multiplex chain, 
with 36 screens playing to 
packed houses, and over 


500 more in the pipeline. 


And he says this isn't even the interval. 
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CASE STUDY - 


the safari suits he wore. Tiger always took them out for an ex- 
, pensive meal — a meal sans meat, sans onions and garlic and 
_ his parting shot was always “No girl-wirl ka lafada! First be- 
| come a man! Look at me!" he would say. "Commitment! One 
wife, one company, 30 years! I didn't look left or right! And put 
all this education into Indian business, not into some fool- 
hardy MNC?” he would thunder. 
| Thus initiated, Thambi too joined an Indian family man- 
| aged company (FMC), despite his high stock price. Head- 
| hunters wooed him at campus with plush foreign bank jobs. 
| But Thambi was firm. Over the years, he had been closely 
| studying the performance of an Indian company — MBT 
| Sonar. The day after he graduated, Thambi placed a call to 
MBT's chairman and spoke to him for 12 minutes. The 
appointment letter came by special courier. From then on for 
10 years, Thambi worked at MBT — starting as a trainee, then 
manager, then senior manager (chairman's department), 
then vice-president (operations) at 33. 


Does personality type dete y- Ten whole years. Yesterday, MBT's chairman Madhavji 


nat ue | i e _ told Thambi briefly that Sonar Foods — which the latter 
mine wh IC h Or ga n Isati On _ headed, had been sold to Remino Fox, its JV partner. An angry 
ill iin? | | Thambi had sent in his resignation this morning. Thambi hit 

y OU WI | | J OI: Does yO U | his fist hard against the table at the memory. That startled a lit- 
ran k h ave a nyth ir E to C O | tle boy playing nearby. Thambi, now drawn out of his reverie, 





asked: “Whose child is this?” thus paving the way for the oth- 


WI th yO ur fu tu re succe SS? | ers who had been wondering how to break the ice with him. A 
MEERA SETH 


AMPAT sat hunched up, lost in thoughts. 
Around him milled people from his past, 
friends from campus, from a time when he had 
known a certain quality of happiness. The kind 
of happiness one does not recognise then as 
‘happiness’ but does so in hindsight. Sampat 
was defining happiness too in the context of | 
time. They were thumping him on his back, hugging him, and : 
calling him by his campus name — Thambi. 

Until yesterday, Sampat would have acknowledged with 
his characteristic half grin. But between yesterday and today, a 
lot had happened in the life of Sampat Thiagarajan — events 
which had shaken him beyond measure. Right now he wafted 
in the surreal world between ‘what was’ and ‘what is’. T. Sam- 
pat, known at campus as Thambi; derivative: Tam-Brahm, 
merrily re-adapted to Thambi. 

It was the 10th year reunion of the Class of 1994 of a 
B-school. People watched as their old buddies walked in, each | 
looking different from those days. And now sitting there in | 
bunches, they talked, commented, whispered, teased... but | 
they could not figure out Thambi’s silence. | 

Thambi, batch topper, an engineer from IIT, with a degree | 
in costing, then an MBA. Thambi, the idol of his batch; serious, | 
yet not severe; deeply religious, yet not fanatical. Room mate | 
‘Bawaji’ recalls being ‘woken’ up at 4 a.m. daily to the drone of | 
Thambis Vedic chants and the sprinkling of water in the air. _ 
“Ay! Tera bhagwan nahi sota kya?” Thambi came from a family | 
of achievers and performers. His father was a senior director | 
on the board of an Indian group, and visited him once a | fu 
month. They called him ‘Indian Tiger’ for reasons more than | liustration: ANTHONY LAWRENCE 
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9 chorus of replies revealed that he was ‘Rekha’s’ child. 
; Rekha, the heart-throb of the campus. A very high-per- 
2» former determined to be taken seriously — and not just be 
wy known asa pretty face. Recently, she had become one of the 
youngest vice-presidents in her organisation and had been 
posted to Europe. Also recently divorced... a fact that, like most 
unpleasant facts, becomes public knowledge faster than in- 
tended. Rekha, the only child of professor parents; in the top 
10 per cent of the class; brought up on values. 
: Chairs edged closer. “Rekha, isn't it tough without a family? 
J Andlivingina foreign land!” Life was tough for Rekha for more 
. reasons than her divorce. She had accepted the transfer to 
he avoid the annoying visits of her ex-husband, only to find her- 
— selfina country not very fond of Asians. And to discover she 
^ was on a salary lower than her European counterparts be- 
cause her package was decided by HR Europe and the unspo- 
ken logic went that Indians anyway come from lower salary 
bases. However, European or Asian, the cost of living in the 
country of residence was the same for both. 
Life could still get tougher for Rekha because she was on a 
virtual one-way ticket from her Indian associate — the price of 
being part of a global resource pool. Early in the year, the firm 
had begun mumbling about Rekha not fitting well in Euro- 
pean marketing. She would soon be moved to Saudi Arabia. 
She still wanted to be taken seriously, but the Middle East was - 
not good enough. 









ND now Vela was telling her: "Professionally your 

environment must be very charged, but the sense 

of family you get in Indian companies..." only to 

be hacked mid-sentence by Thambi. “Rubbish!” he 

thundered. “Don't delude yourself. What family and what val- 

ues? These are myths that companies propagate to delude 

people. And the biggest myth is FMCs — they have anything 

|. butfamily values. They are as caught up by profiteering, by 
v cunning, by jealousy, by self propagation as any MNC!” 

Buddha agreed: “Humans today are caught up in valueless 

motives. Why, even the NGO Iam helping run, despite being so 

." removed from city life, is fraught with ego clashes! The prob- 

— v^ lem, Thambi, lies in the fact that we lack the courage of our 

| v. convictions. Yes, we all have lofty ideals, but pursuing ideals 

ge needs will, courage and integrity. Wohi to mushkil hai na!” 

^ Buddha or Buddhadev—he was called Buddha for staying 

cool even under extreme pressure. At campus, he would 

. spend more time thinking and taking long walks, yet submit a 

- stellar finance assignment by 9.30 a.m. His attitude had al- 

|. ways been: "Everything will be fine". Raja (we will come to him 





with a paper plate), who had his ear close to the ground, had | 
` unearthed developments in Buddhas life — Buddha had quit 
the group where he was tipped to become a director to join an 
NGO working in rural India. 
Buddha, third son of Rajshekhar and Rajrani Mathur. Fa- - 
ther, a senior manager with an MNC; mother, the head ofa 
- renowned music school. Buddha had joined the Morro 
Groups finance division as trainee, after which his rise was un- 








es | precedented. Considered brilliant, he was inducted into the | 
‘core’ group that was promoting Morro Telecom andhadbeen | 
made its CFO. Morro Group, a well-mannered company, grew | 


- soon; right now he is teaching Rekha’s son make an airplane | 


| 
| 
| 
| 
| 
| 
| 


out of shareholders’ money!” he told the Morro 


day at 11 p.m., [lost my job; my chair- 


lieve it, Buddhadev? Ten years I slog, I 


amaaan a n E EE Et CM COD Cem EM NM OMM MEM a UN 


its managers at hone Naturally, trust was is implicit: So was the A 
faith in its inroads into telecom. So much so that when the 
Morro CEO embezzled funds and stripped the company ina - 
slow Chinese-like torture, and when Buddha called foul, the — 
Morro CEO sacked Buddha for (a) Disruption to corporate im- 
age in the ruthlessly competitive marketplace owing to his 
slowness in reacting to the financial markets; (b) Suspected 
sexual harassment of the CEO's secretary who had resigned. 
Buddha had been stunned. The Morro Group was so big, _ 
so reputed, that all this had seemed like a bad dream. Buthe . 
had prepared a detailed note documenting all the financial 
discrepancies, attached photo-copies and sent them by 
courier to 175 key shareholders of the Morro Group. One thing 
led to another and at an extraordinary general meeting, the 
truth finally prevailed. The CEO was arrested and Buddha 
offered a director's job. As if to please him in a hurry, the inter- _ 
nal communication department issued a press release to that 
effect. But Buddha declined the offer, declined the compen- 
sation (“Pay me out of the CEO’s personal funds, not ggg 
















Board) and joined an NGO in rural Maharash- . 
tra to design earthquake-resistant houses. ^  , 

And now, as he soothed Thambi, the — d 
latter said: “It’s not yet 24 hours — yester- g 


man sold out to an MNC, can you be- 


plan, I design, I worked out the JV 
plan. That same JV for which we were 
running neck and neck with 
Delaware! You know what it took to 
build that? I developed new products - 
hitherto imported, entered foreign 
markets, built a brand. But look what 
happened! Two years ago, we started the 
JV with Remino Fox; slowly they assumed. 
the upper hand; and the worst? Madhavji, “% 
our chairman, sells out! Without letting outa 
word to me. Me, his virtual right hand man!” 

“What about his sons?” asked Buddha. “They are 
not interested,” Thambi replied. “Madhavji separated 
from his wife 18 years ago... the boys have inherited her fa- 
ther’s businesses. In short, they have told Madhavji to go take 
a jump. What family values, Buddha?" 

“Yaar, mera ek theory hai,” began Vela. "Organisations, 
where people have a good and harmonious family life engen- 
der stability and commitment; especially the leader of an or- 
ganisation, a department, a division, etc. I have seen this and 
continue to see it everyday.” 

Vela — took a year more than the batch to get his diploma. | 
But then, that was Vela. Time and distance for him were states 
of mind; Vela, the most happy-go-lucky guy on campus; never 
in the race for ranks and toppers’ list. Bunked campus place- 
ment to attend best friend’s wedding. Later joined a PSU and 
is now comfortably ensconced in middle management. Al- 
ways talks about his ability to spend quality time with family, 
while being happy with his job — particularly, the security it 
offers and his status in the local community. 

“Look at the PSUs,” he said. “The PSU culture is that of a 
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large family. Everyone in the colony knows everyone else — it's 
like an extended family. That bonhomie transports to the | 
workplace too!" Soon after, he added a new dimension — 
respect. "My income is in the top 3 per cent of the country, 
who cares if some guy at Citibank makes 10 times more than 
me* The Citi guy may get some bhavin a small banking circle. 
Iget my kick from the 1 million people in a district who know 
me as engineer saab who brought them electricity. Arre bhai, 
we touch the lives of people!" 

“I disagree,” said Stud. “Ifanything, there is too much com- 


fort and artificial bonhomie in PSUs, which is why most are | 


performing below proficiency!” All voices froze and eyes 


rested on Stud... but then Stud always had that effect on peo- 
ple. At campus, he had once raised an unpleasant debate on | 
the fees charged by premium management schools and called | 
it the club for the intellectual bourgeoisie. For days, Rekha and | 


Asmita had lit candles in prayer for his well being. 















horse’; a favourite with the girls, he was rechris- 
' tened Stud in the second semester. An ideas 
hot shop, he usually jumped from one 


never clear where he wanted to work. 
Bank to ad agency to FMCG market- 
ing...he changed so many jobs that 
the batch stopped keeping count of 
where he was working. Stud had 

also started and ended two start- 
. ups, which left him bankrupt. Cur- 
rently, he is working in a little 


and wide to witness the great event; 
also to make sure he married her. Asmita, 
ask!” was her usual refrain. 

expats in oversized, underworked MNCs in developing mar- 


home. All westerners are always so engrossed in their kids' 


basketball leagues and fund raisers for school events they | 
have no commitment to the organisation's needs! Ifthereisan | 
operational crisis, they will blame local culture and the na- | 


tives’ mediocrity. They won't work on weekends — that's fam- 


ily time, wont work after 5 p.m. — that's also family time. But | 


yes, during increments they are wont to gripe the loudest. So, 
here you have sound marriages, sound families and values, 
but the company is going for a six. And typically, the guys hold- 
ing the fort are Asians!" 

All eyes collectively swung to rest on Fundae. "Prof., vali- 
date his claim or hold your peace forever," said Buddha. 


Fundae, a.k.a. Prof. — so called because he was always giv- | 


ing 'fundae' on all aspects of the course to his batchmates, 
After two years in the corporate world, Fundae did his Ph.D in 
OB from aleading US B-school and is already making a name 


Stud — One of the high profile guys on campus. Never | 
out of stamina, he first earned the name ‘race | 


whacky plan to another. But Stud was | 


known company in a neighbouring | 
country. When Stud declared he - 
was marrying Asmita after a five- | 
year suspense, friends came from far | Bos 
| —so called for his ability to think several movesahead.Re- — 
| cently remarried, he joined a high profileinvestmentbanking ^^ — 
firm where he was a high flyer. Worked on this multi-billionru- — 
pee deal when he suddenly jumped ships and moved toa . 
imself in the process. The move did - 


on her part, is usually hard pressed to de- | 
scribe what her husband actually does. "Don't | 


And Stud spoke: "You PSU employees are like the 


| for himself as a professor in the US. Fundae — among the top 
10 per cent of his batch. Visiting professor in the US and the 


a mark in intellectual circles, yet is missing something in life, 


"So Asian cultures will pursue a work ethic and excellence but 
does not feel the pressing need to do things to prove loyalty to 
| family and community. Other cultures need to invest exten- 
sively in relationships; economic abundance and excellence is 
| agiven for them.” 


|! And without as much as batting an eyelid, Anna gave an ex- 
| ample: “Take Kasparov, the man with butter under his feet, in- 
| capable of commitment and honesty. Dont we all know how 
| many girlfriends he changed at campus?" 


| | NNA or 'older brother, called thus as he shared his 
| birthday with Thambi and was a full eleven min- 


| utes ‘older’ than him. Anna, son of a fiery writer fa~ 


A ther who started life at The Hindu, then quit five 
years ago to serve as a scribe for his Guru. Famous for his 


train tickets, but he wished they wouldn't callhim Anna; 
To understand Annas outburst, we need to meet Kasparov 





, competitor, did well for him 


loss of prestige. 
“Bottomline Fundae," said Anna now, "and add this to 
your research, what you call orthodoxy, I call discipline, com- 


| with Anna was Asmita (Stud's wife): "Very true; Stud was foot- 
| loose and fancy free both emotionally and professionally — 
| would not make a commitment in marriage and kept drifting 
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UK, hence travelling 22 days a month. Has been extremely - 
peeved since his US citizenship is being delayed; keen to make — 


“Every culture worships and pursues whatit does nothave .- 
or fears losing or has had to work hard to attain,” said Fundae. 


“Your theory lacks one Asian variable,” said ‘Anna’, “the 
Asian power craze and mammoth ego! Strange, isn't it, the Ori- ` 
ent, the birthplace of religious philosophy like Zen, Bud- .. 
dhism, Jainism, Hinduism, etc., all of which entreat the anni- _ 
_ hilation of the ego, abounds with people crippled by egos? 
Ever asked why we see the biggest incidence of disloyalty, — 
, value-less behaviour, turncoats in Asian cultures? And how © 
| these are linked to the pursuit of ego and power andthewon- ^. 
| derful co-existence of dedication, loyalty and commitment?” 


| 
| 

| 

| not go down well with Anna who was at the same firmat the |. 0 
| same time. The story doing the rounds was that the firm went =- 
kets. Come to my organisation, you will feel completely at | through a crisis after Kasparov's volte face, which Anna did not : 

| see coming. Anna tooka pay cut plus a huge loss of status (es-. 

| pecially for his family), but slowly worked to revive the firm. 

| Anna, owing to his own orthodox views on life and living, has 

| triumphed over the debris Kasparov left his company in. To- : 

| day’s headline: ‘The worstis over at ABC Investments’; but the i 

| best wasn't back either — gone were the days when they. 

would give people like Anna a Rs 25-lakh bonus. At one level, - 
_ he proudly declares the turnaround as his personal triumph, — 
| but at another level, is deeply bitter about the experience and. 


mitment, steadfastness. Family life enables this.” Agreeing — 


never-say-die nature. The girls were always at his dormseek-. —— — 
ing solutions to numerous problems, including last minute 




















during this period, he made all those pointless moves in his 
career. It's only after he got married that he has stuck to a job, 
even if itis not the best in the world!” 

Asmita, one batch junior. Family: renowned insurance 
surveyors, They wanted her to marry rich and early. Quiet, of 
pleasant disposition, eager beaver; highly rated in HR, her 
personality labs were a rage. But the quest for Stud put a brake 
on her professional pursuit. Family disowned her when she 
married Stud. In turn, she didnt tell them when she left the 
country nor when her son was born. 

“But,” said Kasparov, “that is not commitment, that is be- 


^v... ing yoked. Left to himself, Stud would have gone places, but 
_ now witha kid in kindergarten, he feels stuck. And you ,As- 
< mita, you too would have made a sensible career for yourself 

__. had you not insisted on getting married. Instead, today, you 


_ are running for presidentship of the school's PTA, and wasting 
your skills, baking cookies for Saturday league matches!” It 
was a real sore point with Asmita, her inability to continue a 
career. Seeing the tears well up in her eyes, Fundae inter- 
vened, “But the flip side is not true — that managers with fam- 
ilies spend less time at work than those that are single.” 

Raja agreed heartily. (The paper plate airplane was not suf- 
ficiently aerodynamic). “Take my own company. Many hang 
around in office till 8 p.m. chatting. Just because you pepper 
your talk with management jargon, it does not become less of 
gossip or more of strategy. Marriage is an emotional expense 





account on which these people draw for food and laundry. But 
it does not take away the fact that a group composed of pre- 
dominantly single people is incapable of infusing an organisa- - 
tion with purpose, loyalty and direction. Their focus is more 
on getting the most out of life, whatever that be!” 

Raja— the only bachelor of the batch. Everyones efforts to 
get him ‘hitched’ came to naught; widely believed to have 
switched from a staid FMCG company to an ad agency since 
‘that was where the action was — in terms of getting a life’. 
Posted to East Europe to head the agency’s operations there. 
Raja, an avid email person, regularly sent his friends pictures 
of his skiing holidays. Today, he was showing them more pic- 
tures of his life strewn with all the pretty young ladies in his 
agency. Batchmates in complete awe. Very dependable and 
consistent friend of all. “But now, I have had enough,” he said. 
“Tam tiring of the lack of purpose and direction in my life. Be- 
sides, I am of the belief that professional goals are achieved at 


t ” 


personal goal posts! 


"-— EKHA was neutral. “I have seen both sides,” she said. 
| “I disagree with Kasparov that family ties gag and 
, yoke. Like any role, it needs to be managed. I split 
" ». from my husband after he made an insensitive deci- 
sion ator move to a location that offered big money and a bigger 
designation, just so that he could also talk about his designa- 
tion with pride. The reality was he was not going to be doing 
anything different from what he was doing in India. Besides, 
the shift meant I would have to give up my career, without 
continuity, in the new location. He was going to be hobnob- 
bing with the rich and the beautiful, and he wanted meto play 
hostess wearing pretty Kanjeevaram saris. I took the decision : 
after three years of trying to maintain a long-distance mar- 
riage, which failed when he took on a girlfriend." 

Fundae looked at all of them sadly. This was the bunch 





which had sung lovelorn songs at Rekha's window at campus, 


tried giving Anna a cool haircut before his campus interview - 
and ended up sending him bald-headed; drunk out of a one- 
litre bottle of Coke on the last day at campus to mark their eter- 
nal friendship. Ten years later, their smiles strained at the cor- 
ners, betraying a certain displeasure. Thambi's severe loyalty — 
bombed; Kasparov's flamboyance paid off, Anna's dedication 
was not bringing home status and prestige; Raja's need for ad- 
venture had left him anchorless; Buddha's war with values 
won him no medals; Rekha's need for speed had left her on the 
slow track and Asmita was a non-starter; Fundae himself 
lacked identity and his gold medal was of no use in the US. 
Fundae recalled Tolstoy — ‘All families are unhappy, but 
each is unhappy in its own way’. Every one of them was in the 


top strata of Indian society in terms of income and pedigree. 


But, beyond the superficial success, which of these characters 
is the happiest? he wondered. Who has found the most profes- 
sional satisfaction? Does personality- type determine which 
organisation you will join? Does your rank on campus have 
anything to do with your future success? Does luck have any 
role to play? Does loyalty matter any more? 

Oddly saddened, Fundae opened a two-litre bottle of Coke 
and they all took another sip of life... E 
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Look out for the second part of this case in the 11 Aprilis issue ofBW. 
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journeys 


Achal Bhagat is a consultant psychother- 
apist and psychiatrist at Apollo Hospital. 
He works with organisations on mind- 
related issues and also heads Saarthak, a 
non-profit organisation for mental 
health. 


HERE are four journeys we all 

undertake. The journey from 

alienation to belonging. The 

journey from helplessness to 
control. The journey from abuse to dig- 
nity. The journey from suffering to pur- 
posefulness. We all expect that once we 
have gained a sense of belonging, pur- 
posefulness, control and dignity, we will 
never have to face the lack of these 
in our life. But we are proven wrong 
every day and every day we are chal- 
lenged on this very front. Dignity, con- 
trol, purposefulness, belonging that 
are so dear to us, are threatened 
each day. Madhav tells us to leave 
unceremoniously. We lose dignity 
and control like Thambi. Stud 
treats everyone badly. Asmita 
loses belonging and dignity. Vela 
loses purpose everyday. 

Where will you put yourself on 
these journeys today? Are you be- 
ing abused? Do you face suffering? 
Are you isolated? Are you helpless? 

We fear losing out each day. We hide 
this fear under a belief. A belief that is 
sacrosanct, the belief of fairness. We say 





to ourselves that life is fair, life should be 
fair, life has to be fair. But life is not fair. 

Life, human or otherwise, is meant 
to be unfair. That is why there is more 
unhappiness than happiness; that is 
why there is violence; that is why there is 
poverty, failure and death. 

My dear Thambi, Rekha, Anna, Kas- 
parov, and all my other friends. Tell me, 


_ when did life seem fair to you? Life 





seemed fair only when things went the 
way you wanted them to go. When 
things go our way, we very easily over- 
lookany other view oflife. 

Life seems fair and we are happy. We 
are happy and we overlook the reality 
around us. The reality around us is un- 
happy. We look past it, at our own im- 
ages, drunk in our passion for ourselves. 
In our organisations, in our work, in our 
relationships, we are too lost in our- 
selves. If we focus on the reality around 
us, itis scary. It is like walking on a razor's 
edge with nothingness around. 

So how does one be successful and 
happy. Is it by locating our work differ- 
ently? Moving from MNC to public sec- 
torto NGO? Is itby making sure that one 
is ahead of the race? Or by opting out of 
the race? The story of Thambi and his 
friends have all strategic variations of 
the search for happiness. But to me, this 
search seems to be in vain. 

The search in this story is of the elu- 
sive permanent singular definition of 
success and happiness. However, suc- 
cess and happiness are never perma- 
nent. Success and happiness can never 
be defined in one dimension. And there 
can be no universal definition of suc- 
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cess and happiness. 

Itis easier to define it as what it is not. 
It is not getting ahead of the colleague 
you hate at work. It is not the largest tele- 
vision or the fastest car. It is not the best 
job on earth. It is not money. It is not 
what you buy, sell or achieve. It is not 
something that is taken away or 
stolen from you. It is not something that 
you gain at the cost of harming some- 
one else. 

Success is the knowledge of the fact 
that you have the right to dignity, the 
right to control your own life, a right to 
belong and a right to have a purpose in 
your life. 

Luck is having the opportunity to 
fulfill these rights of being human. A 
very few have the opportunity to fulfill 
these rights. That is why life is unfair. 

Happiness is the ability to make dig- 
nity, control, belonging and purpose 
possible for oneself and for others. The 
trick of happiness is that the four jour- 
neys have to happen together, not by fo- 
cussing on one journey and excluding 
the others. 

If you exclude relationships because 
you are studying like Thambi's father 
Tiger, then you won't be happy. If you ex- 
clude dignity by losing your integrity, 
Kasparov, then you will not be happy 
even if you are in the highest salary 
bracket in the world. 

If you lose your purpose for your re- 
lationship however strong Stud might 
be, Asmita’s life will still not be happy. 
The movement has to be on all axes si- 
multaneously, if not in synchronisation. 

This is difficult to work towards. 
There will be many movements forward 
and many setbacks. Each movement 
forward needs to be cherished and con- 

solidated. The time in 1994 for all these 
people in our story was a step for- 
ward. They cherished it. That is why 
they came together again. Not 
many ofthem could consolidate it 
in their life. That is why the smile 
carries at its corners the tiredness 
ofalife incomplete. 
However, all is not lost. Let us 
hope they grow and consolidate 
themselves. It is their life and they 
have a right to be happy. Just like 
you! It is your life — you have a right to 
be happy, but without taking away any- 
one else's rights. 
Take care. E 
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D. Ashok is chief executive, Gossamer So- 
lutions and guest faculty at IIM, Banga- 
lore. The views expressed here are his own 
and not necessarily those of IIM-B. 


HE case highlights a very impor- 
tant and, often unnoticed, part 
of the average MBAs life — that 
of the post qualification side, 
warts and all. The entrance into the por- 
tals ofthe premium B-schools is unde- 
niably tough. Also, every student who 
passes out is offered more than one job 
and, hence, has very high career aspira- 
tions at the outset itself. I once heard a 
CEO (at a renowned B-school' final 
placement) say: "The kids oftoday seem 
to want to start their career ideally as a 
CEO and then work their way down!” 
This then, to my mind, is the crux of 
the situation faced by the B-school 
alumni at their 10th year reunion. They 
are a good mix of people — the studious 
and the fun-loving, those who joined 
the public sector and private, for-profit 
organisations and NGOs, MNCs and In- 
dian FMCs, India and international. 
And yet, when they swap notes, they 
cannot but realise that the common 
thread seems to be one of dissatisfac- 
tion and under-achievement. This 
could be in the professional or the per- 
sonal front, but nonetheless, apparent. 
To my mind, the reason for the col- 
lective despondency is based on not be- 


ing taught to be able to set their expecta- 
tions right early on. I reckon this could 
well be Chapter 1 of “What they don't 
teach you in B-schools”. This expecta- 
tion setting has to teach the young 
hopefuls the three important dimen- 
sions of ‘professional’, ‘personal’ and 
‘family’ and how, when they act as a sys- 
tem, there ‘are bound to be differing 
pulls and pushes. As the experienced 
professionals will confirm, it is true that 
at a point of time one of the three di- 
mensions will demand more attention, 
but in the long haul, the important thing 
is to strike a compromise across all 
three, so that we appear as balanced in- 
dividuals. I guess they are somewhat 
like the three semi-circular canals in our 
inner-ear which lie on three different 
planes and yet act at all times to bring 
one back into a sense of balance. 

All the working professionals, espe- 
cially working couples, will surely vouch 
for the tight-rope walking they do while 
juggling between their career, family 
and individual self. It is evident that the 
reminiscing students have all been sub- 
jected to the vicissitudes of the above 
three forces. Let us examine their situa- 
tions and see if with the powerful bene- 
fit of this lesson in hindsight, they could 
have lessened their feeling of gloom. 

Sampat seemed to have shown rare 
courage of conviction that he would 
shun MNCs for an FMC. His rise was 
meteoric. Yet, after he helped set up the 
JV, he did not seem to have been sensi- 
tive to the changing power equation 
even when they “assumed an upper 
hand”. A little perusal of history should 
have alerted him that, at times, MNCs 
do ride on the back of a local partner in 
the inchoate stages and then, when all 
the hard work is done and the market 
seems ready to accept their product, 
they buy out the local partner to go it 
alone. Ifhe had seen this coming, he had 
two options — to get into the good 
books of the JV partner in order to be re- 
tained after a possible buy-out or if he 
was still sworn on FMCs, he could have 
discreetly started exploring other op- 
portunities. After all, India has many 
successful business families! 

Buddha's case was possibly a bit 
more poignant. However, here again, 
the moral dimension rears its head. As a 
whistle blower par excellence, his op- 
tions would appear to be limited. If the 
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expose worked, he could have gone on 
to becoming a CEO but of a financially 
depleted firm. If it didn't stick then Bud- 
dha's days would in any case be num- 
bered. Getting into an NGO on the re- 
bound, rather than due to a deep- 
rooted commitment to their cause, he is 
likely to be disappointed later on, espe- 
cially on the financial front. 

Rekha's case is becoming increas- 
ingly common and relevant in the In- 
dian context. As more women enter into 
full-fledged professions with a career- 
oriented mindset, they have to manage 
not just their careers, personal lives and 
families, but the extended family of the 
in-laws as well. This comes all the more 
into focus when they decide to raise 
children. In this case, it is fair to say that 
the success ofthe woman is determined 
to a large extent by the attitude exhib- 
ited, encouragement shown and assis- 
tance provided on the home front by the 
husband and in-laws! Asmita's case is a 
sort ofvariation ofthis theme, where she 
decides to put her career on the back- 
burner and tags along with her child to 
where her husband is. Even while she is 
being the perfect ‘soccer mom, she can- 
not, but, feel the angst of not having 
been able to get on with her career, 
which she had worked hard for. 

Vela's views on the ease of life and 
job security in the public sector and the 
correlation between good family life 
leading to higher loyalty on the job may 
be empirically valid. Compared to his 
classmates, it would seem that what he 
has gained on the 'family' dimension 
might have been at the expense of com- 
parable professional advancement. Yet, 
this notion itself may get challenged by 
increasing privatisation and the felt 
need by such organisations to shed flab. 

In all fairness, I feel that even if these 
people had been sensitised to the reali- 
ties of the work-a-day world while they 
were students, their current jobs or in- 
deed their careers, may not have been 
any different, but its acceptance would 
have been much greater. At the end of 
the day, isn't itimportant to be at peace 
with your inner, if corporate, self? 

In conclusion, I feel that all three legs 
of the stool called career, namely pro- 
fessional, personal and familial are 
equally important in the long run and if 
we teeter on any one of them for a long 
time, we wont have a leg to stand on! Bi 
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With the W800i, Sony 
Ericsson brings together 
a music player, an FM 
radio and 38MB of 
memory — all in one 
cellphone 





Samsung's latest phone 
offering, the SCH-V770, 
has a digital camera with 
attachable wide angle 
and other lenses 





“by mala bhargav 








Cellphones get it 


good... and bad 


NOTHER show, another batch of 
cellphone sizzlers. This time, it's 
the big daddy of tech shows, 
CeBit, on right now in Hanover, 
Germany. Hot from the oven: 
Samsung 7-megapixel phone, the SCH-V770. 
A world first. A few months ago, it had launched 
a 5-megapixel camera phone. The V770 has a 
split personality; it looks like a digital camera 
from one side and a phone from the other. The 
camera also gets more sophisticated, with a 3x 
optical zoom, a 5x digital zoom, with a 1.8-inch 
CCD, a flash and an auto focus feature, and 
32MB memory. There are attachable wide an- 
gle and other lenses. The user can manually ad- 
just focus, shutter speed and exposure. 

Another phone from Samsung at CeBit is 
the SGH-i300. The big deal about this is it has a 
3GB hard disk for music — watch out iPod. It 
even has a navigation wheel. This phone also 
has a plug-and-play removable hard disk drive, 
so a lot of your files can go on it. The SGH-i300 
has a 1.3-megapixel camera, and supports ex- 
ternal memory (TransFlash). 

The other noisemaker is Sony Ericsson's 
Walkman-branded W800i phone which, of 
course, has a music player, an FM radio and 
38MB. The camera is a 2 megapixel. It supports 
amemory stick. Sony Ericsson says its focus for 
phones this year will be music. The Walkman 
phone will be available in India (apparently for 
about Rs 25,000) in a couple of months. Mo- 
torola is doing the slim and 3G bit at the show; 
launching its V1150, a two-way video calling 
feature; and a news ticker on the phone. 

So much for new phones. They're getting 
more ‘powerful’ and are dripping with style. But 
who says that has made buying them any eas- 
ier. This week, I've bumped into half a dozen 
friends running around in circles to zero in on 
the right mobile phone. While one of them 
wanted a phone to impress business associates 
who don't seem to be taking him seriously, 
everyone else was looking for a no-frills phone 
in which style didn't overwhelm — or even out- 
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right compromise — functionality. “I'm looking 
for a good replacement for my Nokia 6110i,” 
says one executive. “I don't need a camera, an 
MP3 player, fancy ringtones, super display. It 
might be nice, but hardly necessary over other 
basic requirements for a business phone." 

What he and a lot of other business users 
seem to be looking for is a phone where the 
camera and other fancies don't take away from 
features like long battery life, preferably with a 
lithium polymer (not ion) battery (three or four 
days of reasonably heavy usage for both voice 
and data), and a lot of address book memory 
(at least 500 numbers and addresses — not 
on the SIM card). The phone must have good 
connectivity, which means it should have 
GPRS, infrared. It must be tri-band and 
have Bluetooth connectivity for constant head- 
set use. To find a phone with these basic capa- 
bilities, but not at a higher price, and with 
camera and music players is getting exceed- 
ingly difficult. 

Meanwhile, on another front, phones have 
been in the news because viruses are now 
closing in on them for real. So far, they ve been a 
potential threat, but as phones get smarter with 
more sophisticated operating systems, they 
also become targets for virus makers who 
now have something more substantial to 
sink their teeth into. 

We've already seen the airborne Cabir 
sweeping through almost 20 countries on Sym- 
bian-based Bluetooth-enabled phones. But it 
doesn't anywhere near cause the kind of dam- 
age that its email cousins wreck on PCs. Nor is it 
so great at spreading because for it to do so 
means a phone must be waiting and ready via 
Bluetooth, practically begging to be infected. 
Now, Commwarrior.A, which replicates via 
MMS messages on Symbian-based phones, 
sends MMS messages to the contact list on the 
phone or infects other phones via Bluetooth. 
This one probably won't hurt too much. But 
there's more proof of concept for you. The age 
of mobile viruses has probably arrived. & 
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E ) UITE Eearlyin in his is pioféssional 

| life, Ashok Gupta's seniors 

¿and peers alike predicted | 

(some with envy and a slight 

" sneer) that he would go far. 

Wl He did not disappoint. Intelli- 
gent, ambitious and energetic, he epit- | 
 omised the new and dynamic Indian 


^ . business executive. As he approached 


his 40th birthday, his career chart had | 


already taken a steep vertical path up- 
-= wards, and there were strong rumours 
. in his company that he would be the 


: 2 next CEO, Then all of a sudden, one day, 


A _he died ofa massive heart attack. 


The tragedy reverberated at several 


levels. For his devastated wife and two > 


small children, Gupta's death was an 


irreplaceable emotional loss. It also- 


meant a drastic alteration of finan- 
cial circumstances. His company, on 
the other hand, lost a promising re- 


source that it had invested a geane deal 


in over the years. 

Gupta’s could be the typical case 
study. Hasn't everybody heard at least 
one such numbing story? The tragedy 


in India is that, in recent years, cases . 


like Gupta’s have become the norm 
rather than the exception. In 1999, the 


World Health Organisation (WHO) re- © 
ported that 1 outof every 3 deaths in In- | 


dia is due to heart disease. It was once 
considered a disease for the old. But 
several studies in the past decade have 
established that Indians are increas- 
ingly susceptible to cardiovascular dis- 
ease (CVD) at a younger age, and are 
more likely to die of it. In effect, it is 
killing part of a society's workforce at 
the prime of its working life. | 

. What does this cost a nation proud. 


um of its young population and hoping to 


. capitalise, in the coming years, on the 
advantages of demography? A recent 


report from Columbia University's t 


ct | ee 
| 
| 


Earth Institute — on the impact of CVD — 
on five developing economies, includ- - 


ing India — was the first to attempt to 
answer this question. Following this 
report, the first extensive nationwide 


survey of risk factors for CVD in indus- 


trial populations is underway. The 


process is being steered by the Delhi- . 
based All India Institute of Medical Sci- 


. ences (AIIMS). 


The theory that the health of the — 
population and health interventions 


are intrinsically linked to a country's de- 


velopment has been well established. It 
was documented most recently in the. - 


2002 report of the WHO's Commission 


on Macroeconomics and Health, 
Macroeconomics and Health: Investing 
in Health for Economic Development. 
Even so, as Dr K. Srinath Reddy, head of 
the Department of Cardiology, AIIMS, 
points out: "There is a general percep- 
| tion, in society and among policy 
| makers, that cardiovascular disease is a 
rich man’s disease. CVD and non-com- 
municable diseases were not featured 
in the millennium development goals, 
which focused on poverty and commu- 
nicable diseases." 

As developing countries like India 
undergo a health transition, they are 


however in the unenviable position 
of ae the burden of both commu- 
aon- -communicable dis- ` 


nicable ar: 
eases. On i: e one hand, diseases like 
tuberculosis, malaria and HIV/AIDS 
continue to ravage communities. On 
the other, diabetes, cardiovascular dis- 
eases and cancer are also on the rise, 
and are hitting Indians hard, particu- 
larly the young. 

There are many reasons for this. The 
first is genetics. Some doctors believe 
that Indians suffer from the Metabolic X 


makes them genetically susceptible to a 
variety of problems, leading to CVD. 


more people survive to grow older, the 


number of patients suffering from CVD 
also increases. Lifestyle is another im- 


portant cause for the rise in CVD. As the 
middle class grows and prospers, di- 
eray habits i more fried and 
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syndrome (See box on page 78), which | | 





io 





jrocosted foods; a and iuste green veg- 
etables. This j is compounded by a more 
sedentary way of life, a more white-col- 


ar, desk- bound existence. 


This- lifestyle, admittedly intro- 


_ duced at the upper echelons, has now 


percolated to the rest of Indian society. 
“It’s always the rich who begin a trend, 
which then permeates to all sections of 
society," says Dr Reddy. He points to 


|: I9th century Britain, when smoking 


was fashionable in the exclusive clubs 


of London. It subsequently became a 


mass habit. Similarly, fat-rich, proces- 
sed foods were once considered a lux- 
ury in America till they became mass 
produced and easily available in neigh- 
bourhood supermarkets. "By that 
time," Dr Reddy says, "the rich had got 
the message. In the US, it is now the 
rich and educated who eat salads and 
smoke less." | | 
In India, too, the social gradient is 
reversing. In the 1960s, heart disease 
was predominantly seen among rich, 
older people. By the 1990s, it had be- 


The workforce in 


India is increas- 


to cardiovascular 


The second reason is demography. As | 


diseases — at the 


prime of its life. 
ariy a Bn ezbaruah 











come common in most families. By 
1995, cardiovascular diseases were esti- 
mated to be responsible for 3 million 
Indian deaths every year, accounting 
for 25 per cent of all mortality, accord- 
ing to one study in the Journal of the In- 
dian Medical Association. 

After 2000, doctors have been find- 
ing increasing evidence that, as in the 
US, income and education could actu- 
ally protect against heart disease in In- 
dia. So, CVD is becoming a poverty 
issue, particularly in urban areas. 


an earlier age: 88 Indian men of work- 
ing age (35-64) out ofa sample popula- 
tion of 100,000 will die of CVD, com- 
pared to 55 in the US, 51 in Portugal, 
| and only 37 in China. By 2020, cases of 
CVD are expected to increase in India 
| by I20 per cent in women, and 137 per 
cent in men. And itis going to be a killer. 


cur to working people. 

As in other parts of the world, in In- 
dia too, a more stressful working life 
The economic profile of heart disease | adds to the risk. In 2003, a study by 
is changing. | researchers at University College Lon- 

According to an Earth Institute | don, monitoring more than 10,000 civil 

servants, showed a definite link 


report of 2004, low- and middle-in- | 

come countries account for 80 percent | between job strain, job demands, deci- 

of CVD deaths and 87 per cent of CVD- | sion latitude and the risk of cardiovas- 
cular disease. Those greatest at risk of 


related disabilities. Indians are further 
hurt, being susceptible to the diseaseat | cardiovascular disease, the study repor- 
ted, were employees with heavy work- 


load but few decision-making powers 
— usually junior-level functionaries. 












business organisations, is conducting a 


AIIMS, incollaboration with various : 


In the period 2000-2030, more than a | 
third of all CVD deaths in India will oc- | 


survey of the risk of cardiovascular dis- | 
! ease in the industrial population across ' 


———— ——T 





India. This project covers 200,000. em- 
ployees and their families. The groups 
being assessed are as diverse as tea - 
workers in Assam, titanium factory 
labourers in Kerala, and railway em- 
ployees in Chennai. | 


Early data about the health of the - dig 


Indian workforce is alarming. Almost a 
third of all men and a fourth of all | 


women have hypertension. Diabetes — 
occurs in a tenth of this population. == 
Taking recently-defined obesity stan- = 
dards for Indians, a whopping 50 per. — — 

cent are considered overweight, and . ^. 


around 30 per cent suffer abdominal ` 
obesity (what is often referred to as . 
a beer belly). Forty-two per cent of men 
have high levels of 'bad' cholesterol, 
and 20 per cent smoke regularly. | 
Although the prevalence of all risk 
factors increases with age, even in the 
20-29 years age group, 12 per cent of In- 
dians suffer from hypertension and 30 


| per cent are overweight. As they reach 


their 30s, almost a fifth of them are hy- : 
pertensive, and half overweight. 

The economic cost of heart disease 
can be measured at several levels. The 


e By 2020, cases of cardiovascular 
disease (CVD) are expected to rise in India 
by 120% in women and 137% in men 
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e 88 Indian men of working age (35-64) 
out of a sample population of 100,000 
are likely to die of CVD — compared to 55 
in the US and 37 in China 
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e Employees with heavy workloads but few _ 
decision-making powers are at greatest risk of CVD 
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e In the 20-29 years age group, 12% of the Indian work 
force suffers from hypertension and 30% are overweight 


G CVD deaths in the 35-64 years age group have been 
estimated to affect as many as 5 million members of Indian 
households 
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: Metasouic x syndrome, also known as Insulin Resistance Syndrome 
and dysmetabolic syndrome, is a series of metabolic disorders linked by 
an underlying resistance to insulin. The disorders occur when the body 
.. raises the insulin level to overcome tissues’ resistance to insulin. 


: .|n severe cases of Metabolic X syndrome, the insulin resistance leads 
- -| to type-2 diabetes, high blood pressure, excess body weight and 
| -abnormal cholesterol levels. Each of these disorders can lead to cardio- 
.| vascular diseases and stroke. But worse, if they occur together, the 
. -risk of premature death rises dramatically. 

There is no treatment available to reverse the insuli resistance. 
Medical experts say that the syndrome runs in families with a history of 
type-2 diabetes. Excessive calorie intake is another cause, which is why 

- physicians recommend diet and exercises. Obese people (men whose 
waist size is greater than 40 inches, and women whose waist size is 
greater than 35 inches) must get a diagnosis done immediately. Those 
suffering from the ailment should work towards reducing body weight. 

A low calorie, low cholesterol diet which is rich in fruits, vegetables 
and fibre helps. Such a diet, accompanied with at least 20 minutes of 
aerobics or exercises everyday, helps improve metabolic abnormalities. 
Significantly, the biggest barrier here is lack of will, according to. 
physicians. Most people prone to the Metabolic X syndrome fail to stick 


to the strict regimen. 


More recently, medical studies have shown green tea to be effective 
in decreasing visceral fat deposit and increasing the sensitivity to insulin. 
Green tea is believed to improve lipid and glucose metabolism, thereby 
enhancing insulin sensitivity and balancing the metabolic rate 


of fat deposit and fat burning. 


loss of productivity for a company or 


. business unit deprived of an experi- | 


enced hand is the most obvious. Next 
comes the salary loss for a dependant 
family that has to make consumption 
:compromises. Then, there is the cost of 


^U. treatment. After a heart attack or stroke, 
EU if a person becomes disabled, there is 
: the cost of supporting him or her for 


life. Notjust the patient, often the entire 
family spirals into crisis or even poverty, 
 asthe breadwinner is affected. 

CVD deaths in the 35-64 years age 
group have been estimated to affect as 
many as 5 million members of Indian 
households. A study supported by the 
National Commission. for Women 


c found that in West Bengal, when thereis - 


„an adult death ina household, a child of 
-less than two years had a 12-fold higher 
probability of death. 


E Health economists use the awk- | 
> — ward abbreviation of PPYLL (poten- 


tially productive years of life loss) to 





measure the actual cost of a disease. 
This is the number of working years a 
country is deprived of when a citizen 
dies before the age of retirement. 

. In 2000, India’s collective PPYLL be- 
cause of cardiovascular disease was 
9.2 million years, in comparison to 
6.6 million years in China and 1.6 mil- 


lion years in the US. In 2030, India's 


PPYLL will be 17:9 million years, com- 
pared to 10.4 million for China and 
1.9 million for the US. | 

- In short, while the American heart 
will remain about as healthy, Chinese 
and Indian tickers will decline. Yet, even 


. when seen against China, a developing 


country with a larger population, India 
will lose 70 per cent more by way of 
PPYLL in 2030. Columbia University 
researchers estimate that payroll loss 
due to cardiovascular disease-related 
deaths occurring between 35 and 64 


years in the Indian workforce is $198. 


million (2000 figures). 
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This figure cludes. T i 


-. costs. It was arrived. at after assuming 
thattwo- thirds of CVD deaths are in ur- 


ban areas, and factoring i in labour force 
participation rates by age and gender, 
urban and rural residence. | 

Many Indians survive a heart attack | 
or a stroke, but the disease leaves them 
paralysed or disabled in some way. 
Assuming that disability precedes 5 per 
cent of cardiovascular disease deaths, 
and that the duration of the disability - 
averages three years, the three-year 
wage loss due to CVD-related disability 
is estimated to be $30 million. 

Then, there are the immediate 
costs. Nobody knows how much the di- 
rect cost of treatment for cardiovascular 
disease is in India, but with Rs 2 lakh for 
a heart surgery, on an average, it cannot 
be cheap. Then there are the social 
costs, which do not lend themselves 
easily to balance sheets. When a parent 
is ailing in a poor household, a child 
may have to give up school to stay at 
home and look after the family, say so- 
ciologists. Often this burden falls on the 
girl child, with consequences that ex- 
tend beyond the economic. 

Yet, insists Dr Reddy, it is not totally 
a doomsday scenario. With proper pub- 


~ lic health interventions, India still has a 


large window of opportunity to bring 
the disease under control. It could be as 


simple as being careful about ones diet. 


“In Poland and the Czech Republic, for 
example, dietary changes i in the popu- 
lation — with the availability of more 
vegetables and fruit, and less of animal 
fat — resulted in lower rates of cardio- 
vascular diseases and related mortal- 
ity" he points Out. There are similar re- 
ports from Finland. - je 

“Inthe US, a 1996 mo published i in 
the Journal of. American Diet Associa- 
tion concluded that even a 1-3; per cent 
reduction i in dietary saturated fats (the 


type you eat in butter, for example) 
would result in 30,000-90, 000 people 


per year being saved from heart dis- 


- ease. This would save $4.1 billion in ` 
| medical, and $12. 7 billion in productiv- 
ity costs, the study s stated.. 


That: was true for America a decade 


ago. It’s probably t truer for India today. 
In short, smoke less, walk a bit or exer- 
cise more, eat your greens — andurge - 
your colleagues to buy medical i insur- 


ance coverage. E 











- One-Year Post Graduate Program in ! 





commencing July 27, 2005 


Institute 

* Strong base in Manufacturing, Operations and Information 
Management | 

eA decade as atop Indian Business School with international 
campus 

* Pioneer in higherthan entry | level placements 

¢ Influencing practice across organisations 

* Pioneers in innovative pedagogy and industry integration 


Program Highlights _ 

* Career focused customized curriculum 

¢ judicious mix of academic rigor and practical relevance 

* Insight into multifunctional linkages to facilitate complex 
problem solving. | 
* In-depth specialization with, ge ealn management 
perspective — . 

* Awareness of eastern ahos 

* Appreciation of global. context 

* Active career counseling for aligning career plans 
culminating into final placement 


Areas of Specialization 
* information Management 
* Manufacturing and Operations Management 


Last date for application: March 29, 2005 


To apply, visit www.spjimr.org or 
e-mail oneyear@spjimr.ernet.in 


BHARATIYA VIDYA BHAVAN'S 


















S.P. Jain Institute of Management & Research 


Munshi Nagar Tel: 2623 396/2401/ 7454 
Dadabhuai Road, Andheri (W) Fax: +91-22-2623 7042 
Mumbai 400 058, India Website: www.spjimr.org 









“INKED CREATIVE SOLUTIONS. 





Institute for Development and 


Research in Banking Technology 
(Established by Reserve Bank of India) 
IDRBT on Internet: www.idrbt.ac.in 


‘DIRECTOR 





. | The Institute: ie — ! | —— 
| The Institute for Development and Research in Banking Technology (IDRBT) was set up by Reserve Bank of India, at 





— -| Hyderabad (India), in 1996. IDRBT is an autonomous centre for Development and Research in Banking Technology. | 
| The Institute is a Certifying Authority duly accredited by the Controller of Certifying Authorities, and one of the largest - 
| issuers of Digital Certificates under Public Key Infrastructure. The Governing Council of IDRBT consists of the top | 

| management of RBI, Academic Experts and Industry Leaders. The Faculty at IDRBT has a fine blend of expertise from — 


both Technology and Banking. The Faculty comprises Technical Experts with a proven track record and Professional 
Bankers with rich experience. The focal areas of R&D include Financial Networks & Applications, Electronic Payments 
| &Settlement Systems, Security Technologies, Financial Information Systems & Business Intelligence. 


| Theinteraction between these two core groups creates the synergy required for meaningful Research and purposeful 

| Development of Products and Services for advancement of Banking Technology in our Country. While the Technical 
Experts are either recruited as full time Faculty or retained as Visiting Faculty, the Banking Professionals are taken as 
Faculty on deputation. The Institute has set up and manages the country's financial network - the INFINET (INdian 
| Financial NETwork), which is a Wide Area Network based on Satellite (using VSATs) and Terrestrial lines, apart from 
providing an excellent source for research and training in the use of Technology in Banking. Other allied activities 
include conduct of regular Post Graduate courses, Ph.D programmes in association with the University of Hyderabad, 
| consultancy services by a highly motivated group of professionals. 


The Job Profile: 


The Director is the Chief Executive Officer and shall be a conceptualist with excellent communication skills, capable of 
leading a team of skilled and highly ambitious faculty members in a challenging environment. He shall be responsible 
for the overall functioning of the Institute, plan for its future and ensure that role of a catalyst in meeting the technology 
| needs of the Banking sector in India is met with. The Director should have strong conceptual foundations in Banking, 
Information and Communication Technologies. Professional expertise/experience in areas relating to Banking and 
| Technology solutions sourcing and implementation, Information Systems Security, would be desirable. 


The Candidate: 


The candidate shall be preferably a Doctorate in the areas of (i) Information Technology or (ii) Computer Science or 
(ii) Management with specialization in Finance, Banking, Information Technology/Systems. in case of Management 
specialization in Finance/Banking, the candidate should preferably have had specialization in Information | 
| Technology/Systems at least at graduation level. The candidate should have a minimum of fifteen years of | 
| experience. The preferable age profile would be about 40 to 50 years. 








The Package: 





| The Institute offers excellent salary and perks. Forthe right candidate, salary would not be a oskan The selection | 
| would result in a contractual appointment for 5 years. Possibilities exist at the end of the five-year term for being - 
| considered for re-appointment as Professor in the IDRBT after a fresh screening process. 





i | The Process: 


: . Selection would be by an Expert Search Committee comprising of eminent representatives from the industry and - 
Í would be based on informal and formal meetings, presentations on the vision of the candidates for the IDRBT, etc. The : 


: | Expert Search Committee would select the candidate from applications received through this advertisement, f 


.| How to Apply: 


f < nominations received by the Committee, through Top Academic Institutions and Top IT companies and names 
| considered suo moto by the Expert Search Committee. | 





E Applications / nominations may be forwarded to Shri S. Sankara Subramanian, chee Director & CGM, 

] Institute for Development and Research in Banking Technology, Rd. No. 1, Masab Tank, Castle Hills, | 
Hyderabad - 500 057, Fax: 040 - 23535157, Email: sssubramanian@idrbt.ac.in latest by April 16, 2005. - 

Applications / nominations will be treated in strict confidence. Short-listed candidates may have to attend an interactive | 

process at Mumbai / Hyderabad. The exact dates would be intimated to the short-listed candidates. 
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SCMS - COCHIN 22:25: 


PGDM of SCMS 


PROFESSORS, ASST.PROFESSORS Ratings 2004705 
AND LECTURERS A+ 


ING Vysya Group 
IN ALL DISCIPLINES IN MANAGEMENT No.24-All India 








THE SCMS THE STRENGTH Indian Management 


| No.18-All India 
SCMS-COCHIN is an Accredited — SCMS-COCHIN has an intake capacity 
autonomous business school whose PGDM of 180(Full-Time) and 60(Part Time), one 
programme has been recognized as ofthe largest in India. Intake for the full 
equivalent to MBA by the Association of time programme is due for increase to 
Indian Universities, Govt. of India. SCMS- — 240, thus SCMS-Cochin becoming the 
Cochin is the first Indian b.school to get largest accredited autonomous b.school 
ISO certification for quality mana- in India. 
gement teaching system. All business ue CAPITAL 
magazines have rated SCMS-Cochin as " 


one among 25 best b.schools in India. SCMS - COCHIN has a faculty strength of 


40 experts in various disciplines. We want 
THE AMBIENCE to further strengthen the faculty with an 


SCMS-COCHIN is the only b.school in India pam of me tela since m v—— 
that has a centrally air conditioned — € P'nes en Pirata 
sprawling campus with 142,000 sq.ft. of THE OFFER 

built up area. All classrooms are fitted with Salary will not be a constraint for the 
latest technology assisted teaching aids right candidate. Excellent working 
including multimedia facilities. All students ^ environment. If you are interested in a 
have laptops in addition to 400 P4 challenging academic career and 
computers provided in various labs of have the background, preferably a 
SCMS. The air conditioned library spread ^ doctorate,or you are one with industry 
over 16000 sq. ft. is rich with 25000 latest experience, send your CV by 
books on management. e-mail /surface mail to: 


DR.G.P.C.NAYAR, Chairman 
SCMS GROUP OF EDUCATIONAL INSTITUTIONS 
PRATHAP NAGAR, MUTTOM, COCHIN. - 683 106 
Tel. No. 0484-2623803 / 2623804 / 2623885 Fax: 0484-2623855 


Website : scmsgroup.org E-mail: scms@vsnl.com Library 











Homilies, 


PARAN BALAKRISHNAN cle of Omaha. Says Miles in the intro- 
| duction: “After thirty years of making all 
OW do you take $10,000 and | the wrong investment moves, I finally 
turn it into a Fort Knox-sized | asked myself: Who is the best at invest- 
cash pile of around $41 bil- | ing and what can I learn from that per- 
lion? Isn't that every investors | son? The answer, of course, was Warren 
pipedream? Wouldn't it be | Buffett." So, in 1996 Miles bought shares 
nice to have a textbook that | in Berkshire Hathaway and reports hap- 



















SROWSING could unravel the mysteries of great | pily that he has more than doubled his 
Ratan J alan . wealth creation? | investment. 
CEO, Apollo Health & Lifestyle Back in 1956 Warren Buffett was 26 Miles hero-worships Buffett and 
years old and had $10,000 to invest in | doesn't attempt to hide itin Warren Buf- 
Iam reading GIFTED HANDS by _ the market. The rest, as they say, is his- | fett Wealth. In fact, he has turned Buf- 
Dr Ben Carson. It is a true story, nar- . tory — and stock market legend. Buffett | fett-worship into an industry. For the 
rating his journey from the slums, . is still adding to the $41 billion cash pile | record he has met Buffett a handful 
where he wasastreet-fightingkid, to ^ | and his company Berkshire Hathaway | of times and this includes “a delightful 
becoming the youngest head of pae- has been turning in hefty returns come | and spirited two-hour lunch, and a 
diatric neurosurgery, at 33, at Johns rain or shine. forty-five minute phone 
Hopkins Hospital, rated as America's Scores of writers Laws WuowA WM cT. 
best hospital. It is one ofthe most in- have already tried their B WARREN 
spiring books I have read. It tellsyou ^ | hand at piercing the veil BU F F ETT WARREN BUFFETT 
that there is very little that a man with and unravelling the Buf- WEALTH 
a dream, determination and devo- . fett technique of wealth WEA LTH Principles and Practical 
tion to God can't achieve, however - generation. Robert P voc Methods Used by the 
adverse the environment may be. -~ Miles, who is adding to Praca! Methods World's Greatest Investor 
Inormally read management . the Buffett bookshelf, is s By Robert P. Miles 
books and humour. I buy books an unabashed acolyte of gy John Wiley & Sons 
based on reviews and recommenda- the homespun billion- aoscur rcs Pages: 249; price: $24.95 
tions by friends and, occasionally, on aire nicknamed the Ora- 
the sheer novelty of the subject mat- 
ter or its treatment. 
I do most of my reading at night SELECTION life in a world that is as alien to readers 
or during weekends. E of Businessworld as it was to the 26- 
year-old Englishwoman, who came to 
A dash of ru ral this little outpost in 1975 out of a de- 
ALERT ‘ sire to serve the needy. It is a well-writ- 
rea | | sm ten book, almost lyrical at times, that 
Operation Karakoram captures the grinding poverty of the vil- 
By Arvind Nayar lagers without making heavy weather of 
(Rupa & Co) N these times of development fatigue, | it. It is a spare narrative that very likely 
when tales of deprivation, corruption reflects the personality of its author. 
THE ISI is planning to and unchanging poverty trigger a de- Some of the chapters might seem 
assassinate the leader fence mechanism in most people, why clichéd, such as ‘The Moneylender and 


of a right-wing party, to 


would anyone want to read Under An In- 
prevent it from coming 


dian Sky? Is there anything that it tells UNDER AN 





to power in Delhi. Not : 

the plot for a riveting us that we don't already know? INDIAN SKY 

spy thriller, definitely Janet Ganguli, the British nurse who ader an BONN 
not in 2005. But that is spent 10 years in Titmoh village of Bi- By Janet Ganguli TIN EARS IN A MINAR LA 


what Operation Karakoram is har (now in Jharkhand), does manage 





about. Worse, the narrative is to tell you quite a lot that we still know a Books 

hardly gripping, reading like a very little about: the rhythm of peasant 

third-rate melodrama. Also, the life, the shocking state of tribal ex- Pages: 224; 

ISI's reasons for planning the as- ploitation, and the slow mill of official- price: Rs 250 

sassination are unconvincing. Spy dom in the backwaters. She gives us a 

thrillers need better themes. simple and straightforward account of JANET GANGULI! 
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yes but tips, no 


ROBERT P. MILES is a writer, 
speaker and consultant whose 
expertise is Warren Buffett. He 
has written several books on 
this legendary investor and pre- 
sents workshops on Buffett's 
methods across the globe. 
Miles is also a shareholder in 
Berkshire Hathaway 





conversation". 

Buffett was born in 1930 and his fa- 
ther was a stockbroker in Omaha, Ne- 
braska. Inevitably, every tycoon starts 
early and the young Warren had already 
understood the principles of capitalism 
aged six. He smartly bought Coca-Cola 
from his granddad's grocery store and 
went around selling it door-to-door. Yes. 
He made a 20 per cent profit on these 
deals. More importantly, he also realised 
that Coke was a great product and in 
later life, he put down millions for a large 
stake in the company. 

By eight, Buffett was moving to 
higher things and had started reading 
books like A Thousand Ways to Make 
$1,000. Two years later, he had read 
every book in the local library on fi- 
nance, investing and the stock market. 


the Dying Child' or 'Surviving from Har- 
vest to Harvest'. They are not. This is the 
journal of a caring and sensitive woman 
who became fully involved in the lives of 
the villagers, providing a modicum of 
medical assistance, some sanitation 
and, help in prodding officialdom to act 
in times of distress. It captures, too, the 
politics of the period when Sanjay Gandhi 
tried his forcible sterilisation campaign — 
with tragic consequences in Titmoh — 
and Jagannath Mishra-ruled Bihar. 
Thankfully, Ganguli does not ser- 
monise. She resists the temptation 
to dilate on ways of tackling rural 
destitution and neglect although her 
pithy chapters tackle the larger evils 
that beset the rural poor. The Manmo- 
han Singh government ought to read 
her book. It fleshes out the huge 
challenge of transforming India's 
backwardness. m 


LATHA JISHNU 





At 11, he made his first foray 
into the stock market: six 
shares of City Service 
Preferred. He lost on the 
transaction. 

Miles has clearly per- 
fected his Buffett-mania and 
has boiled down his pearls of 
wisdom into easy bite-sized 
portions. For a start, Miles reports that 
Buffett wants to be the best so he plays 
golf with Tiger Woods and discusses 
bodybuilding with another buddy, 
Arnold Schwarzeneggar. For technol- 
ogy, there's always old pal Bill Gates. 

Also, remember that Buffett believes 
in ‘Main Street’ and not Wall Street. So, 
he has bought hometown companies 
like The Nebraska Furniture Mart and 
Borsheim’s Jewelry. And, of course, al- 
ways keep in mind that Buffett “buys to 
keep not to sell". 

The fact is that the Oracle of Omaha 
is that rare stock market creature called 
the value investor. He pores through 
balance sheets, figures out whether 
companies are well managed and 
whether they are running businesses 
that have good growth potential. That's 


asia 


Uf J ug ge T | 


Telecom 
basics 


F you want to know 

anything and everything 
about communications in 
Asia in no particular order, 
you could pick up ASIA 
UNPLUGGED — The wireless and mobile 
media boom in Asia-Pacific (Response 
Books). It has 16 theme reports, 10 
country reports and 10 book reviews. 
But, despite the wide canvas, it does 
not offer anything more than the basics 
of the telecommunications business. 

However, what it does provide is a 

summation of the telecom industry in 
Asia for first-timers and students, 
primarily through data on growth in this 
sector. Though there are separate 
country reports, it does not provide any 
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easier said than done. 

In this country there are mega-in- 
vestors like Rakesh Jhunjhunwala who 
have pulled off the same trick. But it re- 
quires a huge amount of study, experi- 
ence and sound judgement of the mar- 
ket to do that. 

To put it bluntly, it’s beyond the abil- 
ities of most investors. Remember also 
that both Buffett and Jhunjhunwala 
stayed away from tech stocks during the 
great Internet boom days. 

Unfortunately, it’s also tougher to be 
a value-investor these days. Sir John 
Templeton, the founder of the epony- 
mous funds, says that when he began 
investing there were only 17 market an- 
alysts in the world. Now there are 32,000 
in the US alone. Similarly, in this country 
Jhunjhunwala began investing in 1985 
when very few people put their money 
in the markets. It's not impossible but it 
is tougher to find bargains these days. 

Will you become rich by reading this 
book? The answer is that it's a collection 
of homilies spun around Buffett. It 
might be smarter to take a leaf from 
Miles' book and, instead, invest in Berk- 
shire Hathaway. mw 


comparisons for similar 
markets, like, for instance, 
between China and India. 
What editors Madan- 
mohan Rao and Lunita 
Mendoza have tried to do, 
however, is to draw up a list 
of areas where there will be 
rapid growth in the coming 
years. That includes 
location-based services and 


content creation. 


The country reports are basically 


historical fact-sheets. There is no 
current data on the size of the markets 
in these countries and the direction 
these markets are likely to take in the 
future. If you are merely trying to get a 
hang of the telecom revolution that has 
swept Asia this could be a good 
starting point if you don't mind forking 
out Rs 850. Bi 
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u fri nding 


N February, India broke up the Saarc meeting in 
Dhaka before it was held. The reasons given out by | 
the government to the media were the security situ- 
ation in Bangladesh — the finance minister in the 
earlier Awami League government had recently 





been killed — and the coup in Nepal — the king who had | 


taken power was not acceptable to India as representative 
of Nepal. These reasons, while they may look reasonable 
from our point of view, did not have the same resonance 


in Bangladesh; it was peeved that a brusque stroke from | 


the Big Brother had sent the arrangements for security 
and hospitality that it had made at the cost of 120 million 
takas down the drain. As is bound to happen, evil designs 
were read into the precipitate action. 
There is an impression in 
the government that the 
Awami League, Bangladesh's 
opposition party, is sympa- 
thetic to India and the ruling 
Bangladesh National Party is 


trated with communal ele- 
ments and inclined towards 
Pakistan. For that reason, we 
tend to be more friendly to 
Bangladesh when Awami 
League is in power. This policy 
is a byproduct of our heritage 
from the days of the Cold War, 
when we divided the world 
into us and them and fash- 
ioned foreign policy around 
simple concepts of brother- 
hood and enmity. 

That was a more or less adequate response at a time 
when we did not matter in the world; the Cold War left no 
freedom of manoeuvre to individual countries, and not 
just we, but richer and more powerful countries like Japan 
and Germ y also had their policies cut out: they just 
wentalon, vith the dominant power. 

That world, however, changed irrevocably after the fall 
of the Soviet Union. Although all countries are obliged to 
get on with the US, it is now much more relaxed about 
how they deal with one another; and in South Asia, it actu- 
ally expects India to take leadership. Leadership is not 
loading a neighbour with gifts when a friendly party is in 
power and treating it roughly when a less friendly party 
comes to power; it is to acquire and use levers of power. 
The supply of petroleum products to Nepal was cut off 
only once, 15 years ago; but Nepal remembered the les- 
son for all these years. The US interventions in 
Afghanistan and Iraq are instances where a major power 
used its levers. 
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Levers of power are not necessarily coercive. After the 
1998 free trade agreement, Sri Lanka's trade with India has 
| gone up by leaps and bounds. Sri Lanka’s exports of tea 
and pepper upset producers in India; but they have 
cheapened supplies for Indian consumers and broad- 
ened their choice, and today, they figure in Sri Lanka’s pol- 
icy calculations. Conversely, Sri Lanka is much more open 
to Indian companies than before. A friendly overture has 
worked wonders with Sri Lanka; we should try one with 
Bangladesh. 

The end of the multi-fibre agreement on January 1 has 
improved the prospects of Indian textile exports; now 
they can compete on equal terms with exports from least 














| developed countries, including Bangladesh. Exports of 


Irrespective of who rules 
Bangladesh, its prosperity 
helps India by stabilising a part 
of our environment 





yarn from India, of which 
Bangladesh was the principal 
market, have declined already, 
which means that Bangla- 
deshs garment exports are 
probably not doing too well. It 
would give Bangladesh a help- 
ing hand if the Indian textile 
market were opened up to it; 
and it would actually help ex- 
ports from India by making the 
productive capacity of 
Bangladesh available to Indian 
exporters. This is the most im- 
mediate case; but the principle 
can be applied to other prod- 
ucts of Bangladesh, for in- 
stance tea and jute. Their free 
imports into India can only 
help our exports. 

The commerce ministry would want to get its pound 
of flesh for such concessions, and build them into a free 
trade agreement. This is shortsighted. All imports from 
Bangladesh strengthen India; while we are sitting on $130 
billion of exchange reserves, a billion or two's worth of ex- 
ports to Bangladesh makes no great difference. 

Let us try to make friends in Bangladesh; as a first step, 
let us open up unilaterally to its exports. But such a step 
will be ineffective if the cesspool of Petrapole is not cleared 
up. Itis a haven of corruption; the Border Security Force 
and the customs love postings there. Thanks to the two, 
trucks have to wait for days before crossing the border. 
And the road is grossly inadequate. If the government 
plans to improve high-intensity highways, the Kolkata-Pe- 
trapole highway must come high on its list. It should be 
turned into an eight-lane highway with a customs post at 
the end that would clear trucks in minutes instead of 
weeks. Irrespective of what we think of its government, 
economic prosperity of Bangladesh is in India’s interest. Bi 
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the best way — 
you can. — 


Our good intentions have been recognized by CIOs! 


Our Pre-sales & Marketing, Delivery and Installations have scored highest in the Industry*. 
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RAMCO 


www.ramco.com 


SYSTEMS 
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The No. | Rank. This year we've won it! It's a virtual 
breakthrough for us. What's behind this success? Our 
revolutionary new platform called Ramco Virtual Works". 
Our success is not surprising when you look at the judgement 
criteria. 

Time taken for installation 

We deliver solutions in a fraction of the time it takes 
conventionally — up to 50% less! 

Interaction with Clients 

We respond to customer needs immediately — often with versatile 
solutions. We also help clients to evolve the right solution to 
address a strategic business need, rather than just implement an. 
enterprise application solution. 

Demonstration / training / handholding 

Absolutely personalized — like our solutions. What's more, clients 
can actually see a preview of the solution before implementation. 
We offer all this at the lowest total cost of ownership — something - 
which CIOs find really gratifving. 

So, if you are looking for an Enterprise Application Solution, don't 
look beyond Ramco. It's the No. T. 

e-mail usat info@rsi.ramco.com 


Where enterprise solutions meet business realily 
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IBM recommends Microsoft® Windows’ XP Professional for Business. 





There's no safer place in the world for your data. as the 


world's most secure desktop PCs available, these powerful IBM ThinkCentre desktops 
offer an added layer of data protection - a vault-like combination of a built-in security chip and 
sophisticated data encryption software. No one offers a higher level of security as a standard 
feature. Plus, with the multitasking power of the Intel® Pentium® 4 Processor with HT Technology, 
users have the added benefit of running security applications while working on other programs 


at the same time with even greater efficiency. It’s a powerful package to keep your data safe. 


No matter what's lurking around. NO, not even a Swiss Bank. 


Embedded Security Subsystem. 
Only on a ThinkCentre. 


Call 1600 443333 or visit ibm.com/in/affordable-pc 


to buy direct, locate an IBM reseller or for more information. 
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IBM ThinkCentre S50U 
(80862BQ) 
Our smallest desktop ever 


IBM Rescue and Recovery'- 
Push-of-a-button data backup ant 
recovery 

Access IBM! - 

IBM help at your fingertips 
Embedded Security Subsyste 
Like a security guard for your com) 


Distinctive 


IBM Innovations 


Intel® Pentium® 4 Processor witl 
Technology at 3.0 GHz 

Microsoft® Windows® XP Professia 
800 MHz FSB 

256 MB DDR RAM (400 MHz) 
Intel® 865G Chipset 

40 GB HDD 7200 RPM 
10/100/1000 Integrated Ethernet 
24X CD ROM Drive 

38.1 cms (15 inches) CRT monitor 
3-year limited hardware warranty 


Rs. 43,490* 


System 
Features 


PRICE 


IBM ThinkCentre M50 
Commercial desktop 

Intel® Pentium® 4 Processor with 
Technology at 3.0 GHz 

Microsoft® Windows" XP Professi 
800 MHz FSB 

256 MB DDR RAM (333 MHz) 
Intel 865G Chipset 

40 GB HDD 7200 RPM 

48X CD ROM Drive 

38.1 cms (15 inches) CRT monitor 
3-year limited hardware warranty 
Embedded Security Subsystem 


System 
Features 


= Rs. 43,490* 


IBM, be ThinkCentre and ThinkVantage are registered trademarks or trademarks of International Business Machines Corporation in the US and/or other countries. Other company product or service names may be trademarks or service marks of their respective om 
nd Windows are registered trademarks of Microsoft Corporation. Certain Microsoft’ software product(s) included with this computer may use technological measures for copy protection. IN SUCH EVENT, YOU WILL NOT BE ABLE TO USE THE PRODUCT IF YOU DC 


FULLY COMPLY WITH THE PRODUCT ACTIVATION PROCEDURES. Product activation procedures and Microsoft's privacy policy will be detailed during initial launch of the product, or upon certain reinstallations for the software product(s) or reconfigurations of the computer, ar t 
be completed by Intemet or telephone (toll charges may apply). “Estimated street price. Sales tax and other levies extra. Visual used may not represent the actual product. "Free download/preload. "Available on select models only. Offer and prices subject to change without 
notice. Intel, Intel logo, Intel Inside, Intel Inside logo, Intel Centrino, Intel Centrino logo, Celeron, Intel Xeon, Intel SpeedStep, Itanium and Pentium are trademarks or registered trademarks of Intel Corporation or its subsidiaries in the United States and other countries. Rescue and Rect 


Access Connections, System Migration Assistant, Embedded Security Subsystem, PC Doctor, Access IBM and Lotus SmartSuite are not available with Linux/DOS models. 
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